CARMODY
TORRANCE

Ann Hedges Zucker
Partner
Carmody & Torrance LLP = Attorneys at Law Direct: 203-784-3108
Waterbury = New Haven = Southbury azucker@carmodylaw.com

May 3, 2013

VIA HAND DELIVERY

Office of the Attorney General
55 Elm Street

P.O. Box 120

Hartford, CT 06141-0120
Attn: Gary W. Hawes, AAG

Commissioner of Public Health

410 Capitol Avenue

Hartford, CT 06134

Attn: Kevin Hansted, Staff Attorney

Re: GWHN and Vanguard — Certificate of Need Application
for a Joint Venture

Dear Messrs. Hawes and Hansted:

Greater Waterbury Health Network, Inc. and Vanguard Health Systems, Inc. hereby
submit an application for approval of a Certificate of Need for its proposed joint venture
(the “Application™). At your request, two copies have been hand delivered to Mr.
Hawes’ office and seven copies have been hand delivered to Mr. Hansted’ office. In
addition, each office has received an electronic version.

Please note that Exhibit 13 of the Application is being bulk filed and therefore only one
copy has been provided to Mr. Hawes’ office and one hard copy has been provided to Mr.
Hansted’ office. Exhibit 13 contains information on Waterbury Hospital’s restricted
funds. Exhibit 13 has been scanned and is included in the electronic version of the
Application. If further hard copies are required, please let me know.
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If you have any questions or need anything further, please contact me at (203) 784-3108.
Thank you for your assistance in this matter.

Very truly yours,
CARMODY & TORRANCE LLP

v iAok

Ann H. Zucker

AHZ:ag
Enclosures

cc: John J. Faldetta, Jr.
Vanguard Health Systems, Inc.
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AFFIDAVIT

Applicant; Greater Waterbury Health Network, Inc.

Project Title: Application for Approval of a Joint Venture By and Among Greater
Waterbury Health Network, Inc. and Vanguard Health Systems, Inc.

I, Darlene Stromstad, FACHE, President/CEQO
(Individual's Name) (Position Title — CEO or CFO)

of Greater Waterbury Health Network Inc. being duly sworn, depose and state that
(Hospital or Facility Name)

Greater Waterbury Health Network Inc.’s information submitted in this Certificate of
(Hospital or Facility Name)

Need Application is accurate and correct to the best of my knowledge.

/] /? 7 s 4//2") /) 3
7 Kl 7 AN el My [ 29/3
Signature & Date [/

Subscribed and sworn to before me on 770!%& ' ) QO / %

%Qawaw

U
Notary Public/Commissioner of Superior Courﬁ

My commission expires: _ /=31~ 1(»
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AFFIDAVIT

Applicant: Vanguard Health Systems, Inc.

Project Title: Application for Approval of a Joint Venture By and Among Greater
Waterbury Health Network, Inc. and Vanguard Health Systems, Inc.

I Rob Jay X VP - Development
(Individual's Name) (Position Title — CEO or CFO)
of Vanguard Health Systems, Inc. being duly sworn, depose and state that

(Hospital or Facility Name)

Vanguard Health Systems, Inc. ’s information submitted in this Certificate of
(Hospital or Facility Name)

Need Application is accurate and correct to the best of my knowledge.

%(W ~ §///ZOI >

Signature / O Date '
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APPLICATION FOR APPROVAL OF JOINT VENTURE

Greater Waterbury Health Network, Inc. (“GWHN”) and Vanguard Health Systems, Inc.
(“Vanguard”) (collectively, the “Applicants”) hereby respectfully submit to the Attorney General
and the Commissioner of the Department of Public Health the following application for approval
of their joint venture under Conn. Gen. Stat § 19a-486 et seq. (the “Application”).

1. Identify the contact information for GWHN and Vanguard, including for the
individual to whom the Attorney General and the Department of Public Health shall
submit bills for contracts with experts or consultants.

GWHN

Darlene Stromstad, FACHE
President/CEO

Greater Waterbury Health Network, Inc.
64 Robbins Street

Waterbury, CT 06708

Telephone: 203.573.7101

Facsimile: 203.573.6161

Email: dstromstad@wtbyhosp.org

Vanguard Health Systems, Inc.

Rob Jay, Vice President - Development
Vanguard Health Systems, Inc.

20 Burton Hills Boulevard, Suite 100
Nashville, TN 37215

Telephone: 615-665-6030

Facsimile: 615-665-6099

Email: rjay@vanguardhealth.com

Please submit bills for contracts with experts or consultants to Rob Jay at the address listed
above.

2. Provide an executive summary of the application for approval.
INTRODUCTION

This Application is submitted by Greater Waterbury Health Network, Inc. and Vanguard
Health Systems, Inc. to form a joint venture (the “JV”). The assets of GWHN will be
contributed to the JV in exchange for $45 million, a 20% ownership interest in the JV and the
commitment of the JV to expend no less than $55 million on capital items and the
development and improvement of ambulatory services in the greater Waterbury community.
The JV will be structured so a subsidiary of Vanguard will have an 80% ownership interest
and GWHN will have a 20% interest.
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The JV will operate in accordance with the “community benefit standard” required of tax-
exempt hospitals as set forth in Internal Revenue Service Ruling 69-545, including without
limitation, the (i) acceptance of all Medicare and Medicaid patients, (ii) acceptance of all
emergency patients without regard to ability to pay, (iii) maintenance of an open medical
staff, and (iv) promotion of public health, wellness and welfare in the community through the
provision of health care at a reasonable cost. The JV will follow charity care and
uncompensated care policies at least as favorable to patients as those currently maintained by
GWHN.

THE PARTIES

GWHN

GWHN’s mission is, “To support and encourage the development of comprehensive,
integrated, healthcare related services for the advancement of the health and wellbeing of the
general public by providing financial, management and other assistance to its affiliates
including Waterbury Hospital.”

GWHN is a Connecticut non-stock, 501(c)(3) corporation which holds interests in numerous
entities, joint ventures and affiliates. GWHN is the parent company of The Waterbury
Hospital (the “Hospital””). The Hospital, which was built in 1902, is GWHN’s primary asset,
and is an acute care facility with 357 licensed beds plus 36 bassinets, located in the heart of
Waterbury, Connecticut. In fiscal year 2012, the Hospital admitted 11,399 inpatients, 965
newborns, had 56,730 Emergency Department visits, and performed 2,544 inpatient surgeries
and 4,920 outpatient surgeries. Through GWHN?’s affiliates, specialists and outpatient clinics
provide health care in community settings. The affiliates and subsidiaries include: Access
Rehab Centers LLC, HAIC Indemnity Company, LLC, Imaging Partners, LLC, Greater
Waterbury Imaging Center Limited Partnership, Harold Leever Regional Cancer Center, Inc.,
Heart Center of Greater Waterbury, Inc., Alliance Medical Group, Inc., Waterbury
Gastroenterological Co-Management Company, LLC, Cardiology Associates of Greater
Waterbury, LLC, Greater Waterbury Health Services, Inc., VNA Health at Home, Inc.,
Greater Waterbury Management Resources, Inc. and Children’s Center of Greater Waterbury
Health Network, Inc.

The Table of Organization on the next page depicts GWHN and its affiliates.
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Greater Waterbury Health
Network, Inc.

Tax exempt
The Waterbury Hospital Greater Waterbury VNA Health at Home, Inc GrtrWaterbury Mgmt The Children’s Center
Acute Care Health Services, Inc. Home Health Care & Resources, Inc. of the GWHN Inc. Healthcare Alliance
Diagnostics Tax exempt Hospice Management Services Childcare Insurance Company Ltd.
Tax exempt (Inactive) Tax exempt Taxable Tax exempt

Alliance Medical Group, Inc
Medical Practices

Tax exempt

Greater Waterbury
Imaging Center LP
MRI
Taxable

Access Rehab Centers, LLC
PT, OT, Speech
Therapy
Taxable

Imaging Partners, LLC
CT Scanning
Taxable

Heart Center of Greater
Waterbury, Inc.
Mgmt Services Org
Tax exempt

Harold Leever Regional
Cancer Center, Inc.
Cancer care & PET/CT
Tax exempt

Waterbury Gastroenterology
Co-Management, LLC
Taxable

Cardiology Associates of
Greater Waterbury, LLC
Cardiology Medical Practice
Taxable

Valley Imaging Partners,
LLC
Open MRI
Taxable

Page 3 of 67
May 3, 2013

00007



GHWN is the sole member or sole equity holder, as the case may be, of the following

entities:

o The Waterbury Hospital (wholly-owned by GWHN). The Waterbury Hospital, in

operation since 1890, is a 357-licensed bed (excluding bassinets) acute-care teaching
hospital which provides a full range of inpatient, outpatient and ancillary services in the
city of Waterbury near the junctions of Route 8 and Interstate 84.The Hospital operates as
an acute care teaching hospital, and has interests in the following entities:

Alliance Medical Group, Inc. (wholly-owned by the Hospital). Alliance
Medical Group, Inc. (“AMG”) is a tax exempt 501(c)(3) medical foundation
and a wholly owned subsidiary of the Hospital. AMG is the largest hospital-
affiliated, multi-specialty group in the Waterbury area with more than 100
physicians and health care providers practicing in the following specialties:
Emergency and Internal Medicine, Pediatric and Adolescent Medicine, Breast
Surgery, General Surgery, Endocrinology, Pulmonary, Rheumatology,
Infectious Disease/Travel Medicine and Sleep Medicine. AMG has locations
at:

1625 Straits Turnpike, Suite 302, Middlebury, Connecticut 06762
40 Main Street, North, Woodbury, Connecticut 06798

305 Church Street, Naugatuck, Connecticut 06770

130 South Main Street, Thomaston, Connecticut 06787

140 Grandview Avenue, Suite LO-1 and LO-6, Waterbury, Connecticut
06708

1211 West Main Street, 1% Floor, Waterbury, Connecticut 06708
51 Depot Street, Suite 506, Watertown, Connecticut 06795

Greater Waterbury Imaging Center Limited Partnership (64% owned by
the Hospital). The Hospital is the general partner of Greater Waterbury
Imaging Center Limited Partnership, a Connecticut limited partnership formed
to develop and operate a medical diagnostic imaging center. It is located at 68
Robbins Street, Waterbury, Connecticut.

Access Rehab Centers LLC (65% owned by the Hospital). Access Rehab
Centers LLC (*Access”) is a limited liability company formed in 1998 and
owned by the Hospital and Easter Seal Rehabilitation of Greater Waterbury,
Inc. It offers the region’s largest and most comprehensive array of outpatient
physical, occupational and speech therapy to adults and children. Access also
provides physical therapy services on an inpatient basis to the Hospital.
Access has locations at:
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134 Grandview Avenue, Waterbury, Connecticut 06708

715 Lakewood Road, Waterbury, Connecticut 06704

2154 East Main Street, Waterbury, Connecticut 06705

22 Tompkins Street, Waterbury, Connecticut 06708

Waterbury Hospital, 64 Robbins Street, Waterbury, Connecticut 06721
1625 Straits Turnpike, Middlebury, Connecticut 06762

70-G Bennett Square, Southbury, Connecticut 06488

84 Oxford Road (Route 67), Oxford, Connecticut 06478

305 Church Street, Suite 16, Naugatuck, Connecticut 06770

131 Main Street, Thomaston, Connecticut 06787

» Imaging Partners, LLC (85% owner). Imaging Partners, LLC is a limited
liability company owned by the Hospital and a private radiology practice,
Diagnostic Radiology Associates, LLC. Formed in 2001, Imaging Partners
owns a 32 Slice CT scanner. It is located at 134 Grandview Avenue,
Waterbury, Connecticut.

» Waterbury Gastroenterological Co-Management Company, LLC.
Waterbury Gastroenterological Co-Management Company, LLC, is a limited
liability company established to provide management services to the Hospital
to improve and, where appropriate, maintain the overall quality, efficiency,
and effectiveness of the Hospital’s gastroenterology service line. The
Hospital is sole Class H Member and has certain management rights; the
Physician owners, Class P Members, assist the Hospital in providing such
management services. It is located at 64 Robbins Street, Waterbury,
Connecticut.

= Cardiology Associates of Greater Waterbury, LLC. Cardiology Associates
of Greater Waterbury, LLC is a cardiology practice established in 2010 and is
wholly owned by the Hospital. The practice is comprised of eight employed
board certified cardiologists, three of whom are interventional cardiologists.
The practice has approximately 20,000 active patients. It is located at 455
Chase Parkway, Waterbury, Connecticut.

In addition to the above subsidiaries, the Hospital has two joint ventures with Saint Mary’s
Hospital (“SMH” or “Saint Mary’s”) that provide specialty services:

= Harold Leever Regional Cancer Center, Inc. Harold Leever Regional
Cancer Center, Inc. (“HLRCC”), a 501(c)(3) corporation, is a 50 / 50 joint
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venture between the Hospital and SMH. Formed in October 2002, HLRCC
combined both hospitals’ existing medical and radiation oncology businesses
into one combined program to better meet the needs of the community.
HLRCC provides state of the art cancer diagnostic and radiation services with
two (2) linear accelerators and a PET/CT Scanner. The community’s two
private medical oncology practices provide services at HLRCC. HLRCC is
located at 1075 Chase Parkway, Waterbury, Connecticut.

» Heart Center of Greater Waterbury, Inc. Heart Center of Greater
Waterbury, Inc. (“HCGW”), a 501(c)(3) corporation, is owned 50 / 50
between the Hospital and Saint Mary’s. HCGW was used to develop a joint
cardiac program. It does not have assets or significant operations of its own.
Under this joint program, the two hospitals provide area residents with
advanced cardiac services, including cardiac angioplasties and open heart
surgery on both hospitals’ campuses. The program performs over 650
angioplasties and 200 open heart surgeries annually. It is has two locations:
one at the Hospital at 64 Robbins Street, Waterbury, Connecticut and the other
at Saint Mary’s Hospital, 56 Franklin Street, Waterbury, Connecticut.

oGreater Waterbury Health Services, Inc. (wholly-owned by GWHN). Greater
Waterbury Health Services, Inc., a not-for-profit corporation, was organized to provide for
the contracting and management of tax-exempt community health services and programs in
which GWHN may engage. Currently, there is no activity in this subsidiary.

o VNA Health at Home, Inc. (wholly owned by GWHN). VNA Health at Home, Inc.,
(“VYNA”) is a non-profit, non-stock corporation established in 1939 and affiliated with
GWHN since 1996. VNA is a home health care agency that provides skilled nursing care,
speech, physical and occupational therapy, medical social work and hospice care
throughout the Greater Waterbury region. It is located at 27 Siemon Company Drive,
Watertown, Connecticut 06795.

o Greater Waterbury Management Resources, Inc. (wholly-owned by GWHN). Greater
Waterbury Management Resources, Inc. (“GWMRI”) is a taxable corporation. GWMRI is
a medical service organization originally organized to provide services to effectively
manage medical group practices. While GWMRI has been in existence since 1984, there
has been minimal activity since the formation of AMG. GWMRI is located at 1625 Straits
Turnpike, Middlebury, Connecticut.

= Valley Imaging, LLC. Valley Imaging, LLC (“Valley Imaging”) is a
Connecticut limited liability company formed in 2002 and is owned by
GWMRI and Diagnostic Radiology Associates, LLC (“DRA”). GWMRI has
a 49% ownership interest in Valley Imaging. Located at 799 New Haven
Road in Naugatuck, Valley Imaging offers open MRI Scanning service to
outpatients in the service area.

oChildren’s Center of Greater Waterbury Health Network, Inc. (wholly-owned by
GWHN). Children’s Center of Greater Waterbury Health Network, Inc., (“CCGWHN”) a
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not-for-profit tax exempt corporation, is a nationally-accredited, state-licensed childcare
center. CCGWHN provides a staff of early childhood professionals to care for children
from six weeks to five years of age and has been providing childcare services since 1997.
It is located at 172 Grand Avenue, Waterbury, Connecticut.

o Healthcare Alliance Insurance Company, Ltd. (GWHN is a 33% owner). Healthcare
Alliance Insurance Company, Ltd. (“HAIC”) is a Cayman Islands-based captive insurance
company owned jointly by Griffin Health Services, Inc., Milford Health and Medical, Inc.,
and GWHN. HAIC was created to offer professional malpractice and general liability
insurance coverage to Griffin Hospital, Milford Hospital, Waterbury Hospital, and
members of their respective medical staffs.

Vanguard Health Systems, Inc.

Vanguard Health Systems, Inc., based in Nashville, Tennessee, is a Fortune 500 company
operating regional integrated health delivery networks in urban areas across the United
States. Vanguard is a public company listed on the New York Stock Exchange under the
symbol “VHS”. The Blackstone Group, one of the largest sources of private capital in the
U.S., is the company’s major shareholder. Together, Blackstone, Morgan Stanley Capital
Partners and management own approximately 60% of the company. With almost $6.0 billion
in annual net revenue, Vanguard owns and operates 28 acute care and specialty hospitals
with complementary facilities and services in Arizona, lllinois, Massachusetts, Michigan and
Texas. As of September 30, 2012, Vanguard also owned four managed care health plans:
Phoenix Health Plan, a managed Medicaid health plan serving approximately 190,000
members in Arizona; Abrazo Advantage Health Plan, a managed Medicare and dual-eligible
health plan serving approximately 3,600 members in Arizona; Chicago Health Systems, a
preferred provider network serving approximately 32,200 members in Chicago; and Valley
Baptist Insurance Company, based in Harlingen, Texas, which offers HMO, PPO and self-
funded products. Vanguard also purchased ProCare Health Plan, an HMO based in Detroit,
Michigan, in October 2012. In addition, Vanguard operates the Baptist School of Health
Professions in San Antonio, Texas, which was established in 1903 by the prior ownership.
Currently, the School of Health Professions has over 500 students. Additionally, Vanguard is
deeply committed to medical education with over 1,500 residents and interns training and
learning within its hospitals across the country.

Vanguard’s management team is made up of proven operators of complex hospital systems,
with its senior management team each having industry experience of over thirty years,
including tenures at both investor-owned and not-for-profit systems. The management team
is led by Charlie Martin, who founded the company in 1997 with a core group of individuals
who had worked together in previous companies. Vanguard has been successful in growing
the company due to its track record of keeping promises to the boards of the not-for-profit
systems that it has acquired over the past 15 years, as well as to the communities served by
those hospitals. The highly experienced management team has been successful in working
with and entering into partnerships with community hospitals due to the processes and
procedures they have developed and improved during their extensive careers.
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Vanguard is transforming itself to become a “Health” company as opposed to a “sick care”
company. Its mission, “To Help People Achieve Health for Life,” along with the
accompanying values, guides its strategic plan to ensure that the company will be positioned
for the future, providing for the highest probability of success.

As Vanguard continues to move along the journey from fee-for-service to fee-for-value, it is
leveraging its experiences in new models of payment to prepare for health reform. Since
June 1, 2009, its Baptist Health System in San Antonio, Texas, has participated in the CMS
ACE demonstration project for 28 cardiac and 9 orthopedic DRGs. Baptist was one of only 5
systems nationally selected to participate in this innovative 3 year project. Central to this
demonstration project is the determination of whether improvements in quality of care can
result from the alignment of financial incentives between hospitals and physicians in such a
way that they must coordinate care on a case-by-case basis. Vanguard’s results from this
project indicate that alignment can and does produce significant quality improvements. For
example, in orthopedics, Vanguard has achieved compliance in all five quality metrics, most
significantly achieving 99% compliance in SCIP 3. As this project moved forward,
additional savings targets were set and higher quality goals implemented.

Vanguard has also gained valuable experience through the ACE project in designing and
implementing bundled payment programs to achieve optimal physician alignment. It
designed a unigue gain-share payment procedure to incentivize physicians to achieve
exceptional quality measures and cost control across the 37 DRGs (28 cardiac and 9
orthopedic) included in this project.

The ACE project has also delivered significant financial results. The project has generated
$10.1 million in savings in surgical implants and $1.2 million in gain share payments to
participating physicians. The project has saved the Medicare program over $3.9 million, of
which $1.4 million was shared with patients.

The Detroit Medical Center (“DMC”) was one of only 32 health systems selected to
participate as a CMS Pioneer ACO. This selection is unique since the DMC is the only
Pioneer ACO consisting entirely of private physicians. In the remainder of its markets
(Chicago, New England, Phoenix and San Antonio), Vanguard has been awarded
participation in CMS Shared Savings ACOs. Its ACO in Phoenix was created in partnership
with Dignity Health. In Chicago, Vanguard was awarded a Center for Medicare and
Medicaid Innovation (“CMMI”) challenge grant.

With almost $6.0 billion in revenue, Vanguard is among the leaders in the healthcare
industry. Its model is to grow organically and through strategic acquisitions that will place
the company among the elite in the industry and will allow it to become the partner of choice
for those hospitals and health systems looking to partner across the country.
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The table below provides financial results for the past 5 fiscal years.

Year ended June 30,
2008 2009 2010 2011 2012

($millions)

Net Revenue $2,570 $2,951 $3,224 $4,582 $5,949
Yr/Yr n/a 14.8% 9.3% 42.1% 29.8%
EBITDA $266.0 $302.7 $326.6 $423.0 $575.7
Margin 10.3% 10.3% 10.1% 9.2% 9.7%
Yr/Yr n/a 13.8% 7.9% 29.5% 36.1%

Source: Form 10-K for fiscal year ending June 30, 2012

A complete list of Vanguard hospitals and affiliates is shown in Applicants’ response to
Question 19.

Describe the terms of the proposed Joint Venture. This section should include, but is
not limited to, a financial analysis of the transaction (e.g., projected sources and uses of
proceeds and the valuations of included and excluded assets) and descriptions of
GWHN, Vanguard, the new Joint Venture Entity that is to be formed, the assets to be
transferred pursuant to the Joint Venture and any assets excluded from transfer, the
assumed and excluded liabilities of the Joint Venture, Vanguard’s other undertakings,
including, but not limited to, the commitment to expend no less than $75 million dollars
on capital items and the development and improvement of ambulatory services in the
greater Waterbury community, and the Hospital’s expected financial state and
proposed governance structure after the transaction. Provide copies of all contracts,
agreements, memoranda of understanding, and pro forma financial statements relating
to the proposed Joint Venture.

THE AGREEMENTS

Pursuant to the Contribution Agreement (see Exhibit 1), GWHN will contribute substantially
all of its assets to the capital of the JV. A subsidiary of Vanguard will pay the JV 80% of the
“purchase price”. The Purchase Price is $45 Million plus or minus the amount by which the
net book value of the net working capital is greater or lesser than $6.8 Million. In
consideration for its contribution of the assets to the JV, GWHN will receive a 20%
membership interest in the JV and the amount of the Vanguard contribution in cash.
Vanguard will assume certain liabilities and GWHN will retain certain liabilities. In
addition, the JV will commit to expend not less than $55 Million on capital items and on the
development and improvement of ambulatory services in the Greater Waterbury community
Over seven years.

The operations and governance of the JV are set forth in the Operating Agreement (see
Exhibit 2). Following the closing, the JV will be governed by a board of directors (the “JV
Board”). The JV Board will have oversight and ultimate authority over the affairs of the JV.
The JV Board will be composed of 12 Board members, 6 of whom will be elected or
appointed by GWHN and 6 of whom will be elected or appointed by Vanguard. The JV
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Board will be structured to allow Vanguard to consolidate the final results of the JV with the
financial results of VVanguard’s subsidiaries in accordance with generally accepted accounting
principles. Subject to these limitations, the JV Board will have the authority to authorize
actions as specifically set forth in the Operating Agreement. The JV Board’s approval is
required to take certain actions with respect to the Hospital and its affiliates (collectively, the
"Facilities”), including, without limitation, (i) evaluate the amount of uncompensated care
provided by the Facilities to ensure compliance with the IRS Community Benefit Standards;
(i) make certain determinations as to the accreditation of the Facilities by The Joint
Commission; (iii) make certain decisions relative to distributions of cash to members of the
JV; (iv) incur debt in excess of agreed upon thresholds; (v) make loans in excess of agreed
upon thresholds; (vi) acquire entities in excess of agreed upon thresholds; (vii) enter into
joint ventures or similar business arrangements; (viii) merge or consolidate the JV with
another entity; (ix) sell, lease, mortgage, pledge, transfer, or exchange assets of the JV in
excess of agreed upon thresholds; (x) discontinue or add any material clinical services at the
Facilities; and (xi) modify, amend or replace the Management Agreement or make any other
agreement or business arrangement with an affiliate of either JV member that is either not in
the ordinary course of business or other than at arm’s length terms. Each Chairman of the JV
Board will serve for a single three-year term. The initial Chairman of the JV Board will be
the individual who is serving as Chairman of the Board of GWHN at the time of the closing
of the proposed transaction.

The JV Board will appoint a twelve-member local Board of Trustees to oversee the operating
activities of the Facilities. At least six of the members of the Board of Trustees will be
physicians from the active medical staff of the Hospital; the remainder of the members of the
Board of Trustees will be local community leaders. The Board of Trustees will be
responsible for (i) adopting a vision, mission, and values statement for the Facilities; (ii)
monitoring performance improvement at the Facilities; (iii) granting medical staff privileges;
(iv) assuring medical staff compliance with the requirements of The Joint Commission; (v)
providing advice and consultation regarding physician recruitment efforts; and (vi) fostering
community relationships and identifying service and education opportunities.

The JV will enter into a management agreement (the “Management Agreement”) (see
Exhibit 3) with VHS Waterbury Management Company, LLC, an affiliate of VVanguard (the
“Manager”), pursuant to which the Manager will be responsible for managing the day-to-day
operations of the JV and the Facilities. Under the Management Agreement, the Manager will
provide certain services to the JV and the Facilities, including, without limitation, (i)
corporate oversight and operation support; (ii) reimbursement services; (iii) purchasing and
supply chain services; (iv) business planning; (v) development support; (vi) quality and
resource management support; (vii) human resources support; (viii) facility planning; (ix)
certain legal services; (x) risk management support; (xi) compliance services; (xii) real estate
services; and (xiii) information services support. The JV will pay the Manager a
management fee equal to |||l of the consolidated net revenues of the JV. The
management fee does not include the costs of insurance, information services, and certain
other third party expenses more specifically delineated in the Management Agreement, all of
which will be billed directly to the JV at Vanguard’s cost. The Management Agreement has
an initial term of five years and will automatically renew for successive terms of five years
each.
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THE TRANSACTION

GWHN will contribute substantially all of its assets to the JV in return for a 20% interest in
the JV and the JV’s commitment to expend a minimum of $55 million on capital
improvements and the development and improvement of ambulatory services in the Greater
Waterbury community. Vanguard will contribute $45 million as consideration for GWHN’s
asset contribution. Such contribution will be reduced by the amount of the liabilities
assumed by the JV.

Vanguard will hold the remaining 80% interest. The projected sources of income are as
follows:

Table A: Projected Sources of Income

Primary Capital Percent
Name of Member Contribution Share
GWHN $6,320,000 20%
Vanguard $25,282,000 80%

GWHN Contributed Assets:

All rights, title, and interest in and to the facilities, including, without limitation, the
Hospital, its business operations, and other related health care assets.

Equipment.

Net Working Capital, defined as accounts receivable, inventory and supplies, any
prepaid expenses and deposits that have continuing value to the JV, less accounts
payable and accrued expenses.

Patient, medical, personnel and other records of the Facilities.

Licenses, permits and trade names.

Certain assumable contracts of the Facilities.

Interests in subsidiaries and affiliates, other than CCGWHN and HAIC.

Interests in all property arising or acquired in the ordinary course of the operation of
the business between the date of execution of the letter of intent and the closing.

All other property, whether tangible or intangible, of every kind, character, or
description owned by GWHN and used or held for use in the operation of the
Facilities.
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GWHN Excluded Assets:

Cash and cash equivalents.

Board-designated, restricted, and trustee-held or escrowed funds (such as funded
depreciation, debt service reserves, working capital trust assets, and assets and
investments restricted as to use), beneficial interests in charitable trusts, and accrued
earnings on all of the foregoing.

Prepaid expenses not assumed by the JV.

All insurance proceeds arising in connection with the operation of the assets or the
facilities for periods prior to closing to the extent that all damage to the Assets has
been repaired.

All amounts due or to become due to GWHN from the Medicare, Medicaid or other
payor programs in respect of cost report periods ended on or prior to closing.

Interests in CCGWHN and HAIC.

GWHN Retained Liabilities:

Debt.

Claims or potential claims for workers’ compensation, medical malpractice or general
liability relating to events asserted to have occurred prior to closing.

Liabilities or obligations associated with or arising out of any of the GWHN excluded
assets.

Liabilities or obligations with respect to cost report periods prior to closing arising
under Medicare, Medicaid or other payors.

Certain pension plan obligations.
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Pro Forma

Balance Sheet as of Retained by Purchased/ Assumed
9/30/12 Surviving Entity by JV
Assets
Current Assets:

Cash and Cash Equivalents $ 29,268,088 $ 27,794,623 $ 1,473,465
Short-term Investments $ 1,089,172 $ 932,260 $ 156,912
Net Accounts Receivable $ 32,757,180 $ 232,184 $ 32,524,996
Accts Receivable - Other $ 2,977,505 $ 2,309,569 $ 667,936
Inventories $ 3,305,079 $ 3,305,079
Prepaid Insurance and Other Expenses $ 1,525,890 $ 191,056 $ 1,334,834
Due From Affiliates $ 195,978 $ 195,978

Total Current Assets $ 71,118,892 $ 31,459,692 $ 39,659,200

Noncurrent Assets Who Use Is Limited:
CHEFA Obligations $ 1,013,074 $ 1,013,074
Investments $ 23,335,650 $ 23,299,691 $ 35,959
Board Designated Funds $ 2,974,503 $ 2,974,503
Loans and Other Receivables $ 543,923 $ 543,923
Funds Held in Trust by Others $ 42,218,163 $ 42,218,163
Goodwill $ 1,813,567 $ 1,813,567
Net PP&E $ 51,475,519 $ 2,190,747 49,284,772
Total Assets $ 194,493,291 $ 103,699,793 $ 90,793,498
Liabilities
Current Liabilities:
Accounts Payable and Accrued
Expenses ($35,994,065) $ (2,755,287) ($33,238,778)
Current Portion of Long Term Debt (1,172,820) (711,359) (461,461)
Due to Third-Party Payors (771,289) (771,289)

Total Current Liabilities ($37,938,174) ($4,237,935) ($33,700,239)
Long-Term Debt (27,566,948) (26,461,687) (1,105,261)
Other Long-Term Liabilities:

Workers Compensation (9,203,063) (9,203,063) -
Pension (5,906,712) (5,906,712)
Malpractice (2,082,498) (2,082,498) -
Asbestos Abatement (2,785,468) (2,785,468)
Other Long-Term Liabilities (3,792,810) (3,792,810) -
Minority Interest in Subsidiaries (3,148,788) - (3,148,788)

Total Other Liabilities (54,486,287) (41,540,058) (12,946,229)

Total Liabilities (92,424,461) (45,777,993) (46,646,468)
Net Assets ($102,068,830) ($57,921,800) ($44,147,030)
Net Balance Sheet Items 194,493,291 103,699,793 90,793,498
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Foundation Adjustments

Net Foundation Assets Before Adjustments $ 57,921,800
Enterprise Value $ 45,000,000
Balance Sheet Liabilities Assumed by JV $ (13,397,902) (A)
Net Enterprise Value $ 31,602,098
Less: Foundation's Equity Value in JV $ (6,320,420) (B)
Cash Received by Foundation at Closing $ 25,281,678

Adjustments
Write-off of Other Assets $ (191,056) (C)

Foundation's Equity Value in JV $ 6,320,420 (B)
Malpractice Tail Insurance and LPT $ (11,300,000) (D)
Estimated Transaction Costs $ (1,800,000) (E)
Contingencies $ (1,000,000)

Total Adjustments $ (7,970,636)

|Net Foundation Assets after Adjustments $ 75,232,842 |

(A) Represents accrued pension liability, asbestos abatement liability and capital lease debt assumed by JV
(B) Represents the Foundation's 20% portion of the Net Enterprise Value

(C) Represents write-off of prepaid insurance and other expenses not assumed by the JV

(D) Represents the estimated cash outlay necessary to purchase tail insurance for all unasserted malpractice

®

claims with dates of occurrence prior to closing date and to accomplish a loss portfolio transfer for
asserted claims with dates of occurrence prior to closing date.
Includes such costs as bankers, lawyers and consultant’ fees

EXPECTED FINANCIAL STATE OF GWHN POST CLOSING

As a result of becoming a member of the JV, GWHN will be financially sound with reduced
expenses, retired debt and the necessary resources to fund its pension obligations.

As a Vanguard hospital, the Hospital will enjoy economies of scale. Vanguard is an
operating company that provides resources and support for our hospitals across the country.
Vanguard believes that all health care is local because the people who live and work in the
communities it serves know what is best for those communities. Therefore, regional teams
support and collaborate with its hospital leaders and are the nexus for strategy, budgeting and
operating decisions at the local level. This allows for local participation and ensures
decisions are made by local thought leaders in a timely and effective manner. Vanguard
provides the right level of centralized support and back-office services that allows its markets
to feel independent, but at the same time, alleviates the burden of certain non-critical parts of
the business. Allowing Vanguard hospitals and related businesses to focus on the critical
business at hand is crucial to its success.

Listed below are some of the ways in which VVanguard provides support through national and

regional teams to improve the financial performance of its hospitals.
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Revenue Cycle

To leverage scale, reduce redundancy, improve efficiencies and lower collection costs,
Vanguard is currently in the process of centralizing certain aspects of its revenue cycle
operations.

Human resources / employment matters / benefit program cost savings

The human resources function at Vanguard is led by a team in Nashville with local
market leadership and infrastructure in each of its hospitals. The corporate team is
responsible for establishing policy, developing consistent benefit plans and providing
support and guidance in a consistent and efficient manner. Their responsibility is to stay
current with all applicable laws and regulations and to make certain that Vanguard
hospitals and related businesses have policies and procedures in place to make certain
that they remain in compliance with existing laws and regulations.

Liability and other insurance

Risk Management at VVanguard is led by a corporate team that provides direction on all
risk management activities. This team manages all litigation in a highly efficient manner.
Vanguard’s approach to risk management is to be proactive and to prevent claims from
occurring. Risk management teams in local markets and hospitals work closely with its
quality and clinical leaders to prevent events from occurring.

Purchasing / supply costs

As would be expected with a company of Vanguard’s size, purchasing power allows
Vanguard to keep supply costs low. In conjunction with Vanguard’s group purchasing
organization, it is always seeking ways to lower supply costs. On a national scale,
Vanguard has been able to standardize purchases on a number of commodity items
leading to very favorable pricing. On physician preference items, such as implants and
devices, Vanguard has taken aggressive approaches to standardization and receives
substantial discounts on these items.

Legal Services

A team of experienced lawyers resides in Nashville to serve Vanguard hospitals and
related businesses. The approach to legal services is to provide as much support “in-
house” as possible in an effort to keep external legal costs down. Areas in which the
Vanguard legal team supports local hospitals include human resources and employment
matters, operations contracts, physician employment contracts, other physician contracts
and issues, acquisitions, regulatory matters, compliance, HIPAA, managed care contracts,
accountable care organization matters, real estate, litigation support and information
technology contracts.

Process improvement models (e.g., Six Sigma, Lean)

The Program Management Office (PMO) includes individuals who are trained in Lean
processes and other skill sets to facilitate process improvement at Vanguard. The PMO is
integral to numerous projects throughout the company
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Cash, investment management and other corporate treasury functions

The cash management function is centralized in the Nashville office. All deposits from
the hospitals and related businesses are swept into the concentration account and any
funding needs for payments are pulled from this account as well. Vanguard also has a
treasury function which manages investments associated with Vanguard’s captive
insurance company and pension plans which were assumed in conjunction with certain
acquisitions.

Over time, the Hospital will receive these and other benefits that come with being a
Vanguard hospital.

CAPITAL COMMITMENT

Vanguard is committed to contributing $55 Million over 7 years toward capital
improvements for maintaining the Hospital campus and enhancing ambulatory services in the
Greater Waterbury community. Following the JV closing, the JV Board, Hospital leadership
and community physicians will engage in an assessment and planning process for the
prioritization of capital investments that best secure the Hospital’s future and meets the
changing needs of the Greater Waterbury community.

Describe the due diligence undertaken by GWHN in deciding to enter into the Joint
Venture. This section should include, but is not limited to, considerations regarding the
current financial condition of the Hospital and any projected financial condition of the
Hospital, any professional assessments of or reports regarding the Hospital or the Joint
Venture, any and all alternatives explored by the Hospital or other offers received by
the Hospital, the reasons for rejecting such alternatives and offers, the Hospital’s
selection of Vanguard for the Joint Venture and the specific terms of the Joint Venture.
In addition the parties should discuss its due diligence in obtaining the fairness
evaluation required by Conn. Gen Stat. 8§ 19a-486a(c)(5), including providing a copy of
said independent expert’s resume or other documentation of his/her qualifications and
describing the process undertaken to identify and retain this person as an independent
expert.

BACKGROUND

Historically, GWHN has treated a large number of Medicare, Medicaid and uninsured
patients; it experienced five consecutive years of losses from 2006 through 2011, ranging
from $2.5M to $17.8M.

GWHN’s ability to achieve its mission and fulfill its long range plan has been impeded by
limited access to capital, inadequate reimbursement from third party payors, aging facilities,
an unfavorable payor mix and an accrued pension liability. As a stand-alone entity, GWHN
cannot address these challenges. Without the Joint Venture, GWHN will (i) need significant
assistance from the State of Connecticut, (ii) dramatically reduce its capacity as a safety net
provider, and (iii) struggle to meet its mission to provide adequate health care to the people
in its service area. The proposed Joint Venture will have access to needed capital, provide
excellent care and will ensure that GWHN’s debt and accrued pension liabilities are met.
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Applicants are taking the necessary steps to secure a strong and sustainable local healthcare
provider for the greater Waterbury community. In addition, the City of Waterbury will
benefit from the creation of another for profit employer which will improve the tax base and
be a significant driver of economic development for the region.

2005-2008

Following multiple years of operating losses, GWHN engaged Kaufman Hall in 2005 to
evaluate the economics of consolidating the Hospital and SMH. Kaufman Hall concluded
that even a consolidated institution would struggle financially. Despite this assessment, in
2006, the Hospital and SMH had discussions regarding a possible affiliation which never
materialized.

Discussions between the two hospitals resumed in 2007, and the Office of Health Care
Access conducted a special study of the status of health care services in the city of Waterbury
(DN 06-30760-VST, attached hereto as Exhibit 4). OHCA concluded that both hospitals
were in financial distress, had aged facilities and lacked access to capital. The report
encouraged either the consolidation of the two hospitals or the planned closure of Saint
Mary’s Hospital. Affiliation discussions continued into 2008; however, the Hospital and
SMH were not able to reach agreement on terms and no capital partner or state funding was
secured to fund the anticipated $130 million merger cost.

2008-2011

When the United States entered a deep recession in 2008, GWHN was impacted by the
resulting lower healthcare utilization and experienced significant financial difficulty, leading
to a default in its bond covenants in 2009. As part of the forbearance arrangement with its
bondholders, GWHN and the Hospital entered into an agreement with
PricewaterhouseCoopers, LLC (“PwC”) in 2009 to identify top challenges and risks for
GWHN, define operational improvements, define revenue cycle improvements and set
physician initiatives.

Top challenges identified by PwC included: risks associated with IT implementation; skill
set of management across the organization; ongoing capital needs and sufficient access to
capital for strategic investments; healthcare reform and declining reimbursements; and
strained relationships among board, physicians, management and unions.

PwC recommended strategies for improving clinical and financial performance; strategies
were implemented with only partial success. In response, the Board realigned the executive
team in 2011. In the first six months, this new team reduced expenses by $6 million,
instituted service improvements, improved core measures and made modest capital
improvements as a result of the savings gained by successfully refinancing its tax exempt
debt. However, these improvements were not enough to secure the long-term resources
required to sustain the current health system.

In addition in 2010 Kaufman Hall, a well-known healthcare advisor, was retained to identify
near-term capital needs. Kaufman Hall identified over $50 million in capital improvements
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required over 5 years to keep the Hospital operational, money GWHN simply does not have
and cannot secure in the open market.

The Kaufman Hall and PricewaterhouseCoopers reports are attached hereto as Exhibit 5.

With difficulty, in late 2010, the Hospital was able to refinance its CHEFA debt in a private
offering. However, continued financial difficulty coupled with the consultants’ assessment
of capital need and dismal prospects for securing such capital caused the Board of Directors
to reconsider an independent hospital strategy.

SEARCH FOR A CAPITAL PARTNER

In late 2010, the Executive Committee of the GWHN Board recommended that the Hospital
seek a capital partner and acknowledged that this might include a merger; a task force was
formed. In early 2011, the Board of Directors engaged respected health care bankers, Cain
Brothers, to develop strategic alternatives including partnership, merger or sale consistent
with the GWHN Board’s stated goals and objectives. The task force met on March 4, 2011.

At the GWHN Board’s direction, Cain Brothers contacted 14 parties to assess interest. Seven
of the interested parties executed confidentiality agreements and received a Confidential
Information Memorandum (“CIM”). Four parties responded with non-binding proposals.
Cain Brothers engaged these parties in negotiations to improve the initial indications of
interest. During the negotiation phase, one of the four parties did not respond to requests and
opted out of the process.

During May, June and July 2011, Cain Brothers worked with GWHN’s task force and the
three remaining entities to improve their indications of interest. Despite repeated entreaties,
the sole tax exempt entity responding to the CIM did not provide responsive documents,
leaving two entities for the Board to evaluate. During this time, the task force updated the
Board at each monthly board meeting.

During the GWHN Board’s review of the three proposals over several meetings, Cain
Brothers facilitated a discussion of the benefits and risks of each proposed transaction. After
careful consideration, the GWHN Board determined that the benefits of one united health
system, accompanied by one new state-of-the-art hospital, presented a once in a lifetime
opportunity for greater Waterbury. The GWHN Board voted on August 15, 2011 to
authorize the negotiation of definitive agreements with LHP/Saint Mary’s. On August 18,
2011 the parties entered into a letter of intent for a joint venture (“LHP Joint Venture”).
GWHN and LHP submitted an application for conversion on April 23, 2012.

Despite a year of extraordinary efforts by the parties, community leaders and government
officials, it became clear that significant impediments to the proposed LHP Joint Venture
remained. In late August 2012, LHP terminated the proposed joint venture citing the
increasing costs of building the proposed replacement hospital and the inability to satisfy all
constituents regarding issues related to the Ethical and Religious Directives for Catholic
health care services.

Page 18 of 67
May 3, 2013

00022



FINDING A NEW PARTNER

On September 4, 2012, the GWHN Board reconvened and authorized the Task Force to
continue discussion with SMH and LHP as well as to pursue other opportunities in the
market. With Cain Brothers’ assistance, GWHN sought additional proposals for capital
partners in late September 2012 and received indications of interest in mid-October 2012.

At the Board’s direction, Cain Brothers requested proposals from a select group of
organizations interested in a strategic relationship with GWHN. The GWHN Board
confirmed the following objectives as a guide for evaluating potential partners:

e Ensure the Hospital remains a viable health care entity, providing the highest safety
and quality health care services to the Greater Waterbury community for the long-
term;

e Provide sufficient capital to meet deferred, current and future capital needs for the
Hospital’s physical plant to ensure state of the art health care delivery services
through an upgrade of facilities, equipment and technology;

e Continue a meaningful local governance presence at the Hospital that represents both
physicians and the Greater Waterbury community;

e Develop and implement an ambulatory service strategy to best position GWHN for a
successful transition in changing health care delivery methods;

e Develop and implement regional tertiary care relationships for the betterment of
health care delivery to the community;

e Deploy repeatable and scalable tools and clinical care services to continually improve
the health of the community;

e Enhance the Hospital’s medical staff by attracting and retaining physicians through
access to available capital partner funds to support such growth;

e Maintain high satisfaction scores by patients, physicians, employees and volunteers;
and

e Continue charitable care delivery and funding.

Non-disclosure agreements (“NDA”) were distributed to eleven entities, including two non-
profit healthcare systems. Five parties executed NDAs and received a CIM, which is
attached as Exhibit 6. Of the five entities receiving CIMs, two submitted proposals. Neither
tax-exempt system responded to the solicitation process.
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Table B: Process Summary

TAX STATUS LOCATION RECEIVED CIM REPLIED TO CIM
Exempt CT No N/A
Exempt CT No N/A
Taxable National No N/A
Taxable Southeast/Southwest Yes No
Taxable South/Southwest No N/A
Taxable West Yes N/A
Taxable West Yes Yes
Taxable Midwest, South, Yes No

Northeast
Taxable New England No N/A
Taxable National No N/A
Taxable National Yes Yes

On October 17, 2012, Cain Brothers presented the two proposals that were received to the
Task Force. Cain Brothers arranged for representatives of the two proposers to meet at
length and in person with the Task Force. Cain Brothers presented the proposals focusing on
(i) the form and economic value of the proposed transaction; (ii) the proposed governance
and continuation of services, and (iii) each entity’s business strategy, proposed transaction
timing, and ability to close. Cain Brothers noted that one candidate proposed an asset
purchase transaction, but was open to a joint venture arrangement, while Vanguard proposed
both an asset purchase transaction and a joint venture arrangement.

The Task Force discussed the positives and negatives of each proposal, and all members
agreed that they would prefer a joint venture to an asset purchase, believing that the joint
venture model will better ensure continuing community engagement with the Hospital. It
discussed each entity’s experience with running hospitals, experience with the CON process,
experience in New England, strategy, familiarity with the Waterbury market, and apparent
willingness to deploy capital, among other topics.

The following table summarizes key features of the proposals received:

Table C: Key Features of Initial Proposals Received

Purchaser #1 Vanguard Health Systems
JV with GWHN to
Form of Asset purchase, though flexible retain 20% ownership
Transaction and open to JV arrangement if Asset Purchase (ownership
preferred by GWHN. percentages are
negotiable).
Total Unadjusted - - ~ -
Transaction Value $115.4 million $147.9 million
Excluded Assets Children’s Center None
Cash Proceeds to - - -
Foundation $16.3 million $11.2 million $8.8 million
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Purchaser #1

Vanguard Health Systems

Net Foundation
Assets’

~$45.4 million

~$72.9 million

Long Term Capital
Commitments

Minimum of $70 million over a 5-
year period.

Minimum of $75 million over a 5-year period.

Governance

¢ Anticipated a local board to be
created consisting of local
community leaders and
physicians.

e Would rely on current board
members, or a subset thereof, to
comprise the new board.

e Local board to determine timing
of capital contributions, with
Purchaser approval required.

o Anticipates creating
a local JV board
comprised of
members from

e Anticipates GWHN and
participation of Vanguard.
existing GWHN e Only requirement is
Board on a hospital to have enough
advisory board. “control” such that

GWHN financials

are consolidated

with Vanguard’s.

Continuation of
Services

Anticipated maintaining all
existing clinical services.

Committed to maintaining all existing core
service lines for at least 10 years.

Expansion of

Would continuously evaluate
market to identify new

Will continuously evaluate market to identify
new opportunities with substantial input from

Services opportunities with substantial input local management team.
from local management team.
Timing Not explicitly provided. 30-45 days due diligence prior to signing a

Definitive Agreement.

No Sale Provision

Had never sold any of its hospitals
and did not anticipate selling
GWHN post acquisition.

Does not purchase hospitals to close or sell them
and open to discussing time commitment for
retaining ownership in GWHN.

Right of First
Refusal/Repurchase
Rights

Did not expect any rights of first
refusal or repurchase rights,
though open to discussing with
GWHN.

Would allow GWHN right of first refusal or
grant certain repurchase right to GWHN upon
occurrence of certain events.

Charity Care

Would adopt GWHN’s charity and
indigent care policies.

Will put in place a policy that is “at least as
favorable to patients” as the existing GWHN

policy.

Employee Matters

Expected to offer employment to
substantially all employees of
GWHN, including management.

Expects to offer employment to substantially all
employees of GWHN.

A special joint meeting of the boards of GWHN and the Hospital was called for October 25,
2012. At the meeting, the Task Force reported its work with Cain Brothers.
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The Task Force explained that Cain Brothers re-canvassed the market, with the intention of
finding the best option for Waterbury and ensuring that the community would remain
involved with running GWHN and the Hospital. Cain Brothers contacted eleven entities
about entering into a potential transaction with GWHN and the Hospital. Five of those
entities signed NDAs, and Cain Brothers received written proposals from two of those five
entities. Mr. Horowitz of Cain Brothers explained each entity’s history, experience and
current projects. He stated that initially one candidate proposed only an asset purchase and
was asked to also propose a joint venture; Vanguard proposed either an asset purchase or a
joint venture. Mr. Horowitz described the details of both proposals, including financial
terms, governance structure, acceptance of liability, and strategic plans among other details.
He noted that in reviewing the details of each proposal, the Task Force met in person with
representatives of both proposers.

The GWHN Board Chair presented the Task Force’s recommendation that the GWHN Board
accept Vanguard’s proposal because it would more closely meet the needs of GWHN, the
Hospital and the Greater Waterbury community. Factors cited in this recommendation
included Vanguard’s presence in the Northeast, its familiarity with the Waterbury market and
its experience with the Certificate of Need process in other States.

After lengthy discussions regarding the experience and qualifications of both Vanguard and
the other candidate, the Boards of GWHN and the Hospital voted unanimously to authorize
the negotiation of a letter of intent with Vanguard. GWHN and Vanguard executed a Letter
of Intent to form a joint venture on October 29, 2012 (see Exhibit 7).

The due diligence period commenced and both parties conducted due diligence. GWHN’s
list of diligence requested of Vanguard is attached as Exhibit 8. Counsel for GWHN
prepared a diligence memorandum which is protected by Attorney Client Privilege.

Since the execution of the letter of intent in October, 2012, several significant events
occurred which have impacted the terms reflected in the LOI. During the due diligence
process, the parties discovered that the Connecticut Health Care Associates (“CHCA”)
Multiemployer Pension Fund is underfunded by approximately $17.2 million. In addition,
there is evidence that the health care climate in Connecticut is becoming more challenging.
The proposed state budget reduces payments to hospitals drastically. Waterbury Hospital
alone would face a reduction of $11 million dollars over the next 3 years. Despite these
serious challenges, the parties have worked hard to preserve the essence of the transaction.

First, in order to provide GWHN with more up-front liquidity to deal with the underfunding
of the CHCA Multiemployer Pension Fund, Vanguard increased the cash purchase price
from $25 million to $45 million, while reducing the capital commitment pledge from $75
million to $55 million. The term over which the capital commitment pledge must be paid has
been extended from five to seven years.

Please see Applicants’ response to Question 6 for a description of the diligence undertaken
to identify the expert giving the fairness evaluation.
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5. Describe any and all potential conflicts of interest between, among, or pertaining to, at
a minimum, any and all board members, officers, key employees and experts of the
Hospital, Vanguard and any other party to the transaction, and any person or entity
that performed assessments requested in this application. In addition, describe the due
diligence taken to determine the existence of any conflicts of interest including how
GWHN and Vanguard defined “conflict of interest” for the purposes of the response to
this question.

GWHN and Vanguard prepared and disseminated a Conflict of Interest/Financial Disclosure
form (the “Disclosure™) to (i) board members, (ii) experts and (iii) GWHN senior executives
with managerial responsibilities who have direct involvement in the proposed joint venture
transaction regarding any financial interests, beneficial interests and/or employment interests
in the proposed Joint Venture and/or any entity associated with the joint venture principals.
The Disclosure also required statements regarding Related Persons, defined as:

“A person related to you by blood, law or marriage as a spouse, child,
stepchild, parent, sibling, grandparent, grandchild or domestic partner
(individual not related by blood or marriage, but currently in a committed
relationship and residing in a common household sharing joint responsibility
for the household), or an entity directly or indirectly controlled by you or any
such person or in which you or any such person has a direct or indirect
ownership interest of greater than thirty percent.”

The completed disclosure forms are attached hereto as Exhibit 9. Several of the Board
members are physicians employed by the Hospital or an affiliate and the Hospital’s CEO is a
voting member of the Boards.

6. Provide an assessment of the fair market value of the transaction, including, but not
limited to, a discussion regarding whether the fair market value of the Hospital’s assets
has been manipulated. Describe how the assessment was performed (including any
method to verify results of the assessment), the persons that performed the assessment,
and their qualifications to perform the assessment. Provide copies of all documents and
statements, financial and otherwise, in support of this assessment.

In early September, 2011, the GWHN Board sent a Request for Proposal to three firms for
the purposes of obtaining a Fairness Evaluation for the LHP Joint Venture pursuant to C.G.S.
19a-486a(c)(5). Only one firm responded, so it was determined that the search should be
expanded so that the Board had multiple proposals to consider. The RFP was distributed to a
larger group of firms in early October 2011 and GWHN received three additional proposals.
All proposals received are attached as Exhibit 10.

After careful consideration and interviews with the responders, the GWHN Board selected
Principle Valuation, LLC (“Principle”) to perform the Fairness Valuation for the LHP Joint
Venture. Principle’s qualifications and conflict disclosures are fully articulated in their RFP
response in 2011 located in Exhibit 10. Updated information is included as well.
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Having engaged Principle in the recent past after a rigorous RFP process, the GWHN Board
again decided to retain Principle to provide a Fairness Evaluation of the proposed transaction
with Vanguard. Principle’s compensation is a flat non-contingent fee. Principle’s role in this
transaction is limited to the fairness evaluation. It was paid in full for its valuation in the
proposed LHP transaction and consequently, its engagement in the current transaction is not
in consideration of work previously provided and not compensated. The GWHN Board
believes that Principle has unique knowledge and experience in the Waterbury market, as
well as non-profit/for-profit ventures, which will result in a time and cost efficient
engagement. In performing the evaluation, Principle considered the value of the GWHN
assets being transferred against the value of benefits received from a financial point of view.
The review also considered the economic benefit to be provided by the Hospital to the
community through its teaching programs and community benefits programs. Principle
utilized three valuation methodologies to assess the value of the assets being transferred:
Cost Approach, Market Approach and Income Approach. The Income Approach was used to
assess the value of benefits received by the Foundation as a result of the transaction,
including the inherent value associated with continuation of the teaching programs and
community benefits programs beyond the limited future of GWHN if it does not join the JV.

Assessment activities and analytics undertaken by Principle include:
e Visited the Hospital site to assess overall condition of physical assets and
improvements;
e Reviewed CIM prepared by Cain Brothers;
e Reviewed business and financial information pertaining to GWHN prepared
subsequent to the CIM;
e Reviewed financial statements prepared by GWHN that project the future
performance of GWHN should the transaction not occur;
Reviewed offers received by GWHN;
Reviewed certain available business and financial information related to VVanguard;
Reviewed financial and operating forecasts for the JV;
Reviewed historical market prices, trading activity and valuation multiples of relevant
publicly traded companies and used them as benchmarks for the analysis;
e Compared the proposed financial terms of the transaction with other relevant
transactions;
e Reviewed the Contribution Agreement, Operating Agreement and Management
Agreement (collectively, “the Agreements”) by and between GWHN and Vanguard;
o Researched relevant market place interest rates for debt and money market
instruments; and
e Assessed the general economic market and current monetary conditions.

Assumptions used include:
e In the absence of the JV, GWHN will likely face increased competition from
competitors with access to capital;
e Based on the age and condition of the property, the remaining economic life of the
Waterbury Hospital Campus is five years in the absence of an alternative capital
resource partner;
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e Without the JV, GWHN earnings and volume will deteriorate while the costs
associated with the physical plant increase resulting in marginal to negative cash
flows;

e GHWN?’s current and future negative earnings will restrict it from accessing
necessary capital to modernize or replace the facility; and

e In the absence of the JV, the overall viability of GWHN and its ability to continue its
healthcare mission will be in jeopardy over the foreseeable future.

Valuation of Assets Contributed

In deriving the value of the assets that GWHN will contribute to the JV, Principle utilized the
Cost Approach (also known as Adjusted Book Value Approach), the Income Approach and
the Market Approach. For the Cost Approach, Principle derived a depreciated replacement
cost for the tangible assets in use. Land is valued at its current value assuming current
market data. The Cost Approach is summarized as follows:

Valuation Summary as of March 2013 With Economic Depreciation

Land
Building Improve. Total Real
Depreciated | Depreciated Estate
Building/Name Land Value Cost Cost Value FF&E Grand Total

Waterbury Hospital | $7,500,000 $9,300,000 $170,000 | $16,970,000 | $12,390,000 | $29,360,000

Grandview BIdg. $295,000 $295,000 $295,000
Apartment A & B $60,000 $60,000 $60,000
Baker House $65,000 $65,000 $65,000
72 Hale Street $200,000 $200,000 $200,000
101 Robbins St. $95,000 $95,000 $95,000
36 Grandview Ave. $100,000 $100,000 $100,000
1A‘:,%_Gra”d"iew $210,000 $210,000 $210,000
1A‘°\’,‘L_Gra”d"iew $340,000 $340,000 $340,000
TOTALS $7,500,000 | $10,665,000 |  $170,000 | $18,335,000 | $12,390,000 | $30,725,000
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Tangible Asset Value Summary

Working Capital $6,767,535
Land $7,500,000
Land Improvements $170,000
Buildings $10,665,000
Equipment $12,390,000
TOTAL TANGIBLE ASSETS $37,492,535
ROUNDED TO $37,490,000
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In the Income Approach, Principle utilized a Discounted Cash Flow methodology based upon market-based cost of capital
considerations and the limited earning capacity of GWHN should the JV not occur. The first Discounted Cash Flow analysis
considered the value of GWHN should the JV not occur, and is as follows:

Discounted Cash Flow GWHN "Stand-Still"* - Schedule 1B
Implied Rate of Return 12.00%
Effective Corporate Tax Rate in U.S, CT 39.88%
Normal Debt Free Net Working Capital as % of Revenues 10.00%
FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017
Actual Actual Mod. Budget Projected Projected Projected Projected
NET PATIENT REVENUE
Non-Government 81,182,458 $ 92,776,892 $ 94,018,866 95,498,558 $ 97,252,266 $ 99,089,534 $ 100,080,430
Medicare 102,980,500 96,836,474 98,534,557 96,063,448 93,682,542 91,388,730 92,302,618
Medicaid and Other Medical Assistance 30,474,162 30,731,833 31,279,293 31,372,447 31,471,809 31,574,976 31,890,725
Other-affiliates in total 42,213,035 42,172,272 39,922,951 40,392,201 41,074,003 41,768,600 42,186,286
Total Net Patient Patient Revenue 256,850,155 262,517,470 263,755,667 263,326,654 263,480,620 263,821,840 266,460,059
Other Operating Revenue 11,307,536 13,227,694 8,255,212 8,066,927 8,214,018 8,363,787 8,447,425
Revenue from Operations 268,157,691 $ 275,745,164 $ 272,010,879 271,393,581 $ 271,694,639 $ 272,185,627 $ 274,907,483
OPERATING EXPENSES
Salaries and Fringe Benefits v 174,319,492 $ 164,634,663 $ 159,684,954 161,165,114 $ 162,346,732 $ 163,592,127 $ 166,046,009
Professional / Contracted Services \% 36,635,995 45,267,639 47,248,357 46,729,938 47,222,184 47,718,764 48,434,546
Supplies and Drugs \Y 37,358,404 35,319,374 34,897,946 35,097,110 35,208,339 35,333,031 35,863,026
Other Operating Expense v 16,252,334 16,836,637 15,337,970 15,491,881 15,654,681 15,819,266 16,056,555
Subtotal 264,566,225 262,058,313 257,169,228 258,484,043 260,431,935 262,463,188 266,400,136
Depreciation/Amortization f 9,490,443 9,421,601 9,211,708 9,226,325 9,242,976 9,259,831 9,306,130
Interest Expense f 1,303,512 1,237,849 1,544,883 1,517,668 1,491,775 1,466,475 1,495,804
Lease Expense f 2,648,577 2,825,478 3,450,585 3,454,346 3,488,890 3,523,779 3,594,254
Total Operating Expense 278,008,757 $ 275,543,241 $ 271,376,404 272,682,383 $ 274,655,576 $ 276,713,273 $ 280,796,325
Gain/(Loss) from Operations (9,851,066) $ 201,923 $ 634,476 (1,288,802) $  (2,960,938) $  (4,527,646) $  (5,888,842)
EBITDA 942889 $ 10,861,373 $ 11,391,067 9,455,192 $ 7,773,814 $ 6,198,660 $ 4,913,093
EBIT (8,547,554) $ 1,439,772 $ 2,179,359 228,867 $  (1,469,162) $  (3,061,171) $  (4,393,037)
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Discounted Cash Flow GWHN "Stand-Still"

- Schedule 1 B - (Continued)

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017

NET INCOME FOR DISCOUNTING (EBIT) $ 2,179,359 $ 228,867 (1,469,162) $ (3,061,171) $ (4,393,037)
ESTIMATED INCOME TAXES 871,743 91,547 - - -
NET INCOME $ 1,307,615 $ 137,320 (1,469,162) $ (3,061,171) $  (4,393,037)
Less Incremental Working Capital $ 373,428 $ 61,730 (30,106) $ (49,099) $ (272,186)
Less Capital Expenditures (5,440,218) (2,713,936) (2,716,946) (1,360,928) (1,374,537)
Plus Depreciation 9,211,708 9,226,325 9,242,976 9,259,831 9,306,130
Cash Flow to Discount $ 5,452,534 $ 6,711,439 5,026,762 $ 4,788,633 $ 3,266,370
Discount Periods 0.50 1.50 2.50 3.50 4.50
Present Value Factor 0.944911183 0.843670699 0.75327741 0.672569116 0.600508139
Present Value of Periodic Cash Flow s $5,152,160 $5,662,244 $3,786,546 $3,220,687 $1,961,482
Sum of PV Periodic Cash Flow s $19,783,119

Add Residual Value of Plant $7,700,000 $4,623,913
Total Asset Unencumbered $24,407,032
Adjustment For Market Based Working Capital
Market Based Working Capital $27,574,516
Working Capital to be Transferred $6.767,535

Excess (Deficient Market Based Working Capital) -$20,806,981
Rounded Value of Assets to Be Sold Via Income Approach $3,600,000.00
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The second analysis in the Income Approach examines the cost of capital should the JV not

occur and is as follows:

DEVELOPMENT OF WACC - GWHN - "Stand-Still"

%in
Costof Capital Weighted
Capital Structure Cost
Debt 4.51% 40% 1.80%
Equity 17.07% 60% 10.24%
Weighted Average Cost of Capital 12.05%
Concluded WACC 12.00%
Cost of Equity
Risk Free Rate of Return 2.42%
Plus Equity Risk Premium
Market Risk Premium® 5.50%
Times Beta 1.30
Adjusted Market Risk Premium 7.15%
Plus Size Premium? 5.50%
Plus Company Specific Risk Premium 2.0%
Indicated Cost of Equity 17.07%
Cost of Debt
Concluded Pre-Tax Cost of Debt 7.50%
Income Tax Rate 39.88%
Concluded After-Tax Cost of Debt 4.51%
Selected Yields and Interest Rates
Rates as of 9/30/2012
Prime Rate 3.25%
5-Year Treasury Rates 0.62%
10-Year Treasury Rates 1.65%
20-year Treasury Rates 2.42%
Moody's Aaa 3.42%
Baa 4.72%

(2)Estimated based on Duff & Phelps Risk Premium Study

(1) Long-horizon expected equity risk premium recommended by Duff & Phelps Risk Premium Study
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Finally, Principle used two Market Based approaches to estimate the value of GWHN contributed assets: Guideline Company
Approach and Guideline Transaction Approach. The following table summarizes the Guideline Company analysis.

Guideline Company Approach - Schedule 1C
Share Adjusted Adjusted EBITDA Revenue EBITDA
Company Name Price Equity Value® Enterprise Value % Debt Revenues EBITDA Debt Free NWC % Debt Free NWC Beta Margin  Multiple  Multiple
Universal Health Services, Inc. (UHS) | $ 48.35 ] 5,639,544,000 9,333,388,000 41.03% 7,599,445,000] 1,180,316,000 652,575,000 8.59%] 1.01] 15.53% 1.23 7.91
Tenet Healthcare Corporation Co (THQ $ 32.47 4,148,886,720 8,944,886,720 57.56% 9,160,000,000] 1,142,000,000| 898,000,000 9.80%| 1.35] 12.47% 0.98 7.83
Community Health Systems, Inc. (CYH] $ 30.74 3,298,524,960] 13,633,567,960 73.16%| 14,477,820,000] 1,915,971,000 1,325,382,000 9.15%| 1.48] 13.23% 0.94 7.12
Health Management Associates, | (HM] $ 9.32 | 2,867,242,080 6,733,872,080 57.05% 6,502,847,000] 989,903,000 614,244,000 9.45%| 1.49] 15.22% 1.04 6.80
HCA Holdings, Inc. Common Stock (HQ $ 30.17 | 16,694,750,520] 44,923,750,520 63.91%] 32,348,000,000] 6,555,000,000 3,162,000,000 9.77%| 1.22] 20.26% 1.39 6.85
LifePoint Hospitals, Inc. (LPNT) $ 37.75 2,235,555,000 4,159,655,000 43.94% 3,279,800,000] 589,000,000 518,500,000 15.81%] 0.96] 17.96% 1.27 7.06
Vanguard Health Systems Inc. (VHS) | $ 12.25] 1,137,486,000 3,848,286,000 73.88% 6,021,100,000] 589,900,000 505,800,000 8.40%] 0.69] 9.80% 0.64 6.52
HIGH: $44,923,750,520 73.88% $32,348,000,000 15.81% 1.49 20.26% 1.39 7.91
LOW: $3,848,286,000 41.03% $3,279,800,000 8.40% 0.69 9.80% 0.64 6.52
AVERAGE 58.65% 10.14% 1.17 14.92% 1.07 7.16
GWHN 2.42%
Quallitative Comparisons (Subject Compared to Market Comparables as a Group
Unit of Comparison Status Adjustment Waterbury Hospital
Size of Company Inferior Dow nw ard Description I Revenues EBITDA
Diversity of Market Served Inferior Dow nw ard Adjustment -70% -50%)
EBITDA Margin Inferior Dow nw ard Adjusted Multiple* 0.320 3.578
Subject Comparable Units $ 277,722,000 $ 6,713,000
Overall Adjustment Significantly Downward
Value Indication $ 89,006,635 $ 24,021,849
Weighting 25% 75%
Total Asset Value as
Unencumbered and assuming
market based working capital
(1) Adjusted upw ard 20% to account for a control premium (Rounded) $40,300,000
Market Required Working Capital Balance $ (27,772,200)
Actual Working Capital Balance $ 6,767,535
Less Deficient (Excess) Working Capital $ (21,004,665)
Less Long Term Debt Obligations $ -
Overall Value Rounded $19,300,000
In the Guideline Transaction Approach, Principle examined recent transactions as follows:
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Announcement Number Revenue EBITDA

Date Acquirer Seller of Beds Consideration Multiple Multiple Price/Bed
12/15/2011 Cone Health Alamance Regional Medical Center 218 $200,000,000 0.93 8.47 $917,431
11/29/2011 Orlando Health Health Central 177 $177,000,000 1.35 11.41 $1,000,000
9/29/2011 LHP Hospital Group Inc Bay Medical Center 323 $155,000,000 0.59 16.31 $479,876
9/6/2011 Trinity Health Mercy Hospital & Medical Center 449 $150,000,000 0.59 9.80 $334,076
9/1/2011 Mercy Logan Medical Center 25 $7,200,000 0.32 7.20 $288,000
7/28/2011 Community Health Systems, Inc. Tomball Regional Medical Center 358 $209,500,000 1.38 11.90 $585,196
7/19/2011 Community Health Systems, Inc. Moses Taylor Health Care System 242 $152,000,000 1.02 16.00 $628,099
6/28/2011 Ardent Health Services Southcrest Hospital, Claremore Regional 269 $154,200,000 0.82 5.12 $573,234]
6/3/2011 Duke LifePoint Healthcare, LLC Person Memorial Hospital 102 $22,700,000 0.54 10.80 $222,549
4/27/2011 Ascension Health Alexian Brothers Health System 752 $645,000,000 0.67 6.32 $857,713
3/11/2011 Carle Foundation Hospital Hoopeston Regional Health Center 25 $12,400,000 0.60 8.85 $496,000]
2/1/2011 UPMC Health System Hamot Medical Center 351 $300,000,000 0.95 9.09 $854,701
1/17/2011 Sisters of Mercy Health System Johnston Memorial Hospital 25 $1,600,000 0.51 N/A $64,000]
10/3/2011 Cardiovascular Care Group Louisiana Medical Center & Heart Hospital 137 $23,000,000 0.46 N/A $167,883
10/20/2011 New Directions Health Systems Cleveland Regional Medical Center 107 $68,500,000 1.20 N/A $640,187
10/27/2011 Duke LifePoint Healthcare, LLC Twin County Regional Hospital 86 $37,500,000 0.85 N/A $436,047
11/29/2011 UC Health The Drake Center 166 $15,000,000 0.26 N/A $90,361
12/12/2011 Community Health Systems, Inc. MetroSouth Medical Center 244 $70,500,000 0.47 N/A $288,934|
4/20/2011 Health Management Associates Tri-Lakes Medical Center (95%) 112 $43,263,158 0.95 6.29 $386,278]
5/15/2011 WakeMed Health & Hospitals UNC Healthcare System Rex Healthcare System 439 $750,000,000 N/A N/A $1,708,428]
6/25/2011 Highmark Inc West Penn Allegheny Health System Inc 1200 $1,500,000,000 N/A N/A $1,250,000
6/7/2011 Steward Health Care System Lanmdark Medical Center, Wonsocket RI 214 $65,000,000 N/A N/A $303,738]
5/31/2011 Steward Health Care System Morton Hospital and Medical Center 119 $168,500,000 N/A N/A $1,415,966
5/13/2011 South Georgia Medical Center Ameris Helath Systems LLC ; Smith Northview Hospital, Valdosta GA 29 $40,000,000 1.00 6.60 $1,379,310
5/12/2011 Health Management Associates Mercy Health Partners Knoxville (7 hospitals) 803 $525,000,000 0.90 $653,798]
4/25/2011 HUMC Holdco LLC Hoboken University Medical Center 177 $91,700,000 0.80 N/A $518,079
3/31/2011 Sabra Health Care Reit Texas Regional Medical Center 70 $62,700,000 N/A N/A $895,714f
3/25/2011 Yale-New Haven Hospital Hospital of Saint Raphael 423 $135,000,000 N/A N/A $319,149
3/18/2011 IASIS Healthcare St. Joseph Medical Center Houston Texas ( 78.2%) 792 $210,997,442 N/A N/A $266,411
3/18/2011 RegionalCare Hospital PartnersInc.  Cheyenne Regional Medical Center 217 $181,500,000 0.70 N/A $836,406
2/23/2011 Steward Health Care System Jackson Health System 2482  $1,100,000,000 N/A N/A $443,191
2/8/2011 Community Health Systems Mercy Health Partners Scranton, PA 389 $150,000,000 0.57 12.57 $385,604]
28-Dec-10 Anderson Regional Medical Center  Riley Hospital 140 $24,000,000 0.42 20.00 $171,429
9-Dec-10 Steward Health Care System, LLC Two Essent Hospitals 179 $40,000,000 0.41 8.33 $223,464]
11/19/2010 KPC Global Care Inc. Victor Valley Community Hospital 101 $37,000,000 0.70 11.90 $366,337|
19-Nov-10 Victor Valley Hospital Acquisition, Inc. Victor Valley Community Hospital 115 $37,000,000 0.66 11.94 $321,739)
10/11/2010 SUNY Downstate Medical Center Long Island College Hospital 567 $110,000,000 N/A N/A $194,004]
1-Oct-10 New Directions Health Systems, LLC  Pike County Memorial Hospital 32 $2,000,000 0.57 8.10 $62,500)
9/16/2010 West Virginia United Health St. Joseph's Hospital West VA 184 $87,000,000 0.90 N/A $472,826
9/1/2010 Adventist Health Systems, Inc. Univeristy Community Health 923 $355,000,000 0.70 N/A $384,615
8/16/2010 Leanord Green and Partners LP Fve Hospital in Southern California 759 $363,000,000 0.80 6.70 $478,261
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Announcement Number
Date Acquirer Seller of Beds Consideration  Revenue Multiple EBITDA Multiple  Price/Bed
8/2/2010 Vanguard Health Systems Two Ressurrection Hospitals in Chicago Suburbs 569 $45,000,000 0.17 N/A $79,086
7/27/2010 Health Management Associates Wouesthoff Health System 413 $145,600,000 0.49 6.39 $352,542|
17-Jun-10 RegionalCare Hospital Partners Clinton Memorial Hospital 85 $82,137,477 0.79 11.73 $966,323|
24-May-10 RegionalCare Hospital Partners Coffee Health Group 517  $150,000,000 1.05 11.54 $290,135]
15-Apr-10 University of Southern California USC University Hospital 471 $300,000,000 0.81 8.93 $636,943|
9-Apr-10 Symbion, Inc. Mountain View Hospital 43 $69,724,771 1.59 3.96 $1,621,506
5-Apr-10 Community Health Systems, Inc. Marion Regional Healthcare System 169 $28,300,000 0.48 3.93 $167,456)
4/1/2010 LifePoint Hospitals, Inc. Clark Regional Medical Center 100 $60,000,000 1.12 15.79 $600,000]
3/25/2010 Cerberus Capital Management, LP Caritas Christi Health 1,552 $830,000,000 0.63 15.29 $534,794]
12/1/2009 Health Management Associates, Inc.  Sparks Health System 510  $138,200,000 0.54 N/A $270,980]
4/1/2009 Community Health Systems Medical Center of South Arkansas 166 $52,000,000 0.54 N/A $313,253|
2/24/2009 Brim Healthcare Wadley Health System 370 $21,000,000 0.22 N/A $56,757
2/2/2009 Community Health Systems, Inc. Siloam Springs Memorial Hospital 74 $42,700,000 1.19 9.93 $577,027|
1/7/2009 Texas Health Resources, Inc Presbyterian Hospital of Denton 208  $128,750,000 0.89 8.64 $618,990]
20-Aug-08 Community Health Systems, Inc. Wyoming Valley Health Care System 429  $150,000,000 0.66 6.64 $349,650)
7/30/2008 MSMC Investor, LLC St. Francis Hospital and Health Center 309 $65,000,000 0.41 N/A $210,356|
7/23/2008 Montefiore Medical Center Our Lady of Mercy Medical Center 369 $38,000,000 0.18 N/A $102,981
4/1/2008 Catholic Health East North Ridge Medical Center 332 $20,000,000 0.22 N/A $60,241
4/1/2008 Catholic Health Initiatives Saint Clares Health System 655  $145,800,000 0.61 N/A $222,595
9/1/2010 IASIS Healthcare Wadley Regional Medical Center; Pikes Peak Hospital 385 $95,000,000 0.80 N/A $246,753|
11/18/2010 Sanford Health North Country Health Services 118 $75,000,000 0.80 N/A $635,593|
Mean 0.71 9.89 $504,444
Low (Primary) 0.17 3.93 $56,757
High 1.59 20.00 $2,163,636
Median 0.67 9.01 $436,047|
Indications Stand-Still S 47,212,740 S 26,382,000 $ 20,262,162
Weighted Conclusion S 31,285,664
Add Net Working Capital $ 6,767,535
Total Value (rounded) S 38,050,000

And lastly, in considering the value of GWHN assets transferred, Principle reviewed the only other bid received by GWHN.
Principle then determined a final estimate by weighting the various strengths and weaknesses of each approach. The following
schedule illustrates the weighting and values.
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Summary and Conclusion of Assets to Transfer

Adjusted Book Value Approach Schedule 1A
Discounted Cash Flow Approach - Stand Still  Schedule 1B
Market Based Approaches
Guideline Company Approach Schedule 1C
Guideline Transaction Approach Schedule 1D

Total Weighted Value of Assets Transferred

Total Consideration Given for Assets Transferred

Net Benefit of Assets Transferred

$37,490,000

$3,600,000

$19,300,000
$38,050,000

Weighting

30%

20%

25%
25%

Weighted
Contribution

$11,247,000
$720,000
$4,825,000
$9,512,500

$26,300,000

$45,000,000

$18,700,000}

Principle calculates the value of GWHN assets to be transferred at $26.3 million.

Valuation of Benefits Received

In assessing the value of the benefits received by GWHN from the proposed transaction, Principle primarily relied upon Income
Approach methods. First, Principle assessed the equity value of the 100% equity value of the JV using a Discounted Cash Flow
method. This approach was determined to be most representative of value as is factors in the anticipated growth in earnings and
capital expenditures associated with the JV. The Discounted Cash Flow analysis follows.
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Discounted Cash Flow Joint Venture
Implied Rate of Return 11.40%
Effective Corporate Tax Rate in U.S, CT 35.00%
Normal Debt Free Net Working Capital as % of Revenues 10.00%
Base Year Year One Year Two Year Three Year Four Year Five Reversion
Gross Revenue
Inpatient Routine 210,926,000 213,036,000 219,469,000 226,097,000 234,067,000 242,318,000 249,587,540
IP Ancillary 307,142,000 310,213,000 319,582,000 329,233,000 340,839,000 352,853,000 363,438,590
Total Inpatient Revenue 518,068,000 523,249,000 539,051,000 555,331,000 574,906,000 595,171,000 613,026,130
Outpatient 454,670,000 461,069,000 479,632,000 498,738,000 520,820,000 543,866,000 560,181,980
Total Gross Revenue 972,739,000 984,318,000  1,018,683,000  1,054,069,000  1,095,726,000  1,139,038,000  1,173,209,140
Revenue Adjustments -
Medicare/Medicaid Adjustments 375,475,000 390,540,000 404,346,000 418,640,000 435,564,000 453,172,000 466,767,160
Total Mgd Care Expense 108,100,000 109,181,000 113,041,000 117,037,000 121,769,000 126,691,000 130,491,730
Managed Medicare Expense 59,671,000 60,268,000 62,399,000 64,604,000 67,216,000 69,933,000 72,030,990
Managed Medicaid Expense 18,684,000 18,871,000 19,538,000 20,229,000 21,047,000 21,898,000 22,554,940
Commercial 84,722,000 85,569,000 88,594,000 91,726,000 95,434,000 99,292,000 102,270,760
Self Pay 245,000 247,000 256,000 265,000 276,000 287,000 295,610
Contractuals - Non-hospital entities 45,776,000 46,870,000 48,286,000 49,744,000 51,246,000 52,794,000 54,377,820
Prov for Charity/Indigent Care 1,296,000 1,309,000 1,356,000 1,404,000 1,460,000 1,519,000 1,564,570
Provision for Uncollectible Accounts 13,088,000 13,542,000 14,010,000 14,494,000 15,058,000 15,643,000 16,112,290
Other Deductions from Revenue -
Total Adjustments 707,059,000 726,399,000 751,826,000 778,144,000 809,070,000 841,230,000 866,466,900
NET PATIENT REVENUE 265,680,000 257,919,000 266,857,000 275,925,000 286,656,000 297,807,000 306,741,210
Other Operating Revenue 12,042,000 12,477,000 12,918,000 13,108,000 13,302,000 13,498,000 13,902,940
NET REVENUE 277,722,000 270,396,000 279,775,000 289,033,000 299,958,000 311,306,000 320,645,180
Operating Expenses
Salaries Only 124,297,000 127,289,000 131,093,000 135,064,000 138,976,000 143,004,000 146,579,100
Contract Labor Expense - RN/Other 1,769,000 1,775,000 1,798,000 1,837,000 1,870,000 1,903,000 1,950,575
Outsourced Labor Expense 8,904,000 4,816,000 727,000 753,000 779,000 807,000 827,175
Employee Benefits 34,498,000 31,625,000 32,549,000 33,516,000 34,453,000 35,416,000 36,301,400
Supplies 33,748,000 36,444,000 39,363,000 41,142,000 43,216,000 45,394,000 46,528,850
Medical Specialists Fees 10,494,000 10,688,000 10,886,000 11,090,000 11,297,000 11,508,000 11,795,700
Purchased Senvices 24,802,000 25,315,000 25,839,000 26,360,000 26,910,000 27,472,000 28,158,800
Repairs 1,423,000 1,451,000 1,480,000 1,510,000 1,540,000 1,571,000 1,610,275
Total Maintenance Contracts 1,767,000 2,737,000 2,789,000 2,841,000 2,894,000 2,948,000 3,021,700
Marketing 758,000 772,000 786,000 801,000 816,000 831,000 851,775
Utilities 4,144,000 4,223,000 4,304,000 4,387,000 4,471,000 4,557,000 4,670,925
Insurance Expense 9,058,000 4,839,000 4,920,000 5,003,000 5,088,000 5,174,000 5,303,350
Other Operating Expense 1,298,000 (1,938,000) (765,000) 148,000 1,337,000 1,359,000 1,392,975
Taxes 8,524,000 3,113,000 3,117,000 3,120,000 3,124,000 3,128,000 3,206,200
Rent Expense 5,527,000 5,619,000 5,714,000 5,751,000 5,848,000 5,946,000 6,094,650
Total Operating Expenses 271,010,000 258,769,000 264,600,000 273,325,000 282,619,000 291,017,000 298,292,425
EBITDAM 6,713,000 11,626,000 15,175,000 15,709,000 17,339,000 20,288,000 22,352,755
EBITDAM Margin 2.4% 4.3% 5.4% 5.4% 5.8% 6.5% 7.0%
NON-OPERATING EXPENSE
Depreciation Expense 9,272,000 3,440,000 4,311,000 6,054,000 6,925,000 7,797,000 7,991,925
Amortization Expense 158,000 - - - - -
External Interest Expense 1,058,000 - - - - -
Internal Interest Expense - 36,000 113,000 546,000 930,000 822,000 842,550
Interest Income (20,000) - - - - -
Other Nonoperating Expense (358,000) - - - - -
Equity Method Investment Income - - - - - -
Loss/(Gain) Asset Sales (17,000) - - - - -
Pension Expense 3,000 - - - - -
Debt Extinguishment Costs - - - - - -
Corporate Management Expense - 5,503,000 5,693,000 5,887,000 6,115,000 6,352,000 6,510,800
Total Non-Operating Expense 10,096,000 8,978,000 10,118,000 12,486,000 13,970,000 14,971,000 15,345,275
INCOME FROM CONT OPS BEFORE TAXE (3,383,000) 2,648,000 5,058,000 3,223,000 3,368,000 5,317,000 7,007,480
Income Taxes - - - - - - -
Net Income v (3,383,000) 2,648,000 5,058,000 3,223,000 3,368,000 5,317,000 5,449,925
EBITDA 6,713,000 6,124,000 9,482,000 9,823,000 11,223,000 13,936,000 14,284,400
EBIT $  (2,717,000) $ 2684000 $ 5171000 $ 3,769,000 $  4,298000 $ 6,139,000 $ 6,292,475
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Discounted Cash Flow Joint Venture (Continued)

Base Year Year One Year Two Year Three Year Four Year Five Reversion
NET INCOME FOR DISCOUNTING (EBIT) $ (2,717,000) $ 2,684,000 $ 5,171,000 $ 3,769,000 $ 4,298,000 $ 6,139,000 $ 6,292,475
ESTIMATED INCOME TAXES - 939,400 1,809,850 1,319,150 1,504,300 2,148,650 2,202,366
NET INCOME $ (2,717,000) $ 1,744,600 $ 3,361,150 $ 2,449,850 $ 2,793,700 $ 3,990,350 $ 4,090,109
Less Incremental Working Capital $ - 8% 732,600 $ (937,900) $ (925,800) $ (1,092,500) $ (1,134,800) $ (933,918)
Less Capital Expenditures (8,000,000) (8,000,000) (8,000,000) (8,000,000) (8,000,000) (8,000,000) (8,000,000)
Plus Depreciation 9,430,000 3,440,000 4,311,000 6,054,000 6,925,000 7,797,000 7,991,925
Cash Flow to Discount $ (1,287,000) $ (2,082,800) $ (1,265,750) $ (421,950) $ 626,200 $ 2,652,550 $ 3,148,116
Discount Periods 0.50 1.50 2.50 3.50 4.50
Present Value Factor 0.947452409 0.850495879 0.763461292 0.685333296 0.615200445
Present Value of Periodic Cash Flow s $ (1,973,354) $ (1,076,515) $ (322,142) $ 429,156 $ 1,631,850
Sum of PV Periodic Cash Flow s $ (1,311,006)
Perpetuity Value $ 78,564,200
PV of Perpetuity Value $ 77,253,194
Total Asset Value as Unencumbered With Normal WC $ 75,940,000
Add Value of Actual Working Capital $ (802,000)
Less Market Based Working Capital $  (27,772,200)
Overall Business Enterprise Value $ 47,365,800
Less Value of Liability Assumed $ (13,397,902)
Value of 100% Equity $ 33,967,898

The Discounted Cash Flow approach indicates a 100% Equity Value for the JV in the rounded amount of $33,970,000. As
GWHN will be the minority member in the proposed JV, Principle assigned a Minority Interest Discount of 20% to be applied to

GWHN’s equity interest in the JV as portrayed below.
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Valuation of 100% Equity in JV $33,970,000
20% Equity Interest in JV Prior to Discounts $6,794,000
Minority Interest Discount @ 20% ($1,358,800)
Value of Minority Interest Shares in JV $5,435,200
Payment Made for 20% Interest in JV $6,320,420
Net Financial Cost of 20% Interest in JV ($885,220)

The following table summarizes the value of the assets GWHN is contributing to the JV
against the benefits GWHN can reasonably expect to achieve as a participant in the JV.

Summary and Conclusion of Fairness From a Financial Point of View

Valuation of Assets Transferred
Adjusted Book Value Approach Schedule 1A
Discounted Cash Flow Approach - Stand Still  Schedule 1B
Market Based Approaches
Guideline Company Approach Schedule 1C
Guideline Transaction Approach Schedule 1D
Total Weighted Value of Assets Transferred
Total Consideration Given for Assets Transferred
Net Benefit of Assets Transferred
Valuation of Assets Purchased
Valuation of 100% Equity in NEWCO
20% Equity Interest in NEWCO Prior to Discounts
Minority Interest Discount @ 20%
Value of Minority Interest Share Held by GWHN
Payment Made for 20% Interest in NEWCO

Net Financial Cost of 20% Interest

Total Financial Benefit of Transaction

Weighted
Weighting Contribution

$37,490,000 30% $11,247,000
$3,600,000 20% $720,000
$19,300,000 25%  $4,825,000
$38,050,000 25%  $9,512,500
$26,300,000

$45,000,000

$18,700,000

$33,970,000
$6,794,000
(1,358,800)
$5,435,200
$6,320,420

($885,220)

517,814,780
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Based on the above, Principle establishes the total financial benefit to GWHN at
$17,814,780. The proposed transaction is fair from a financial point of view.

With regard to the fair market value of assets, Principle found no indication of manipulation
by any person in a manner that causes the value of the assets to decrease.

Please refer to Exhibit 11 for the Fairness Evaluation, qualifications of Principle and
statement regarding conflict of interest. Please refer to Exhibit 12 for supporting schedules.

Provide an assessment of whether the transaction will place the Hospital’s assets at
unreasonable risk. Provide copies of all documents and statements, financial and
otherwise, in support of this assessment. Describe how the assessment was performed
(including any method to verify results of the assessment), the persons that performed
the assessment, and their qualifications to perform the assessment.

The proposed JV will not place the assets of the Hospital at unreasonable risk. The assets of
the Joint Venture are not being pledged to fund the commencement of the Joint Venture. The
value of the benefits received by the Foundation exceeds the value of assets transferred to the
JV. Further, participation in the JV will allow the post-conversion Foundation to continue to
fund Community Benefit and Teaching programs which would likely cease should the JV not
be approved.

Please see Applicants’ response to Question 6 and the Fairness Evaluation attached as
Exhibit 11 for a more detailed discussion.

Provide an assessment of whether any managerial contracts to be entered into are for
reasonable fair value. Provide copies of the managerial contracts and of all documents
and statements, financial and otherwise, in support of the fair value assessment.
Describe how the assessment was performed (including any method to verify results of
the assessment), the persons that performed the assessment, and their qualifications to
perform the assessment.

Principle reviewed the draft management agreement and found the fees to be at a
commercially fair rate based on its knowledge of similar contracts as documented in the
Fairness Evaluation attached as Exhibit 11. The management contract is attached as Exhibit
3. Please refer to Applicants’ response to Question 6 for a detailed discussion of the fairness
evaluation.

Describe the entity to which the fair market value of the nonprofit hospital’s assets will
be transferred including the funding of the entity, its corporate structure, governance,
and membership, and the charitable purpose of the entity. Provide copies of any
documents related to the creation, structure, and purpose of the entity.
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THE CONCEPT OF THE FOUNDATION

After the closing, GWHN will be merged into the Hospital with the Hospital as the remaining
entity; this entity will be restructured and renamed (the “Foundation”). The main
responsibilities of the Foundation will be:

e To participate as the 20% owner of the JV;

e To manage the charitable assets remaining and to receive the investment income of
those charitable assets held by third parties and restricted to use by the Hospital;

e To ensure that the JV conducts hospital operations in a manner consistent with the
“community benefit standard” set forth in IRS Revenue Ruling 69-545;

e To manage remaining assets and liabilities; and

e To support charitable health related activities in the community in addition to those
that will continue to be provided through the JV’s operation of the hospital in
accordance with the community benefit standard.

e To provide economic support for health care by accessing grants and using these
funds to purchase services from health care providers.

THE FUNDING OF THE FOUNDATION

After the closing, the Foundation will hold approximately $70 million of restricted assets. In
addition, the Foundation will hold a 20% ownership interest in the JV, initially valued at
approximately $6.3 million. The assets of the Foundation will also include short term
investments, marketable securities and certain assets whose use is limited by donors and/or
held in trust. The Foundation will continue to receive revenue on an ongoing basis as a result
of being the beneficiary of various trusts and its 20% equity position in the JV. The
Foundation may apply for grants from governmental and private sources and use these funds
to purchase services from the JV or other healthcare providers in order to continue to provide
access to healthcare, such as behavioral health and HIV services. The funding sources have
indicated their interest in working with the Foundation.

THE CHARITABLE PURPOSE

The charitable purpose of the Foundation will be to support the health care needs of the
Greater Waterbury community. As part of the planning process for the formation of the
Foundation, representatives from GWHN have studied similar foundations in other
communities. While each of these organizations shares a common purpose, each is unique in
that it has been designed to meet the specific needs of its community. GWHN will continue
to evaluate the healthcare needs of the community, carefully plan and structure its strategies
for charitable work. As a safety net provider, GWHN is aware of the health needs of its
community and is uniquely qualified to assess and provide support for such needs. GWHN is
committed to continuing health care services to disadvantaged populations.

THE STRUCTURE OF THE FOUNDATION

After the closing, GWHN will be merged into the Hospital with the Hospital as the remaining
entity; this entity will be restructured and renamed. It will be a tax exempt 501(c)(3)
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10.

organization, operating as a public charity. The Foundation will file, for tax purposes, as a
hospital pursuant to Section 170(b)(1)(a)(iii).

As long as the JV operates the Hospital in accordance with the IRS Community Benefit
Standard, income from the JV will retain its “character” as program related/exempt function
income when received by the Foundation from the JV and will be tax exempt. The provisions
of the JV’s operating agreement accord the tax exempt member of the JV sufficient control
over the JV to ensure that the JV will operate the combined hospitals in a manner consistent
with the community benefit standard.

The Foundation will be governed by a Board of Directors consisting of 9 to 12 members.
The initial Foundation Board will be nominated by GWHN’s Governance Committee and
elected by the GWHN’s Board of Directors. It is anticipated that committees will be
established to oversee the work of the Foundation Board and the Foundation. In addition to a
Board of Directors, the Foundation will be served by a community advisory board, composed
of at least 15 members; the community advisory board that will advise the Board of Directors
on community needs will be drawn from many sectors of the greater Waterbury community.

Identify any and all assets of the Hospital that are subject to a charitable use restriction
imposed by a donor and the intended handling of those assets as a result of the joint
venture. Please provide a listing of these assets in Microsoft Excel format. Also, please
provide copies of the original gift instruments for each gift identified.

The charitable assets of the Hospital are delineated in the table below. The original gift
instruments are attached as Exhibit 13 and an analysis of the gift instruments is found in
Exhibit 14.

The Hospital is the entity that holds the charitable assets. Post conversion, GWHN will be
merged into the Hospital with the Hospital as the surviving entity. Its continued existence
will allow the donors’ intent to be honored. The following define the various funds the
Hospital and/or third parties hold on behalf of the Hospital.

UNRESTRICTED ENDOWMENT FUNDS

The Lamb, Forester, Hallden and Brooker endowment funds are unrestricted endowments.
They have “income only, for general purposes of the Hospital” language that is not deemed
to be a restriction on use of principal under the Uniform Prudent Management of Institutional
Funds Act (“UPMIFA”) and do not require that the funds be used for any specific purpose.
Because the Lamb, Forester, Hallden and Brooker funds have no specific, restrictive donor
language that under the applicable statutes would prohibit the use of the funds for general
purposes, they are classified as unrestricted endowment funds.

RESTRICTED ENDOWMENT FUNDS

These endowment funds were established by gift instruments that set forth the intent of each
donor. Use of these funds is in accordance with the donors’ instructions.
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THIRD PARTY TRUSTS

The majority of funds are held for the benefit of the Hospital by outside trustees who remit
income payments to the Hospital. The income payments are either remitted to the Hospital
on a recurring basis for its general purposes, or are paid to the Hospital for specific purposes,
such as dispensary funding, scholarships, research and other specific Hospital purposes. The
Hospital does not have any control over the expenditure of the principal of the outside funds,
but rather has a permanent beneficial interest in the income.

MISCELLANEOUS FUNDS

The Hospital has been named as the recipient of a number of bequests that are pending in
probate court. In addition, the Hospital has both a Pooled Income Fund and a Charitable Gift
Annuity Program that it offers donors, in which charitable contributions are held subject to
the payment of current income to the donors, with principal being distributed to the Hospital
only after the death of a donor and all named recipients.

PERMANENT BED FUND

Many gifts have been made by donors to the hospital, over a long period of time, for the
specific purpose of providing a fee bed or establishing a free bed fund for the benefit of
patients who cannot otherwise afford treatment at the Hospital. These funds are all restricted
bed funds, and some have further restrictions as to the group of patients who are to be given
preference in making distributions. The funds are held in a consolidated Bed Fund account.
The income from this fund is used to pay for charity care of patients at the Hospital as
directed by the donors.

GENERAL ENDOWMENT FUND

The Waterbury Hospital General Endowment Fund consists of funds given outright to the
Hospital for its general use and purposes without any restrictions. It therefore is not
considered an endowment under UPMIFA, but rather is classified as “Board Designated”.
This fund is fully expendable by the Hospital.

The table below represents the charitable assets by their individual classification as of
September 30, 2012.
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TYPE OF FUND*

ASSET VALUE 9/30/12**

Waterbury Hospital Unrestricted Use $584,867
Schedule A Part 1

Waterbury Hospital Restricted Use $5,098,663
Schedule A Part 2

Third Party Trusts $44,255,331
Schedule B

Miscellaneous $353,924
Schedule C

Permanent Bed Fund $4,674,342
Schedule D

General Endowment Fund $1,829,434
Schedule E

**kk

TOTAL $56,796,561

*See Attached Schedules A-E, Table of Trusts and Other Gifts

**Unless Another Date Indicated

***Qutright gifts and gifts allowed to be used in full by the Hospital that have in fact been fully expended in
accordance with the terms established by the donors have not been included in the analysis.
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11.

12.

13.

14.

The Hospital has made a searching and thorough review of all of the charitable assets and
documentation. The Hospital is unable to locate a limited number of the instruments despite
repeated and diligent attempts to acquire information. No further records of the following
charitable assets were located at any of the probate courts or within the Hospital’s records:
Charles F. Brooker — Waterbury and Derby Probate Courts have no record of this estate and
the original Will cannot be located.

Provide copies of all correspondence, memoranda, and any other documents that
include the terms of any other offers to transfer assets or operations or change control
of operations received by the Hospital.

Please refer to Exhibit 15. Certain proprietary information has been redacted per executed
confidentiality agreements. Applicants have not provided materials protected as attorney-
client work product.

Provide a copy of a fairness evaluation by an independent person who is an expert in
such Joint Ventures that includes the expert’s evaluation of each of the criteria set forth
in Conn. Gen. Stat. § 19a-486c¢c(a). Also provide copies of the information and
documents relied upon by the expert in the preparation and issuance of the fairness
evaluation.

The Fairness Evaluation is attached as Exhibit 11. Analyses used by Principle are attached
as Exhibit 12.

Explain how GWHN determined the need for the proposal and discuss the benefits of
this proposal for the Hospital (provide discussion on history and time-line).

Please refer to Applicants’ response to Question 4.

List any changes to the clinical services offered at the Hospital’s main campus and
any/all satellite locations that result from this proposal and provide an explanation for
each change.

When Vanguard enters a community, it is always respectful of the decisions that have been
made concerning the operations of the Hospital — especially the decisions made regarding the
scope of services offered there. Those decisions have been made with careful consideration
for the needs of the community the Hospital serves. Vanguard’s commitment to the
communities it serves is to operate the Hospital in the most efficient and effective manner
possible and to provide the highest quality of care. Vanguard believes that certain core
services are essential to the operation of an effective hospital and is committed to
maintaining existing core services. Throughout the course of due diligence, Vanguard
worked with the Hospital’s management to gain a better understanding of those core services
and the integral role that they play in the community and the operations of the Hospital.
Following the Joint Venture closing, Vanguard will leverage its experience to develop
strategies and programs to enhance the clinical services of the Hospital.
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15. Describe the existing populations served by the Hospital and how the change in
ownership will affect these populations. Include demographic information.

Waterbury Hospital is located in the city of Waterbury near the junction of routes 8 and 84.
Service area towns include Beacon Falls, Bethlehem, Cheshire, Middlebury, Morris,
Naugatuck, Oakville, Oxford, Plantsville, Plymouth, Prospect, Seymour, Southbury,
Southington, Terryville, Thomaston, Torrington, Waterbury, Watertown, Wolcott and
Woodbury.

The Hospital’s primary and secondary service areas are identified in the following map.
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Waterbury Hospital Service Area
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Service Area Demographics

The following table summarizes the service area population projected forward to 2016. The
area population is stable and experiencing growth, particularly in the secondary service area.
The city of Waterbury is by far the most populous municipality in GWHN’s service area.

Table E: Service Area Population

Total Population by Town 2000-2016

Town

Beacon Falls
Bethlehem

Cheshire
Middlebury
Naugatuck
Prospect
Southbury
Thomaston
Waterbury
Watertown/Oakville
Wolcott

Woodbury
Primary Service Area

Morris

Oxford
Plymouth/Terryville
Seymour
Southington/Plantsville
Torrington

Secondary Service Area
Total Service Area

2000
5,246
3,422

28,543
6,451
30,989
8,707
18,567
7,503
107,271
21,661
15,215
9,198
262,773

2,301
9,821
11,634
15,454
39,728
35,202
114,140
376,913

Source: Connecticut Economic Resource Center, Inc. 2012

2011
6,038
3,617

29,326
7,703
32,030
9,680
19,998
7,923
111,874
22,351
16,827
10,051
277,418

2,416
12,732
12,252
16,536
43,602
36,376

123,914
401,332

2016
6,236
3,653

29,942
8,094
32,736
10,448
20,596
8,029
117,079
22,331
17,389
10,268
286,801

2,516
12,906
12,330
16,734
45,809
36,329

126,624
413,425
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Table F below arrays population by town and age segment while Table G compares age
distribution by town to the State distribution. The GWHN service area age distribution is

consistent with that of the State of Connecticut as a whole.

Table F: Age Distribution

Age Distribution by Service Area Town 2011

Town 0-4 5-17 18-24 25-49 50-64 65+

Beacon Falls 436 1,025 535 2,067 1,098 877 6,038
Bethlehem 188 626 379 1,052 714 658 3,617
Cheshire 1,854 4,916 2,915 9,950 5,366 4,325 29,326
Middlebury 460 1,466 794 2,491 1,344 1,148 7,703
Naugatuck 1,964 5,470 3,147 10,507 6,310 4,632 32,030
Prospect 617 1,640 928 3,330 1,701 1,464 9,680
Southbury 1,347 3,681 2,201 6,375 3,421 2,973 19,998
Thomaston 354 1,359 651 2,460 1,769 1,330 7,923
Waterbury 7,070 18,633 10,530 37,765 22,262 15,614 111,874
Watertown/Oakville 1,134 3,426 2,028 7,664 4,745 3,354 22,351
Wolcott 1,012 2,855 1,700 5,808 2,972 2,480 16,827
Woodbury 474 1,652 839 3,382 2,171 1533 10,051
Primary Service Area 16,910 46,749 26,647 92,851 53,873 40,388 277,418
Morris 159 404 190 947 392 324 2,416
Oxford 925 2,146 1,188 4,188 2,260 2,025 12,732
Plymouth/Terryville 581 1,864 1,023 4,484 2,509 1,791 12,252
Seymour 916 2,809 1,650 5,519 3,183 2,459 16,536
Southington/Plantsville 2,833 7,530 4,104 14,039 8,389 6,707 43,602
Torrington 1,898 5,376 3,024 10,727 9,704 5,647 36,376
Secondary Service Area 7,312 20,129 11,179 39,904 26,437 18,953 123,914
Total Service Area 24,222 66,878 37,826 132,755 80,310 59,341 401,332
Source: Connecticut Economic Resource Center, Inc 2012
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Table G: Percent Age Distribution

Percent Age Distribution by Service Area Town 2011

Town 0-4 5-17 18-24 25-49 50-64 65+
Beacon Falls 7% 17% 9% 34% 18% 15%
Bethlehem 5% 17% 10% 29% 20% 18%
Cheshire 6% 17% 10% 34% 18% 15%
Middlebury 6% 19% 10% 32% 18% 15%
Naugatuck 6% 17% 10% 33% 20% 14%
Prospect 6% 17% 10% 34% 18% 15%
Southbury 7% 18% 11% 32% 17% 15%
Thomaston 4% 17% 8% 31% 22% 17%
Waterbury 6% 17% 9% 34% 20% 14%
Watertown/Oakville 5% 15% 9% 35% 21% 15%
Wolcott 6% 17% 10% 35% 18% 15%
Woodbury 5% 16% 8% 34% 22% 15%
Primary Service Area 6% 17% 10% 33% 19% 15%
Morris 7% 17% 8% 39% 16% 13%
Oxford 7% 17% 9% 33% 18% 16%
Plymouth/Terryville 5% 15% 8% 37% 20% 15%
Seymour 6% 17% 10% 33% 19% 15%
Southington/Plantsville 6% 17% 9% 32% 19% 15%
Torrington 5% 15% 8% 29% 27% 16%
Secondary Service Area 6% 16% 9% 32% 21% 15%
Total Service Area 6% 17% 9% 33% 20% 15%
State Total 6% 17% 10% 34% 20% 14%
Source: Connecticut Economic Resource Center, Inc 2012

Table H below provides data regarding the socioeconomic condition of the GWHN service
area in comparison to the State of Connecticut as a whole. The data reveals a diverse array
of communities ranging from rural to urban. While several communities in GWHN’s service
area are relatively affluent, the City of Waterbury struggles with high unemployment and
high poverty. As a result, GWHN serves a large Medicaid and uninsured population. In
FY2012, Medicaid recipients accounted for more than 22% of inpatients and 23% of
outpatients at the Hospital. Uninsured individuals accounted for nearly 2% of the Hospital
inpatients and nearly 4% of outpatients. Central Waterbury is designated by the Health
Resources and Services Administration as a Medically Underserved Area as well as a Health
Professionals Shortage Area. The Joint Venture will provide the cost savings and access to
capital necessary to maintain a safety net hospital in Waterbury and recruit additional
physicians and midlevel providers. The proposed Joint Venture will continue to treat
individuals regardless of their ability to pay.
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16.

17.

Table H: Socioeconomic Status of the Service Area

Socioeconomic Data
Powerty Median Household Unemployment Median
Town Rate* Income** Rate* Age**
PSA Beacon Falls 3.8% $ 78,953 8.5% 40
Bethlehem 2.0% $ 80,566 7.1% 43
Cheshire 2.4% $ 111,416 7.1% 39
Middlebury 2.0% $ 97,594 7.5% 39
Naugatuck 7.5% $ 62,550 10.7% 39
Prospect 2.4% $ 88,041 8.2% 38
Southbury 5.9% $ 77,478 7.7% 37
Thomaston 1.3% $ 66,197 8.4% 44
Waterbury 20.9% $ 40,304 13.9% 40
Watertown/Oakville 3.1% $ 76,700 8.7% 43
Wolcott 2.6% $ 81,627 9.1% 38
Woodbury 5.6% $ 84,063 6.3% 46
SSA  Morris 4.9% $ 77,256 8.1% 41
Oxford 2.2% $ 107,435 6.8% 39
Plymouth/Terryville 6.5% $ 72,898 10.1% 44
Seymour 4.8% $ 73,609 8.7% 41
Southington/Plantsville 4.4% $ 79,840 7.4% 40
Torrington 11.3% $ 49,700 10.0% 48
State 9.2% $ 70,705 8.9% 40
*2010
**2011
Source: Connecticut Economic Resource Center, Inc 2012

Provide a transition plan and describe how the Hospital will ensure continuity of care of
services through this plan.

The Applicants do not expect any disruption in care as a result of this proposal. Please refer
to the transition plan attached hereto as Exhibit 16.

Explain how the Hospital will ensure that the community it serves has continued access
to affordable health care.

The JV will continue to provide the services currently offered by the Hospital including its
clinics, psychiatric programs and emergency department. The Joint Venture will operate in
accordance with the Community Benefit Standard required of tax-exempt hospitals (as set
forth in IRS Revenue Ruling 69-545), including without limitation, the (i) acceptance of all
Medicare and Medicaid patients, (ii) acceptance of all emergency patients without regard to
ability to pay, (iii) maintenance of an open medical staff, and (iv) promotion of public health,
wellness and welfare in the community through the provision of health care at a reasonable
cost. The JV will retain and continue to follow charity care and uncompensated care policies
at least as favorable to patients as those maintained by GWHN. Copies of relevant policies
are appended as Exhibit 17.
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18.

Without the proposed Joint Venture, it is highly unlikely that GWHN will be able to provide
services beyond the next five years, leaving the community with an enormous hole in its
safety net. The Hospital has an aged out and inefficient physical plant, it lacks access to
capital, it has experienced declining reimbursement and increased material and personnel
costs, which will cause GWHN to experience operating losses that cannot be offset unless
GWHN enters into the proposed JV.

Please provide a copy of Vanguard’s strategic plan or a summary of the plan provisions
for providing services to meet the needs of the Waterbury community.

The strategy that Vanguard will implement at the Hospital will be consistent with
Vanguard’s mission, operating strategy and philosophy, Vanguard will work closely with
GWHN senior leadership, physicians and board members to develop, implement and refine
the strategic plan, including short and long-term initiatives.

Immediately following closing, Vanguard will consult with the JV Board and management
team to identify and retain top talent. The assessment will incorporate the following: the
Hospital, physician organizations, research, ambulatory services and post-acute care.
Vanguard will deploy human and financial capital in the Hospital service area to provide
long term stability and enhanced clinical services, as well as lay out a pathway for the
optimization of internal operations. Vanguard would immediately reposition the potential
scale of its risk strategies to reach a greater portion of the population.

The following initiatives are crucial to the long-term success of GWHN:

e Develop and implement an ambulatory service strategy to best position GWHN for a
successful transition in changing health care delivery models;

e Develop and implement regional tertiary care relationships for the betterment of health
care delivery to the community;

e Deploy replicable and scalable tools and clinical care services to continually improve the
health of the community;

e Enhance the Hospital’s medical staff by attracting and retaining physicians through
access to available capital; and,

e Maintain high satisfaction scores by patients, physicians, employees and volunteers

Vanguard’s mission to help communities achieve health for life serves as the foundation for
developing all strategic plans. Its ultimate goal is to change the way health care is delivered
in local communities through corporate and regional business strategies. Key elements
include:

Pursue growth opportunities in established markets

Vanguard continuously works to identify services that are in demand in the communities
it serves. When such opportunities exist, Vanguard employs strategies to respond
including facility development, outpatient service expansion and physician recruiting.
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Continue to strengthen service delivery and reputation

Vanguard intends to thrive in a changing health care environment by continuing to build
and operate high-performance, patient-centered care networks, fully engaging in health
and wellness, and enhancing service in its markets. Vanguard facilities create highly
reliable environments of care, and are particularly focused on patient safety, patient
satisfaction, open lines of communication, clinical quality and compassionate care. In
addition, Vanguard is a leader in efforts to measure and directly improve the health of
local communities.

Drive physician collaboration and alignment

Vanguard believes that in order for our communities to achieve health for life, it must
work collaboratively with physicians to provide clinically superior health care services.
The first step in this process is to ensure that physician resources are available to provide
the necessary services to the community. In addition, Vanguard has implemented
physician leadership councils, training programs and information technology upgrades, to
ease the flow of on-site and off-site communication between physicians, nurses and
patients in order to effectively align the interests of all patient caregivers.

Expand ambulatory services and further Vanguard’s population health strategies

As Vanguard responds to a dynamic health care environment, it has added focus and
resources to ambulatory care endeavors. Vanguard will continue to pursue the expansion
of strategic health risk products, through either acquisition or partnership opportunities,
to leverage the skill sets acquired through its physician practice and population health
management efforts.

19. Provide a detailed description of Vanguard’s experience in providing hospital services,
managing hospital operations and acquiring ownership interests in hospitals either as
sole owner or as a joint venture partner. In particular, provide a complete listing of
hospitals, including location and number of licensed beds, with which Vanguard has
had or continues to have an equity or management relationship, and identify any that
are comparable to the Joint Venture.

Below is a current listing of all hospitals (and related businesses) that Vanguard owns and
operates:

*indicates a partnership with not-for-profit partners
Phoenix, Arizona: Abrazo Health Care (1,044 beds)
= Arrowhead Hospital: 220 beds
= Maryvale Hospital: 249 beds

= Paradise Valley Hospital: 136 beds

= Phoenix Baptist Hospital: 216 beds

= West Valley Hospital: 164 beds

= Arizona Heart Hospital: 59 beds

= Phoenix Health Plan: 190,000 member Medicare/Medicaid Health Plan
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Arizona Health Partners: 150 physicians
Arizona Heart Institute: 20 physicians

San Antonio, Texas: Baptist Health System (1,753 beds)

Baptist Medical Center: 636 beds

North Central Baptist Hospital: 268 beds
Northeast Baptist Hospital: 367 beds
Mission Trail Baptist Hospital: 175 beds
St. Luke’s Baptist Hospital: 307 beds
Baptist M&S Imaging: 8 centers

Baptist School of Health Professions

Harlingen/Brownsville, Texas: Valley Baptist Health System (866 beds)*

Valley Baptist Medical Center, Harlingen: 586 beds*
Valley Baptist Medical Center, Brownsville: 280 beds*

Valley Baptist Insurance Company: Health Plan (HMO, PPO and Self-Funded
Products)*

Detroit, Michigan: Detroit Medical Center (“DMC”) (1,734 Beds)

Children’s Hospital of Michigan: 228 beds
Detroit Receiving Hospital: 273 beds

Harper University Hospital: 470 beds

Hutzel Women’s Hospital: 97 beds
Rehabilitation Institute of Michigan: 94 beds
Sinai-Grace Hospital: 383 beds

Huron Valley-Sinai Hospital: 153 beds
DMC Surgery Hospital: 36 beds

ProCare Health Plan (Medicaid HMO)

Greater Chicagoland, Illinois (1,225 beds)

MacNeal Hospital: 427 beds

Weiss Memorial Hospital: 339 beds*
Westlake Hospital: 225 beds

West Suburban Medical Center: 234 beds
Chicago Health Systems
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Massachusetts (667 beds)

= MetroWest Medical Center (Leonard-Morse and Framingham Union Hospitals):
319 beds Saint Vincent Hospital: 348 beds

20. Provide a description of plans that the Hospital will implement to control cost when the
facility is operated and controlled by the Joint Venture, such as discharge care
coordination, implementation of electronic medical records and emergency department
triaging to the appropriate level of care. In responding to this question, report any
anticipated savings from the following expense categories: salaries and wages, fringe
benefits, contractual labor fees, medical supplies and pharmaceutical costs,
depreciation and amortization, bad debts, interest expense, malpractice expense,
utilities, business expense and other operating expenses.

The Hospital manages cost on an ongoing basis. Examples of recent cost saving initiatives
include:

e Implemented computerized physician order entry, online nursing documentation and
electronic medical record,;

e Implemented Performance Analytics and Cerner Revenue Cycle Enhancements;

e Instituted the Value Analysis Process in which clinicians and purchasing

collaboratively determine clinically sound products and supplies that offer the best

value;

Implemented group purchasing through the Northeast Purchasing Coalition;

Reorganized management structure to increase span of control;

Renegotiated professional services agreements;

Renegotiated external reference laboratory contracts;

Implemented work place safety program;

Expanded case management hours of operation to assure appropriate level of care

assignments throughout the day; and

e Implemented multidisciplinary rounds to improve patient throughput and discharge
planning.

Vanguard is establishing the framework to accelerate the journey from fee-for-service to fee-
for-value. Leading health systems are best positioned to transform the health care system in
partnership with the communities they serve. Vanguard is aggressively positioning its health
systems to be high value, comprehensive health delivery systems that can provide care to at
least a third of the regional population. Vanguard is positioning each of its health systems to
offer alternatives for patients to receive care at the right time and in the right setting. We
believe that we must establish these types of systems if we are to remain competitive in each
of our markets. To this end, we are engaging rapidly on the following initiatives:

Enhanced physician alignment;

Population health management infrastructure and capabilities;
Ambulatory Care Services Development;

Post-acute care development; and
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21.

e Primary care development.

Each of the aforementioned efforts is geared to provide the appropriate care at the right time,
in the most appropriate setting, with the ultimate goal of providing the highest quality of care
at the most economical cost.

Will the Hospital continue to provide services to the uninsured and underinsured? In
responding to this question, please describe any changes to the Hospital’s current
charity care and financial assistance policies and procedures and hospital bed funds
that will result from the Joint Venture. Describe any plans the Hospital has to work
with other providers in the community, such as federally qualified health centers or
community health centers, to provide specialty care to patients, or low cost programs
that the Hospital will provide in the area that are tailored towards the uninsured or
underinsured.

The Hospital has a significant history of providing free and discounted care to low income
individuals, key clinical programming for the medically underserved, community education
and youth leadership development. These efforts are described in detail in the Hospital’s
most recent Internal Revenue Service Form 990 report, which is attached as Exhibit18.
Examples include:

More than $13.3 Million in Uncompensated Care provided in FY2011;
Youth Pipeline Initiatives program;

Parent Leadership Training Institute;
Summer Bridge Program;

Patient and Family support groups;
Alcoholics Anonymous;

Infectious Disease Clinic;

Diabetes Disease Management Clinic;
Waterbury Health Access Program;
Collaboration with Staywell Health Center;
Homeless outreach;

Be Well Bus transportation services;
Behavioral health crisis center;
Community health education;

Smoking cessation programs;

Perinatal education programs;

Community Health Fairs;

Free HIV testing; and

Peer Advocacy.

O0OO0O0O0O0OD0O0O0ODO0O0O0OO0OO0O0O0OO0OO0OO

The Joint Venture will continue to operate in accordance with the Community Benefit
Standard required of tax-exempt hospitals (as set forth in IRS Revenue Ruling 69-545),
including without limitation, the (i) acceptance of all Medicare and Medicaid patients,
(i) acceptance of all emergency patients without regard to ability to pay, (iii) maintenance of
an open medical staff, and (iv) promotion of public health, wellness and welfare in the
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community through the provision of health care at a reasonable cost. The JV will retain and
continue to follow charity care and uncompensated care policies at least as favorable to
patients as those maintained by GWHN. Further, GWHN will maintain its relationships with
area providers post-closing.

Vanguard has a long history of working closely with Federally Qualified Health Centers
(“FQHC”) and partners with FQHCs in a number of its hospitals. Vanguard will retain the
existing relationships with the FQHCs in the Greater Waterbury community and will
undertake efforts to enhance those relationships.

Vanguard believes that its hospitals have an obligation to provide care to those with the
greatest needs and the least ability to pay. In addition to its community-based health
programs, Vanguard hospitals provide a significant amount of care for indigent and low-
income patients. In 2012, Vanguard hospitals provided approximately $1.2 Billion in total
uncompensated care, including $233 Million in charity care, $452 Million in discounted care
and $539 Million in bad debt.

Vanguard’s commitment to providing a fair amount of charity care has been recognized by
independent parties. The former Michigan Attorney General, Mike Cox, included the
following in his “Report on the Proposed Sale of the Detroit Medical Center Hospital
Business to Vanguard Health Systems, Inc.” (November 13, 2010):

“Vanguard’s policy is actually more patient-friendly than DMC’s current policy since it
allows patients with higher incomes to qualify for charity care. While current DMC
policy provides charity care for patients with incomes up to twice the federal poverty
level, Vanguard’s charity care policy will provide care to patients with incomes up to five
times the federal poverty level. Vanguard’s charity care policy also includes well-
defined procedures and explanations concerning a wide variety of topics including
application for government assistance, collection policies and treatment for homeless
patients. Importantly, Vanguard’s collections policy is more patient-friendly because it
includes limits on seizing indigent or underinsured patients’ assets through liens or
garnishments. The policy also provides liberal interest-free extended payment plans.”

Vanguard hospitals are a major part of the health care safety net in the communities in which
they operate.

Vanguard considers it an honor and a privilege to be selected to partner with a hospital or
health system. Vanguard takes great pride in being a good corporate citizen in the
communities it serves. Caring for the community means extending beyond the hospital walls
and  committing resources to programs and services that benefit the most vulnerable
community members through education, prevention and support. Illustrative examples
include:

Massachusetts

In August of 2010, the Massachusetts Senate unanimously passed a bill mandating that
training programs be established to educate the public about the consequences of head
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injuries and concussions in student athletes. In response to this need The Worcester
Sharks Youth Hockey League mandated that all players be ImMPACT tested. INPACT
testing is the first, most-widely used, and most scientifically-validated computerized
concussion evaluation system available. It includes a baseline test administered prior to a
concussion, and a post-test that measures and assesses the severity of symptoms after a
concussion. As part of its partnership with the Worcester Sharks, Saint Vincent Hospital
has provided 85 ImPact tests for the young people affiliated with the Sharks Youth
Hockey League and their nutrition and exercise program known as FinzFit Kids.

Detroit, Michigan

The Detroit Medical Center (“DMC”) community promise is one of caring, community
and commitment. In addition to providing more than 5,279 health screenings and hosting
22 Health and Wellness Lectures last year alone, DMC also meets the needs of the
diverse community it serves in a number of ways.

In 2011, Vanguard and DMC transferred ownership of a nearby building to the Detroit
Community Health Connection, a FQHC that provides affordable or free health care to a
cross-section of patients, including the underserved. The building is estimated to be
worth just over $1 million.

Other ways that DMC is meeting the needs of the community is through its commitment
to at-risk youth. The Pathway to Excellence Program is a partnership with Detroit Parent
Network and a local fraternity. It is a mentorship and leadership development program
designed to empower young men with the skills and knowledge needed to foster
academic success, establish a support network, support the goal of graduation and
improve personal achievement by influencing leadership through representing unity and a
commitment to collective betterment of the community.

San Antonio, Texas

The employees and physicians of Baptist Health System are very involved in
innumerable community organizations and activities. Three visible examples are the
United Way, the American Heart Association (“AHA”) and the Baptist Health System
Employee Crisis Fund. Last year, employees gave generously to the United Way, raised
money for the AHA through the “Start! Heart Walk” and gave generously to Baptist
Health System’s own Employee Crisis Fund. Combined, employee contributions to these
efforts totaled well over $600,000. Individual employees also volunteered almost 28,000
hours of time to their favorite charitable organizations and relief efforts.

Baptist Health System now operates two Faith Family Clinics to serve the working
uninsured of the Alamo City area. The Faith Family Clinic is a fully staffed primary care
facility providing a medical home for San Antonio’s working uninsured population.
What makes the Faith Family Clinic extraordinary is that it is a Christian-based health
clinic which serves a population that has, historically, not had access to health care.

Valley Baptist Health System, Harlingen and Brownsville, Texas

Valley Baptist and its staff are known for their high level of community involvement.
The hospital annually sponsors teams, and employees raise money for the American
Heart Association Start! Heart Walks, the American Cancer Society’s Relay for Life, the
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22.

Texas Organ Sharing Alliance Awareness Walk, Marathon Kids, the March of Dimes
March for Babies, and many more events, as well as programs and events for
organizations such as Ronald McDonald House, the Harlingen Literacy Center, Tip of
Texas Family Outreach, and Cameron County Children’s Advocacy Centers.

Valley Baptist is a community leader in health and wellness education.  Thirty
community seminars were offered this past year, with physicians presenting on a wide
range of topics including “Diabetes Update,” “Wound Care,” “Women’s Health,”
“Palliative Care,” “Colon Cancer,” “Stroke” and more. Over 1,000 screening tests were
done by the mobile Heart and Vascular unit last year, an effort that brings preventive care
into communities.

It is estimated that one in five, or 200,000 persons, in the Rio Grande Valley have
diabetes, a figure three times the national rate, and Valley Baptist has the only two
Diabetes Education Centers in Cameron County. The staff provides structured diabetes
education classes in both English and Spanish, including a gestational diabetes program
for expectant mothers, as well as support groups and individualized and group
instruction. Many events promoting diabetes screening and awareness are also held
throughout the year, including “Diabetes Expo” and the “Know Your Numbers” diabetes
walk, as well as Saturday morning screenings at the local Farmers Market in high risk
neighborhoods and more.

The Rio Grande Valley Indigent Health Care Corporation (“RGVIHCC”), a non-profit
entity of Valley Baptist Health System, was opened September 1, 2007 to provide people
in the community who are indigent and have no type of governmental or commercial
insurance coverage access to quality health care. Those who have income at 21% or less
of the federal poverty guidelines, have limited resources of no more than $2,000, and
have an established residence in Cameron County are eligible for these services. Since
opening, RGVIHCC has assisted approximately 6,349 individuals and provided over $23
million dollars in assistance through a network of over 200 participating
providers. Annual budgeted funding for medical costs is currently $6 million, which is
provided by Valley Baptist Medical Center in Harlingen and Valley Baptist Medical
Center -Brownsville.

Vanguard is committed to the communities it serves. In addition to the taxes it paid which
support our communities, Vanguard provides ongoing support through in-kind and monetary
contributions to various community programs.

Submit a list of all key professional, administrative and clinical department heads
related to this proposal. Additionally, provide a copy of the Curriculum Vitae of each
individual listed.

Please see Exhibit 19 for the Curriculum Vitae of the individuals listed below.

Waterbury Hospital

Darlene Stromstad, FACHE, President/CEO
Michael J. Cemeno, CIO

David J. Pizzuto, M.D., Chief Medical Officer
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23.

Sandra ladarola, RN, Chief Nursing Officer
Scott H. Kurtzman, M.D., FACS, Chairman, Department of Surgery
Carl B. Sherter, M.D., Chief of Medical Staff

Vangquard
Charles N. Martin, Chairman/Chief Executive Officer

Keith B. Pitts, Vice Chairman

Bradley A. Perkins, M.D., Chief Transformation Officer/EVP Strategy and Innovation
Mark N. Montoney, M.D., Executive Vice President/Chief Medical Officer

Timothy M. Petrikin, Executive Vice President, Ambulatory Care Services

Phillip W. Roe, Chief Financial Officer and Treasurer

Joseph D. Moore, Executive Vice President

James H. Spalding, Executive Vice President/General Counsel and Secretary

Rob Jay, Vice President, Development

Explain how the proposal contributes to the quality of health care delivery in the
region.

The proposed joint venture is a collaborative partnership in which community leaders,
physicians, hospital leaders and Vanguard will make important decisions about how the Joint
Venture fulfills its role in the community. As part of the Joint Venture model, the Applicants
will conduct a community needs study to focus capital improvements and clinical program
initiatives.

Other initiatives to improve health care delivery in the Greater Waterbury area will include:

Standardization and upgrading of health information technology

Physical plant and equipment upgrades

Physician recruitment and retention efforts

Standardization of Performance Improvement metrics and benchmarking
Increase physician participation in hospital management and decision making
Recognition of the contribution of our employees and retention of a skilled
workforce.

Quiality-of-care improvements realized in other VVanguard partnerships include the following:

¢ Implementation and embedment of high reliability strategies modeled after other high
risk industries such as aviation and nuclear power, including:
o Error prevention training for leaders, physicians and staff
0 Detection and classification of safety events through the use of technology
0 Development, standardization and implementation of tools to support the high
reliability strategies.

e Implementation of a pressure ulcer prevention and management initiative resulted in a
significant reduction in the system hospital pressure ulcer rate over the past several
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years. The Health Care Advisory Board gave special recognition as a “Best Practice”
for this program and its resultant outcomes.

e Implementation of a company-wide fall prevention and management initiative. The
strategy for reduction of fall risk includes:
0 A standardized risk assessment tool
0 A plan of care model
o Identification of recognized national benchmarks to be utilized for performance
analysis

e Development of a method to identify, communicate and spread best practices across
the VVanguard system

e Development and implementation of an evidence-based model of care for the critical
care environments. This includes:
o0 Implementation of eICU technology in certain markets
o Clinical protocols and standards of care
0 Reduction of unnecessary clinical variance

e Development of a corporate-wide risk tool and guidelines to assist hospitals in the
prevention of hospital-acquired infections including the implementation of Theradoc,
a sophisticated software system providing infection prevention and pharmacy
surveillance

e Implementation of a hospitalist model of care based on evidence based practice

e Implementation of an Acute Coronary Syndrome initiative that has contributed to
improved clinical outcomes for patients with acute myocardial infarction

Vanguard has committed significant human and technological resources to quality and safety
as it believes that to be successful in the future, Vanguard must differentiate itself by
providing excellent clinical care in a safe environment. Vanguard’s goal is to create a highly
reliable experience for every patient, starting with safe, quality care. Patients and guests are
vulnerable; VVanguard’s job is to create an emotional connection, while delivering exceptional
care.

24. ldentify the Hospital’s ownership type(s) (e.g. Corporation, PC, LLC, etc.).

The Waterbury Hospital and Greater Waterbury Health Network, Inc. are both Connecticut
non-stock, 501(c)(3) corporations.

25. Provide the corporate organizational chart prior to and after the proposal and include
all affiliates.

Please refer to Exhibit 20.
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26.

217.

28.

29.

30.

Provide a list of owners and the percentages of ownership by each entity involved.

GWHN, through its successor community foundation, will own 20% of the equity interest in
the JV; Vanguard will own the remaining 80% equity interest.

Please provide the date on which Waterbury Hospital filed audited financial statements
with OHCA. GWHN may reference these statements in responding to questions.

GWHN’s most recent audited financial statements were submitted to OHCA on February 28,
2013.

List all funding or financing sources for the proposal and the dollar amount of each
source. Provide applicable details such as interest rate; term; monthly payment;
pledges and funds received to date; letter of interest or approval from a lending
institution.

Not applicable. This proposal is not an asset purchase.

Describe in detail how this proposal will affect the financial strength of the state’s
health care system and will be financially feasible.

Without the proposed Joint Venture, it is highly unlikely that GWHN will be able to provide
services beyond the next five years, leaving the community with an enormous hole in its
safety net. The Hospital has an aged out and inefficient physical plant, it lacks access to
capital, it has experienced declining reimbursement and increased material and personnel
costs, which will cause GWHN to experience operating losses that cannot be offset unless
GWHN enters into the proposed JV. For a more detailed discussion, please see Applicants’
response to Question 3.

Describe the utilization of existing facilities and health care services in the service area
of the Joint Venture.

In addition to the Hospital, two other acute care hospitals are located within the service area
of the Joint Venture: Saint Mary’s and Charlotte Hungerford Hospital (“Hungerford”). The
table below describes the services provided by each of the three acute care hospitals.
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HOSPITAL SERVICE LINES
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®Provided by a jointly held affiliate, The Harold Leever Regional Cancer Center

®Provided by Vitas

“Provided by Connecticut Children's Medical Center

Source: 2012 Statewide Health Care Facilities and Services Plan, Office of Health Care Access

The table below provides the most recent inpatient utilization statistics available for the

Hospital, Saint Mary’s and Hungerford.
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UTILIZATION STATISTICS FY2011 EXCLUDING NEWBORNS

WATERBURY

HOSPITAL SAINT MARY'S HUNGERFORD
PATIENT DAYS 56,643 53,814 26,634
DISCHARGES 11,800 11,626 6,144
AVERAGE DAILY CENSUS 155.2 147.4 73.0
AVERAGE LOS 4.8 4.6 4.3
STAFFED BEDS 181 172 78
% OCCUP. STAFFED BEDS 86% 86% 94%
AVAILABLE BEDS 248.0 174.0 109.0
% OCCUP. AVAIL. BEDS 63% 85% 67%
LICENSED BEDS 357 347 109
FTE’s 1,512.7 1,237.9 744.3

Source: OHCA Report 400

Complete outpatient utilization data is not publicly available in Connecticut. The following
tables provide an inventory of providers of outpatient services similar to those provided by
the Hospital. The source for all three tables is the 2012 OHCA Statewide Healthcare

Facilities and Services Plan.
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AMBULATORY SURGERY CENTERS

s [3 |z].
glz|a = 2zl 8
>l |2l |22 22|88 |5
3 8|E|8|8|2|3|8(3|2|5|3]-
Elgls|s|3|E|ls|s|lc|28|c|o |2
FACILITY CITY 5|6 |8|a|2|8|5|6|8 |z 8|58
Endosco_py Center of Northwest Torrington | x
Connecticut, LLC
Litchfield Hills Surgery Center Torrington X | X
IC\:IZrL]thez:'fult_:llfc\:/alley Endoscopy Waterbury | x
\C/:\/ea;]tferrpury Outpatient Surgery Waterbury X X
OUTPATIENT BEHAVIORAL HEALTH PROVIDERS
Name Town
Catholic Charities, Inc. Torrington
Catholic Charities, Inc. Waterbury
Catholic Charities, Inc. Waterbury
Central Naugatuck Valley HELP, Inc. Waterbury
Central Naugatuck Valley HELP, Inc. Torrington
Christian Counseling Connection Torrington
Community Health & Wellness Center of Greater Torrington Torrington
Community Health Center, Inc. Waterbury
Community Mental Health Affiliates, Inc. Torrington
Community Mental Health Affiliates, Inc. Waterbury
Connecticut Counseling Centers, Inc. Waterbury
Connecticut Junior Republic, Inc. Waterbury
Connecticut Renaissance, Inc. Waterbury
Family Intervention Center, Inc. Waterbury
Family Services of Greater Waterbury, Inc. Naugatuck
Family Services of Greater Waterbury, Inc. Waterbury
Life Source Center, Inc. Southington
McCall Foundation, Inc. Torrington
Midwestern Connecticut Council on Alcoholism, Inc Waterbury
Staywell Health Care, Inc. Waterbury
Wellmore, Inc. Waterbury
Wellspring Foundation, Inc. Bethlehem
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HOME HEALTH CARE AGENCIES

Name Town
Affinity Care Hospice, LLC Naugatuck
All About You Home Care Naugatuck
All Pointe Homecare, LLC Cheshire
Hamlett Health Services, LLC Waterbury
Huemanity Home Care of Connecticut, LLC Southington
Naugatuck Visiting Nurses Association Naugatuck
Quality Visiting Nurses, LLC Watertown
Synergy Home Health Cheshire
Vitas Healthcare Corporation Atlantic Middlebury
VNA Health at Home, Inc. Watertown

31. Provide evidence that this proposal will not result in an unnecessary duplication of

existing or approved health care services or facilities.

GWHN is well-established in the Greater Waterbury community. The Hospital was the first
hospital in the city of Waterbury and fourth in the state of Connecticut. After nearly a decade
of fund raising, the Hospital opened in January 1890 and has been in continuous operation
since then. The original home was in a Victorian mansion overlooking the city which was
replaced in 1902.

The proposed Joint Venture will permit the Hospital to continue to provide the same services

it has offered to the greater Waterbury community for more than 120 years.

facilities or services are proposed.

No new

32. Provide the current and projected population mix (based on the number of patients, not

based on revenue) for this proposal.

INPATIENT POPULATION EXCLUDING NEWBORNS:

PAYOR FY 2012 FY 2014 FY 2015 FY2016
Medicare 50.9% 57.3% 57.3% 57.3%
Medicaid 22.4% 19.2% 19.2% 19.2%
Champus 0.1% .04% .04% .04%
Total Government 73.4% 76.5% 76.5% 76.5%
Commercial 23.9% 21% 21% 21%
Uninsured 1.9% 1.1% 1.1% 1.1%
Workers Compensation 0.8% 1.4% 1.4% 1.4%
Total Non-Government 26.6% 23.5% 23.5% 23.5%
Total Payor Mix 100% 100% 100% 100%
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33.

34.

35.

OUTPATIENT POPULATION:

PAYOR FY 2012 FY 2014 FY 2015 FY2016
Medicare 37.5% 37.8% 37.8% 37.8%
Medicaid 23.1% 25.3% 25.3% 25.3%
Champus 0.2% .08% .08% .08%
Total Government 60.8% 63.1% 63.1% 63.1%
Commercial 34.8% 31.8% 31.8% 31.8%
Uninsured 3.6% 4.3% 4.3% 4.3%
Workers Compensation 0.8% 0.8% 0.8% 0.8%
Total Non-Government 39.2% 36.9% 36.9% 36.9%
Total Payor Mix 100% 100% 100% 100%

The JV will continue to serve the same patient population. Projected population mix is based
on the first four months of fiscal year 2013. Applicants do not anticipate any changes in
patient mix as a result of the Joint Venture.

Provide the assumptions used to project the patient population mix after the proposed
transfer of ownership.

The patient population mix above assumes that the Hospital will retain historic patient mix.
The patient mix will not change materially from historic experience as a result of the Joint
Venture.

Provide a summary of revenue, expense, and volume statistics for each entity as follows:

¢ Financial Attachment I(A) - GWHN without the CON project (note that the actual
results for the fiscal year reported in the first column must agree with GWHN
audited financial statements.);

e Financial Attachment I(B) - the Joint Venture with the CON project and
incremental to the CON project; and

e Financial Attachment I(C) - The Hospital without the CON project, incremental to
the CON project, and with the CON project (note that the actual results for the
fiscal year reported in the first column must agree with the Hospitals audited
financial statements).

Complete Financial Attachments IA through IC. The projections must include the first
three full fiscal years of the project.

Financial Attachments IA through IC are attached hereto as Exhibit 21.
Provide the assumptions utilized in developing Financial Attachments I (e.g., full-time
equivalents, volume statistics, other expenses, revenue and expense percentage

increases, project commencement of operations date, etc.).

All three Financial Attachments assume a project start date of October 1, 2013 with a fiscal
year of October 1 through September 30.
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FINANCIAL ATTACHMENT I(A) ASSUMPTIONS:

Financial Attachment 1(A) represents GWHN FY2012 Actual Results and projections for
FY2014 through FY2016 without the proposal. In the face of increasing expenses, declining
reimbursement and declining patient volume, Applicants expect GWHN to operate at a loss
without the Joint Venture beginning in FY2014.

REVENUE ASSUMPTIONS:
e Inpatient Revenue
o Inpatient volumes will decrease 2% each year regardless of payment source.
0 1% of non-government patients will shift to other Medical Assistance as a
result of healthcare reform.
0 Medicare rates are reduced 1.5% annually.
0 Medicaid rates are reduced 1% annually and do not include the Governor’s
proposed budget.
0 Non-government rates are increased 3% annually.
e OQutpatient Revenue
o Outpatient volumes will increase 2% each year regardless of payment source.
0 Medicare rates are reduced 1.5% annually.
0 Medicaid rates are reduced 1% annually and do not include the Governor’s
proposed budget.
o Non-government rates are increased 3% annually.
e Bad Debt as a percent of Net Revenue is increased by 0.1% annually for both
inpatient and outpatient cases.

EXPENSES:

e Salary and Fringe Benefits are increased 2% annually

e Supplies and drug expense cost per occupied bed are increased 1% annually.

e Professional/Contracted Services are decreased by $1 million in FY2014 for
transaction costs and then increased 1% annually.

e Other Operating Expense, Depreciation/Amortization and Interest are increased 1%
annually.

e FTEs are decreased to reflect the shift from inpatient services to outpatient services.

FINANCIAL ATTACHMENT I(B) ASSUMPTIONS:

Financial Attachment I(B) provides three full years of operation of the Joint Venture. Please
note that as the Joint Venture is a new company and has no historical performance, the
baseline budget of the entity without the CON is zero. Therefore, the “Incremental” columns
mirror the “Projected With CON” columns.  The fiscal year for the JV will be October 1
through September 30 and the first full year of the project is FY2014. Projections assume a
September 30, 2013 closing.

REVENUE:
e Applicants expect to experience a one-time decrease in revenue in the first year of the
JV as it completes the Change of Ownership process with CMS.
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36.

37.

38.

e Government reimbursement included the April 1, 2013 2% Sequestration cut.

e Payor mix will remain consistent with that projected in OHCA Financial Attachment
1(A).

e Volumes stabilize and show modest growth in FY2015 and FY2016 as physician
recruitment and enhanced ambulatory strategy take effect.

e Non-operating revenue is decreased year over year to reflect the phase out of
Meaningful Use incentive payments by FY2016.

EXPENSE:

e Purchased services are reduced to reflect insourcing of certain functions.

o Depreciation/Amortization and Interest expenses are reduced to reflect the retirement
of debt as a result of the JV terms.

e Average hourly rate for salaries are increased 2% year over year for non-union
employees and per the union contract for unionized employees.

e Supplies increase 2% year over year in step with volume increases.

e Inflation is fixed at 2%.

e Overall benefit and insurance expenses are reduced as a result of saving associated
with moving to Vanguard plans.

FINANCIAL ATTACHMENT I(C) ASSUMPTIONS:

Financial Attachment IC reflects the Joint Venture impact on the Hospital. Revenue and
Expense assumptions in the “without CON” columns are consistent with the assumptions
used in Financial Attachment I(A) above. Revenue and Expenses assumptions in the “with
CON?” columns are consistent with those used in Financial Attachment 1(B)above.

Explain any projected incremental losses from operations contained in the financial
projections that result from the implementation and operation of the CON proposal.

Not applicable.

As a result of the proposal, will there be any change to existing reimbursement
contracts between the Applicants and payers (e.g., Medicare, Medicaid, commercial)?
Explain.

The Joint Venture will need to complete a Change of Ownership process with the Centers for
Medicare and Medicaid Services.

Provide the specific amount and form of capital (e.g., money or property) that will be
contributed by GWHN and Vanguard to fund the total cost of the project.

This proposal does not involve an asset purchase. GWHN will contribute substantially all of
its assets to the JV and receive a 20% ownership interest in the JV. Vanguard will contribute
$25,282,000 to the JV and retain an 80% interest.
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39. Provide the percentages from the total capital contributions that will be utilized to
eliminate the Hospital’s debt, reduced pension liability and to fund capital projects and
other facility improvements.

This proposal does not involve an asset purchase. Vanguard has agreed to grant an equity
interest to GWHN and is contributing $45 million in exchange for GWHN’s contribution of
assets. Please refer to Applicants’ response to Question 3 regarding elimination of Hospital

liabilities.

NAME OF VALUE OF SHARING

MEMBER SHARING PERCENTAGE
PERCENTAGE

Greater Waterbury $17,320,000 20%

Health Network, Inc.

Vanguard $69,282,000 80%
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11.
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14.

15.

16.

17.

18.

19.

20.

21.

GREATER WATERBURY HEALTH NETWORK, INC.
&
VANGUARD HEALTH SYSTEMS, INC.

EXHIBITS TO CERTIFICATE OF NEED APPLICATION

FOR THEIR PROPOSED JOINT VENTURE

Contribution Agreement

Operating Agreement

Management Agreement

2007 Study

Kaufman Hall and PriceWaterhouseCoopers Reports
Confidential Information Memorandum

Letter of Intent

GWHN Diligence Request

Conflict of Interest Disclosures

Fairness Opinion Proposals

Fairness Opinion: Qualifications, Conflict Statement
Fairness Supporting Schedules

Gift Instruments

Analysis Gift List

Materials re: Other Proposals

Transition Plan

Charity and Uncompensated Care Policies

Excerpts from Form 990 re: Community Benefit
Curriculum Vitae

Organization Charts

Financial Attachments IA-IC
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VHS DRAFT 4/19/2013

CONTRIBUTION AGREEMENT
BY AND AMONG
GREATER WATERBURY HEALTH NETWORK, INC.,
VHS WATERBURY HEALTH SYSTEM, LLC,
VHS WATERBURY MANAGEMENT COMPANY, LLC
AND

VANGUARD HEALTH SYSTEMS, INC.
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CONTRIBUTION AGREEMENT

THIs CONTRIBUTION AGREEMENT (the “Agreement”) is made and entered into as of the

day of , 2013, by and among GREATER WATERBURY HEALTH

NETWORK, INC., a Connecticut non-stock corporation (“GWHN”), VHS WATERBURY HEALTH

SYSTEM, LLC, a Delaware limited liability company (the “Company”), VHS WATERBURY

MANAGEMENT COMPANY, LLC, a Delaware limited liability company (“VHS Sub”), and
VANGUARD HEALTH SYSTEMS, INC., a Delaware corporation (“VHS”).

RECITALS:

A. GWHN owns and operates The Waterbury Hospital, an acute care teaching
hospital having 357 licensed beds (the “Hospital”), together with various parking facilities,
medical office buildings, and other related health care assets located in and around Waterbury,
Connecticut (the Hospital and such other health care assets being collectively referred to as the
“Facilities”). For the avoidance of doubt, the parties hereby agree and acknowledge that the term
“Facilities” does not include the Partial Subsidiaries (as hereinafter defined) or any of the health
care facilities and assets owned by them.

B. The Company has been formed to own and operate, whether directly or indirectly,
health care assets and businesses such as the Facilities and the businesses conducted at and by
the Facilities. The Company owns or controls, directly or indirectly, the organizations listed on
Exhibit A attached hereto (individually, a “Company Entity” and collectively, the “Company
Entities”).

C. GWHN has agreed to convey (or cause to be conveyed) to the Company and/or
the Company Entities, as applicable, on the Closing Date (as defined in Section 3.1),
substantially all of the assets used in, necessary for, held in connection with, or otherwise arising
from or relating to the operation of the Facilities, subject to and in accordance with the terms and
conditions of this Agreement.

D. VHS Sub has agreed to contribute to the Company on the Closing Date Forty-
Five Million Dollars ($45,000,000), subject to and in accordance with the terms and conditions
of this Agreement.

E. VHS is a party to this Agreement for purposes of guaranteeing the obligations of
VHS Sub as set forth herein.

AGREEMENT:

Now, THEREFORE, for and in consideration of the premises, and the agreements,
covenants, representations, and warranties hereinafter set forth, and other good and valuable
consideration, the receipt and adequacy of which are forever acknowledged and confessed, the
parties hereto agree as follows:
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1. FORMATION OF THE COMPANY; AGREEMENT TO CONTRIBUTE.

1.1 Formation of the Company. On , 2013, the Company was
formed by VHS Sub in accordance with the Delaware Limited Liability Company Act (the
“Act”) pursuant to the Certificate of Formation and Operating Agreement attached hereto as
Exhibit B.

1.2 Agreement to Contribute.

(@) Subject to the terms and conditions of this Agreement, and in reliance
upon the representations, warranties, and covenants of VHS, VHS Sub, and the Company set
forth herein, on the Closing Date, GWHN shall convey (or cause to be conveyed) to the
Company the Assets (hereinafter defined), as described in Section 2.1 (the “GWHN Initial
Contribution”). Subject to the terms and conditions of this Agreement, and in reliance upon the
representations, warranties, and covenants of GWHN set forth herein, on the Closing Date, VHS
Sub shall contribute to the Company cash in an amount equal to eighty percent (80%) of the
Purchase Price (as defined in Section 1.2(b)) for the Assets minus twenty percent (20%) of the
Credited Expenses (the “VHS Sub Capital Contribution”). On the Closing Date, the Company
shall distribute the amount of the VHS Sub Capital Contribution in cash to GWHN.

(b) Subject to the terms and conditions of this Agreement, and in reliance
upon the representations, warranties, and covenants of VHS, VHS Sub, and the Company set
forth herein, the aggregate purchase price (the “Purchase Price”) for the transfer and delivery of
the Assets is Forty-Five Million Dollars ($45,000,000), plus the amount by which the net book
value of Net Working Capital of GWHN is greater than Six Million Eight Hundred Thousand
Dollars ($6,800,000) (“Target Net Working Capital”) or minus the amount by which the net
book value of Net Working Capital of GWHN is less than the Target Net Working Capital,
minus the agreed upon value of the asbestos abatement liability, the pension liability, the capital
lease obligations assumed pursuant to Section 2.3(d) and certain other liabilities assumed by the
Company as of the Closing.

(©) For the purposes of this Agreement, “Credited Expenses” shall mean all
third party fees and expenses reasonably incurred by VHS Sub or GWHN on behalf of the
Company for real estate title surveys and environmental, engineering and other inspections,
studies, tests, reviews and analyses undertaken by or on behalf of the Company for the benefit of
the Company, (ii) all real estate transfer Taxes and sales and use Taxes arising out of the transfer
of the Assets and (iii) the premium for the Company’s title insurance policies described in
Section 7.3.

1.3 Ownership Structure of the Company.  Prior to the Effective Time, the sole
member of the Company will be VHS Sub. Subject to the terms and conditions of this
Agreement, at the Closing (hereinafter defined), and after GWHN has contributed the GWHN
Initial Contribution and VHS Sub has contributed the VHS Sub Capital Contribution, GWHN
and VHS Sub shall enter into an Amended and Restated Operating Agreement, in the form
attached hereto as Exhibit C (the “LLC Agreement”), which will, among other things, provide
that the membership interest of VHS Sub in the Company shall be 80% and the membership
interest of GWHN in the Company shall be 20%.
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2. CONTRIBUTIONS TO THE COMPANY.

2.1  Assets. Subject to the terms and conditions of this Agreement, as of the Closing,
GWHN agrees to sell, convey, transfer, and deliver (or cause to be sold, conveyed, transferred,
and delivered) to the Company and the Company Entities all of the assets owned or used by
GWHN or its affiliates in connection with the operation of the Facilities, other than the Excluded
Assets, which contributed assets shall include, without limitation, the following (the “Assets”):

(@) all of the real property that is owned by GWHN and used in connection
with the operation of the Facilities, including, without limitation, the real property described in
Schedule 2.1(a), together with all buildings, improvements, and fixtures located thereupon, all
construction in progress, and all rights, privileges, and easements appurtenant thereto
(collectively, the “Owned Real Property™);

(b) all of the real property that is leased by GWHN and used in connection
with the operation of the Facilities, to the extent assignable or transferable, including, without
limitation, the real property described in Schedule 2.1(b) (collectively, the “Leased Real
Property”) (the Owned Real Property and the Leased Real Property are collectively referred to in
this Agreement as the “Real Property”);

(© all of the tangible personal property owned by GWHN or used in
connection with the operation of the Facilities, including, without limitation, all equipment,
furniture, fixtures, machinery, vehicles, office furnishings, and leasehold improvements, a
current list and the general location of which are set forth on Schedule 2.1(c) (collectively, the
“Personal Property”);

(d) all of GWHN’s rights, to the extent assignable or transferable, to all
licenses, provider numbers, permits, approvals, certificates of need, certificates of exemption,
franchises, accreditations and registrations, and other governmental licenses, permits, or
approvals issued or pending with respect to the development, ownership, and operation of the
Facilities (collectively, the “Licenses and Permits”), including, without limitation, the Licenses
and Permits described in Schedule 2.1(d);

(e) all of GWHN'’s stock, partnership, membership, or other ownership
interests, to the extent assignable or transferable, in each of the entities identified on Schedule
2.1(e), together with all minutes and other records relating to such entities that are in the
possession of GWHN as of the Closing Date;

() all of GWHN’s interest, to the extent assignable or transferable, in and to
all personal property leases with respect to the operation of the Facilities, including, without
limitation, the personal property leases listed on Schedule 2.1(f);

(9) all of GWHN’s interest, to the extent assignable or transferable, in and to
all commitments, contracts, leases, and agreements with respect to the operation of the Facilities
listed in Schedule 2.1(q), the leases relating to the Leased Real Property listed on Schedule
2.1(b) and all Immaterial Contracts not listed or described on Schedule 2.1(g), but specifically
excluding the Excluded Contracts (all such commitments, contracts, leases, and agreements,
collectively, the “Assumed Contracts”). For the purposes of this Agreement, “Immaterial
Contract” means any contract to which GWHN is a party that requires either the payment by
{W2235415}
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GWHN of $25,000 or less or the provision of goods or the performance of services by GWHN
having a value of $25,000 or less, in either case during the period from the date of this
Agreement until (i) if the contract is terminable at any time by GWHN without cause and
without financial penalty upon notice of 90 days or less, the date on which the contract would
terminate if GWHN was to give notice of termination on the date of this Agreement, or (ii) if the
contract is not terminable at any time by GWHN without cause and without financial penalty
upon notice of 90 days or less, the expiration of the term of the contract, provided that an
Immaterial Contract does not include any contract described on Schedule 4.18;

(h) all advance payments, prepayments, prepaid expenses, deposits, and the
like that were made with respect to the operation of the Facilities and have continuing value to
the Facilities as of the Closing Date, the current categories and amounts of which are set forth on
Schedule 2.1(h);

0] all usable inventories of supplies, drugs, food, janitorial and office
supplies, and other disposables and consumables located at the Facilities, or used with respect to
the operation of the Facilities (the term “usable” in this clause meaning non-obsolete and
consumable within the ordinary course of business of the Facilities, consistent with past
practices);

() to the extent transferable, all documents, records, operating manuals, files,
and computer software with respect to the operation of the Facilities, including, without
limitation, all patient records, medical records, employee records, financial records, equipment
records, construction plans and specifications, medical and administrative libraries, operating
manuals, proprietary manuals, marketing materials, policy and procedure manuals, files,
catalogs, data, and studies or analyses;

(k) all goodwill associated with the Facilities and the Assets;

M all Intellectual Property and the names, symbols, trade names, trademarks
and service marks (or variations thereof), and telephone numbers used with respect to the
operation of the Facilities, all goodwill associated therewith, and all applications and
registrations associated therewith;

(m)  the electronic funds transfer account of the Facilities (the “EFT Account”)
(other than any cash in such EFT Account at Closing, which shall be an Excluded Asset) and all
information necessary to access the EFT Account;

(n)  any current assets with respect to the operation of the Facilities that are not
otherwise specifically described above in this Section 2.1 and that are included in Net Working
Capital (hereinafter defined);

(0) all accounts, notes, interest, and other receivables of GWHN relating to
the Facilities (other than receivables from physicians), including, without limitation, those
certain accounts, notes, or other receivables listed on Schedule 2.1(0), and all claims, rights,
interests, and proceeds related thereto, including all accounts and other receivables,
disproportionate share payments, and all rights to receive funds relating to upper payment limits,
arising from the rendering of services to inpatients and outpatients at the Facilities, billed and
unbilled, recorded and unrecorded, for services provided by GWHN while owner of the Assets
{W2235415}
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whether payable by private pay patients, private insurance, third party payors, Medicare,
Medicaid, TRICARE, Blue Cross, or by any other source;

(p) to the extent assignable by GWHN, all warranties (express or implied) and
rights and claims assertable by (but not against) GWHN related to the Assets;

(o) the Facilities” website(s), together with the content therein, to the extent
transferrable and subject to any rights retained by GWHN in and to any trademarks, trade names,
trade dress, or similar intellectual property;

(9] all other property, other than the Excluded Assets, of every kind,
character, or description owned by GWHN and used or held for use in the Facilities or the
Assets, whether or not reflected on the financial statements, wherever located and whether or not
similar to the items specifically set forth above, and all other businesses and ventures owned by
GWHN in connection with the operations of the Facilities or the Assets;

(s) other than the claims set forth on Schedule 2.2(n), all rights, claims, and
choses in action of GWHN against third parties in respect of the operation of the Facilities with
respect to periods prior to the Effective Time, whether known or unknown, contingent or
otherwise, and any payments, awards, or other proceeds resulting therefrom;

) all insurance proceeds with respect to the Assets or the Assumed
Liabilities (including insurance proceeds received by GWHN or payable to GWHN and all
deductibles, copayments and self-insurance requirements payable by GWHN) arising in
connection with damage to the Assets occurring on or prior to the Closing Date, to the extent not
expended for the repair or restoration of the Assets; and

(u)  the interest of GWHN in all property of the foregoing types, arising or
acquired in the ordinary course of the business of GWHN in respect of the Facilities between the
date hereof and the Closing.

GWHN shall convey good and marketable title to the Assets and all parts thereof to the
Company and the Company Entities, free and clear of all claims, assessments, security interests,
liens, restrictions, and encumbrances, other than the Permitted Exceptions (hereinafter defined)
and the Assumed Liabilities (hereinafter defined).

2.2 Excluded Assets. Those assets of GWHN owned or used in connection with the
operation of the Facilities described below shall be retained by GWHN (collectively, the
“Excluded Assets”) and shall not be conveyed to the Company and the Company Entities:

(@) cash, cash equivalents, and short-term investments, including, without
limitation, cash in the EFT Account as of the Closing Date;

(b) board-designated, restricted, and trustee-held or escrowed funds (such as
funded depreciation, debt service reserves, self-insurance trusts, working capital trust assets, and
assets and investments restricted as to use), trusts related to employee benefits, amounts reserved
in connection with any unfunded Benefit Plans (hereinafter defined) listed in Section 4.12 that do
not have a trust, trusts related to self-insurance, donor-restricted assets, beneficial interests in
charitable trusts, and accrued earnings on all of the foregoing;

{W2235415}
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(© all intercompany receivables of GWHN with any of its Affiliates;

(d) any current assets of GWHN that are not included in Net Working Capital
(hereinafter defined);

(e) any asset that would revert to the employer upon the termination of any of
the Benefit Plans (as defined collectively in Section 4.12(a)), including assets representing a
surplus or overfunding of any such plans;

()] all rights to refunds, credits, deposits, prepayments, or the equivalent
owing to GWHN from any taxing authority with respect to periods prior to the Effective Time,
and the right to pursue appeals of same;

(s)] the taxpayer and other identification numbers, seals, minute books,
corporate records, and other documents relating to the organization, maintenance, and existence
of GWHN;

(h) all claims, rights, interests, and proceeds (whether received in cash or by
credit to amounts otherwise due to a third party) with respect to amounts overpaid with respect to
the Facilities to any third party with respect to periods prior to the Effective Time;

Q) all bank accounts relating to the Facilities, other than the EFT Account;

() all writings and other items that are protected from discovery by the
attorney-client privilege, the attorney work product doctrine, or any other cognizable privilege or
protection of GWHN;

(K) any cost report settlements in respect of cost report periods ended prior to
the Effective Time;

() any assets owned and provided by vendors of goods or services to the
Facilities, possession of which will be retained by the Facilities;

(m)  unclaimed property of any third party in respect of the operation of the
Facilities, including, without limitation, property that is subject to applicable escheat laws;

(n) all rights, claims, and choses in action of GWHN against third parties in
respect of the operation of the Facilities with respect to periods prior to the Effective Time
described on Schedule 2.2(n), and any payments, awards, or other proceeds resulting therefrom;

(o) all interests in, and assets related to, Children’s Center of Greater
Waterbury Health Network, Inc. and Health Alliance Insurance Company, Inc., including the
name Waterbury Hospital Foundation;

(p) all rights and interests of GWHN in and to the commitments, contracts,
leases, and agreements other than the Assumed Contracts, including the commitments, contracts,
leases and agreements set forth on Schedule 2.2(p) (collectively, the “Excluded Contracts”);

(a) all physician loans and receivables;
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() all insurance proceeds with respect to the Assets (including insurance
proceeds received by GWHN or payable to GWHN) arising in connection with damage to the
Assets occurring on or prior to the Closing Date, to the extent all damage to the Assets has been
repaired by GWHN;

(s) the portions of inventory, prepaid expenses and the like, and other Assets
disposed of, expended, or canceled, as the case may be, by the Facilities prior to the Effective
Time in the ordinary course of business; and

(® any other assets identified in Schedule 2.2(t).

2.3  Assumed Liabilities. In connection with the conveyance of the Assets to the
Company and the Company Entities, the Company and the Company Entities shall assume,
effective as of the Effective Time, the future payment and performance of the following
liabilities (the “Assumed Liabilities”) of GWHN in respect of the Facilities:

(@) all obligations accruing after the Effective Time with respect to the
Assumed Contracts or the Personal Property Leases;

(b) the trade accounts payable and current liabilities of the Facilities as of the
Effective Time, but only to the extent such accounts payable and current liabilities are included
in the calculation of Net Working Capital (hereinafter defined);

(c) obligations and liabilities as of the Effective Time in respect of accrued
paid time off benefits of employees of GWHN at the Facilities who are hired by VHS Sub as of
the Effective Time, and related taxes, but only to the extent such accrued paid time off benefits,
and related taxes, are included in Net Working Capital (hereinafter defined);

(d) the capital lease obligations set forth on Schedule 2.3(d);

(e) tax liabilities or obligations in respect of the Facilities and the Assets with
respect to periods commencing on or after the Effective Time, including any federal, state, local,
or foreign net income, gross income, gross receipts, windfall profit, severance, property,
production, sales, use, license, excise, franchise, employment, unemployment, payroll,
withholding, alternative or add on minimum, ad valorem, value added, transfer, stamp, or
environmental tax, escheat payments or any other tax, custom, duty, impost, levy, governmental
fee, or other like assessment or charge (together with any and all interest, penalties, additions to
tax, and additional amounts imposed with respect thereto) (collectively, “Taxes”); and

()] the liability for asbestos remediation to the extent reflected on the
Financial Statements; and

(9) any liability owed or due and owing with respect to periods on or after the
Effective Time with respect to any Benefit Plan listed on Schedule 2.3(q).

The Company shall not be liable for (i) any claims arising from GWHN’s assignment and the
Company Entities’ assumption of the Assumed Liabilities; (ii) uncured defaults in the
performance of the Assumed Liabilities for periods prior to the Effective Time; (iii) unpaid
amounts in respect of the Assumed Liabilities that are due as of the Effective Time (that are not
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reflected in Net Working Capital or on Schedule 2.3(d)); and/or (iv) rights or remedies claimed
by third parties under any of the Assumed Liabilities that broaden or vary the rights and remedies
such third parties would have had against GWHN and the Facilities if the sale and purchase of
the Assets were not to occur.

2.4 Excluded Liabilities. Except for the Assumed Liabilities, the Company and the
Company Entities shall not assume and under no circumstances shall the Company or the
Company Entities be obligated to pay or assume, and none of the assets of the Company and the
Company Entities shall be or become liable for or subject to, any liability, indebtedness,
commitment, or obligation of GWHN, whether known or unknown, fixed or contingent, recorded
or unrecorded, currently existing or hereafter arising or otherwise (collectively, the “Excluded
Liabilities”), including, without limitation, the following Excluded Liabilities:

(@) any debt, obligation, expense, or liability that is not an Assumed Liability;

(b) claims or potential claims for medical malpractice or general liability
relating to events asserted to have occurred prior to the Effective Time;

(c) those claims and obligations (if any) specified in Schedule 2.4 hereto;

(d) any liabilities or obligations associated with or arising out of any of the
Excluded Assets;

(e) liabilities or obligations associated with indebtedness for borrowed money
(other than capital lease obligations under any Assumed Contract);

U] liabilities and obligations of GWHN in respect of the Facilities with
respect to periods prior to the Effective Time arising under the terms of the Medicare, Medicaid,
CHAMPUS/TRICARE, Blue Cross, or other third party payor programs, and any liability arising
pursuant to the Medicare, Medicaid, CHAMPUS/TRICARE, Blue Cross, or any other third party
payor programs as a result of the consummation of any of the transactions contemplated under
this Agreement;

(g)  Taxes incurred by the Facilities with respect to periods prior to the
Effective Time (provided, however, that this clause (g) shall not apply to any and all Taxes
payable with respect to any employee benefits constituting Assumed Liabilities under Section
2.3(c) hereof and any Taxes constituting Assumed Liabilities under Section 2.3(e) hereof);

(h)  liability for any and all claims by or on behalf of employees of GWHN
relating to periods prior to the Effective Time, including, without limitation, liability for any
pension, profit sharing, deferred compensation, or any other employee health and welfare benefit
plans, liability for any EEOC claim, ADA claim, FMLA claim, wage and hour claim,
unemployment compensation claim, or workers’ compensation claim, and any liabilities or
obligations to former employees of GWHN under the Consolidated Omnibus Budget
Reconciliation Act of 1985, as amended (provided, however, that this clause (h) shall not apply
to any and all employee benefits constituting Assumed Liabilities under Section 2.3(c) hereof);

Q) any obligation or liability accruing, arising out of, or relating to any
federal, state, or local investigations of, or claims or actions against, GWHN, the Facilities, or
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any of their employees, medical staff, agents, vendors, or representatives with respect to acts or
omissions prior to the Effective Time;

()] any civil or criminal obligation or liability accruing, arising out of, or
relating to any acts or omissions of GWHN, its Affiliates, or their directors, officers, employees,
representatives, and agents claimed to violate any constitutional provision, statute, ordinance, or
other law, rule, regulation, interpretation, or order of any governmental entity arising out of acts
occurring before the Effective Time;

(k) liabilities or obligations arising as a result of any breach by GWHN or the
Facilities at any time of any Excluded Contract;

() liabilities or obligations arising out of any breach by GWHN or the
Facilities prior to the Effective Time of any Assumed Contract;

(m) any obligation or liability asserted under the federal Hill-Burton program
or other restricted grant and loan programs with respect to the ownership or operation of the
Facilities or the Assets;

(n) any debt, obligation, expense, or liability of GWHN arising out of or
incurred solely as a result of any transaction occurring after the Effective Time or for any
violation by GWHN of any law, regulation, or ordinance at any time (including, without
limitation, those pertaining to fraud, environmental, health care regulatory, and ERISA matters);

(0) all liabilities and obligations relating to any oral agreements, oral
contracts, or oral understandings, including those with any referral sources, including, but not
limited to, physicians, unless reduced to writing and expressly assumed as part of the Assumed
Contracts;

(p) any liability arising out of the act of assignment of any of the Assumed
Contracts to the Company Entities at the Closing; and

(o) the obligations and liabilities arising in connection with the Connecticut
Transfer Act, 22 Conn. Gen. Stat. § 134 et seq. (the “Transfer Act”), as set forth in Section
11.15.

2.5  Net Working Capital, Estimates, and Audits.

@) Net Working Capital. As used herein, the term “Net Working Capital”
shall mean the aggregate current assets of GWHN in respect of the Facilities conveyed to the
Company pursuant to Section 2.1 hereof (excluding those Excluded Assets that would otherwise
be included in current assets), minus the aggregate current liabilities of GWHN in respect of the
Facilities assumed by the Company pursuant to Section 2.3 hereof (excluding those Excluded
Liabilities that would otherwise be included in current liabilities), all as determined in
accordance with generally accepted accounting principles (“GAAP”), but in any case with
respect to the computation of Net Working Capital (i) the following being included in current
assets: usable prepaid expenses (excluding insurance-related prepaid expenses), usable
inventories and supplies (valued in accordance with Section 2.5(d)), patient accounts receivable
(net of allowances for contractual adjustments and uncollectibles based upon an evaluation of
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historical collections to gross revenues and discounted by ten percent (10%) for timing and cost
of collection), non-patient accounts receivable as agreed by the parties (but excluding physician
receivables), and other current assets as agreed by the parties, and (ii) the following being
included in current liabilities: accounts payable, accrued expenses (excluding sales tax payable,
items incurred but not recorded, and bank loans), accrued paid time off benefits and salary and
related taxes (for employees of GWHN at the Facilities who are hired by VHS Sub), and other
current liabilities as agreed by the parties. The parties agree that the Net Working Capital shall
exclude any unusual fluctuations and will reflect the normalized, recurring amount for the
Facilities.

(b) Estimates and Adjustments. At least five (5) business days prior to
Closing, (i) GWHN shall deliver to VHS Sub a reasonable estimate of Net Working Capital as of
the end of the most recently ended calendar month prior to the Closing Date for which financial
statements are available and containing reasonable detail and supporting documents showing the
derivation of such estimate and (ii) VHS Sub shall deliver to GWHN a reasonable estimate of the
amount of the Credited Expenses as of the Closing Date as well as reasonable supporting
documentation for this estimate. Subject to the mutual agreement of GWHN and VHS Sub, the
estimated Net Working Capital together with the principles, specifications, methodologies and
specific financial statement line items for determining the estimated Net Working Capital shall
be specified in Schedule 2.5 and shall be used for purposes of calculating any payments due
either from or to GWHN as of the Closing. Within ninety (90) days after the Closing, VHS Sub
shall deliver to GWHN its determination of (x) the Net Working Capital as of the Closing Date
(following the same principles, specifications, and methodologies used to determine the
estimated Net Working Capital as set forth on Schedule 2.5) and (y) the amount of Credited
Expenses. VHS Sub shall have full access to the financial books and records of GWHN
pertaining to the Facilities prior to, and for ninety (90) days following, the Closing, to confirm or
audit Net Working Capital computations. Should GWHN disagree with VHS Sub’s
determination of Net Working Capital or the amount of Credited Expenses, it shall notify VHS
Sub within sixty (60) days after VHS Sub’s delivery of its determination of Net Working Capital
and Credited Expenses. If GWHN and VHS Sub fail to agree within thirty (30) days after
GWHN’s delivery of notice of disagreement on the amount of Net Working Capital and/or
Credited Expenses, such disagreement shall be resolved in accordance with the procedure set
forth in Section 2.5(c). Within five (5) business days after determination of the actual Net
Working Capital and/or Credited Expenses as of the Closing Date, any increase from the
estimated Net Working Capital, and twenty percent (20%) of any decrease from the estimated
amount of Credited Expenses, shall be paid by VHS Sub to GWHN, and any decrease from the
estimated Net Working Capital, and twenty percent (20%) of any increase from the estimated
amount of Credited Expenses, shall be paid by GWHN to VHS Sub.

(© Dispute of Adjustments. In the event that GWHN and VHS Sub are not
able to agree on the actual Net Working Capital or Credited Expenses within thirty (30) days
after GWHN’s delivery of notice of disagreement, GWHN and VHS Sub each shall have the
right to require that such disputed determination be submitted to Deloitte LLP (or the appropriate
subsidiary thereof), or if Deloitte LLP (or the appropriate subsidiary thereof) is not available for
any reason or does not maintain its independent status, such other independent certified public
accounting firm upon which GWHN and VHS Sub may then mutually agree in writing (the
“Accounting Firm”) for computation or verification in accordance with the provisions of this
Agreement. The Accounting Firm shall review the matters in dispute and, acting as arbitrators,
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shall promptly decide the proper amounts of such disputed entries (which decision shall also
include a final calculation of Net Working Capital or Credited Expenses). The submission of the
disputed matter to the Accounting Firm shall be the exclusive remedy for resolving accounting
disputes relative to the determination of Net Working Capital and Credited Expenses. The
Accounting Firm’s determination shall be binding upon GWHN and VHS Sub. The Accounting
Firm’s fees and expenses shall be borne equally by GWHN and VHS Sub.

(d) Physical Inventory. If requested by VHS Sub at least ten (10) business
days prior to the Closing, GWHN shall cause a physical inventory to be taken of the usable
inventory and supplies on hand at the Facilities by either (i) employees or representatives of
GWHN at the Facilities or its Affiliates or (ii) an independent third party selected by GWHN, the
cost of which independent third party shall be borne by GWHN, as near in time as possible to the
Closing and with the results extended and adjusted through the Effective Time. It shall be in
GWHN’s sole discretion as to whether employees or representatives of GWHN at the Facilities
or an independent third party are used to conduct such physical inventory. GWHN shall permit
representatives or employees of VHS Sub to observe such inventory process. All inventory items
shall be valued at cost on a first-in first-out basis. The parties acknowledge that the inventory to
be taken pursuant to this Section 2.5(d) shall not be conducted until immediately prior to the
Closing and, as such, the results of such inventory may not be available until some time after the
Closing. Accordingly, the parties agree that for purposes of determining the estimated Net
Working Capital, inventory with respect to the operation of the Facilities shall be valued as
reflected by the latest available unaudited balance sheet of GWHN in respect of the Facilities if
the results of such inventory are not available. For purposes of determining the actual Net
Working Capital, inventory shall be valued as determined pursuant to this Section 2.5(d).

(e Prorations. Except as otherwise provided herein (for example, in the
determination of Net Working Capital) or as settled at Closing, within ninety (90) days after the
Closing Date, GWHN and the Company shall prorate as of the Closing Date any amounts that
become due and payable on and after the Closing Date, or that have been paid in advance by
either party prior to the Closing Date with respect to periods after the Closing Date, with respect
to (i) the Assumed Contracts, (ii) ad valorem taxes, if any, on the Assets (which shall be prorated
at the Closing), (iii) property taxes, if any, on the Assets (which shall be prorated at the Closing),
and (iv) all utilities servicing any of the Assets, including water, sewer, telephone, electricity,
and gas service. The parties shall cooperate to avoid, to the extent legally possible, the payment
of duplicate Taxes, and each party shall furnish, at the request of the other, proof of payment of
any Taxes or other documentation that is a prerequisite to avoid payment of duplicate Taxes.
Any such amounts that are not available within ninety (90) days after the Closing Date shall be
similarly prorated as soon as practicable thereafter.

2.6 Disclaimer of Warranties. Except as expressly set forth in the Closing
Documents, the Assets transferred to the Company and any Company Entities will be transferred
in their physical condition at the Effective Time, “AS IS, WHERE IS, AND WITH ALL
FAULTS AND NONCOMPLIANCE WITH LAWS,” and with respect to the Real Property,
land, buildings, and improvements, WITH NO WARRANTY OF HABITABILITY OR
FITNESS FOR HABITATION, and with respect to the physical condition of the Personal
Property and the inventory and supplies, WITH NO WARRANTIES, INCLUDING, WITHOUT
LIMITATION, THE WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE.
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3. CLOSING.

3.1  Closing. Subject to the satisfaction or waiver by the appropriate party of all of the
conditions precedent to Closing specified in Sections 8 and 9 hereof, the consummation of the
transactions contemplated by and described in this Agreement (the “Closing”) shall take place at
the offices of Carmody & Torrance LLP, 50 Leavenworth Street, Waterbury, Connecticut 06721,
at 10:00 a.m. local time, on or before , 2013, or on such other date or at such
other location as the parties may mutually designate in writing (the date of consummation is
referred to herein as the “Closing Date). The Closing shall be deemed to have occurred and to
be effective as between the parties as of 12:01 a.m., Eastern Time, on the day following the
Closing Date (the “Effective Time”).

3.2 Actions of GWHN at Closing. At the Closing and unless otherwise waived in
writing by VHS Sub and/or the Company, as applicable, GWHN shall deliver to VHS Sub and/or
the Company, as applicable, the following:

(@) Special Warranty Deed, fully executed by GWHN in recordable form,
conveying to the applicable Company Entity good and marketable fee title to the Owned Real
Property, and Assignment and Assumption of Leases, fully executed by GWHN in recordable
form, assigning to the applicable Company Entity leasehold title to the Leased Real Property, in
each case subject only to current taxes not yet due and payable as of the Closing Date and such
other covenants, conditions, restrictions, easements, and exceptions to title as are set forth on
Schedule 3.2(a) hereto (collectively, the “Permitted Exceptions”);

(b) A General Assignment, Conveyance, and Bill of Sale (the “Bill of Sale”),
fully executed by GWHN, conveying to the applicable Company Entity good and marketable
title to all tangible assets that are a part of the Assets and valid title to all intangible assets that
are a part of the Assets, free and clear of all liabilities, claims, liens, security interests, and
restrictions other than the Assumed Liabilities and the Permitted Exceptions;

(c) An Assignment and Assumption Agreement (the “Assignment and
Assumption Agreement”), fully executed by GWHN, conveying to the applicable Company
Entity GWHN?’s interest in the Assumed Contracts;

(d)  All instruments, documents, and affidavits required by the Title Company
(as defined in Section 7.3) to issue the Title Policy (as defined in Section 7.3) as described in and
provided by Section 7.3 hereof that are consistent with the Connecticut Standards of Title;

(e) The LLC Agreement in substantially the form of Exhibit C attached
hereto, fully executed by GWHN;

() Copies of resolutions duly adopted by the Board of Directors of GWHN,
authorizing and approving the performance of the transactions contemplated hereby and the
execution and delivery of this Agreement and the documents described herein, certified as true
and of full force as of the Closing, by the appropriate officers or other representatives of GWHN;

(9) A certificate of the President or a Vice President of GWHN certifying that
each covenant and agreement of GWHN to be performed prior to or as of the Closing pursuant to
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this Agreement has been performed and each representation and warranty of GWHN is true and
correct on the Closing Date, as if made on and as of the Closing;

(h) Certificates of incumbency for the officers or representatives of GWHN
executing this Agreement and any other agreements or instruments contemplated herein or
making certifications for the Closing, dated as of the Closing Date;

Q) Certificates of existence of GWHN from the state in which it is
incorporated, dated the most recent practical date prior to the Closing;

() The opinion of counsel to GWHN as provided by Section 8.6 hereof;

(K) All Certificates of Title and other documents evidencing an ownership
interest conveyed as part of the Assets;

0] An affidavit stating that GWHN is not a “foreign person” as defined in
Section 1445(f)(3) of the Code, as amended,

(m)  All necessary state and local real estate conveyance tax forms duly
executed by GWHN;

(n) Final execution copy of the Transfer Act Form Il and Environmental
Condition Assessment Form (“ECAF”) with a $3,000 filing fee, as more fully described in
Section 11.15; and

(o) Such other instruments and documents as VHS Sub and/or the Company
reasonably deems necessary to effect the transactions contemplated hereby.

3.3  Actions of VHS and VHS Sub at Closing. At the Closing and unless otherwise
waived in writing by GWHN and/or the Company, as applicable, VHS or VHS Sub, as
applicable, shall deliver to GWHN and/or the Company, as applicable, the following:

@) To the Company from VHS Sub, the VHS Sub Capital Contribution;

(b) The LLC Agreement in substantially the form of Exhibit C attached
hereto, fully executed by VHS Sub;

(© The management services agreement (the “Management Services
Agreement”) in the form mutually agreed to by the parties, fully executed by VHS Sub or an
Affiliate thereof, pursuant to which VHS Sub or such Affiliate shall agree to provide certain
financial, technical, managerial, and administrative support services for the Facilities and the
Company, including management of the day to day operations of the Facilities;

(d) The credit agreement (the “Credit Agreement”) in the form mutually
agreed to by the parties, fully executed by an Affiliate of VHS Sub, pursuant to which the
Affiliate of VHS Sub will make available to the Company a revolving line of credit;

(e) Copies of resolutions duly adopted by the Board of Directors of each of
VHS Sub and VHS authorizing and approving the performance of the transactions contemplated

hereby and the execution and delivery of this Agreement and the documents described herein,
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certified as true and in full force as of the Closing, by the appropriate officers of VHS Sub and
VHS, respectively;

() A certificate of the President or a Vice President of each of VHS and VHS
Sub certifying that each covenant and agreement of VHS or VHS Sub, as applicable, to be
performed prior to or as of the Closing pursuant to this Agreement has been performed and each
representation and warranty of VHS or VHS Sub, as applicable, is true and correct on the
Closing Date, as if made on and as of the Closing;

(@) A certificate of incumbency for the respective officers of VHS Sub and
VHS executing this Agreement and any other agreements or instruments contemplated herein or
making certifications for the Closing, dated as of the Closing Date;

(h) Certificates of existence and good standing of VHS Sub and VHS from the
state in which each is formed or incorporated, dated the most recent practical date prior to
Closing;

Q) The opinion of counsel to VHS and VHS Sub as provided by Section 9.5
hereof; and

() Such other instruments and documents as GWHN and/or the Company
reasonably deems necessary to effect the transactions contemplated hereby.

3.4 Actions of the Company at Closing. At the Closing and unless otherwise waived
in writing by GWHN and/or VHS Sub, as applicable, the Company shall deliver to GWHN
and/or VHS Sub, as applicable, the following:

@) The Bill of Sale, fully executed by the Company, accepting from GWHN
or other applicable entity title to all tangible and intangible assets that are part of the Assets;

(b) The Assignment and Assumption Agreement, fully executed by the
Company, pursuant to which the Company shall assume the future performance of the Assumed
Contracts as herein provided,;

(© The LLC Agreement in substantially the form of Exhibit C attached hereto
fully executed by the Company;

(d) The Management Services Agreement, fully executed by the Company;
(e) The Credit Agreement, fully executed by the Company;

U] Copies of resolutions duly adopted by the Board of Directors of the
Company, authorizing and approving the performance of the transactions contemplated hereby
and the execution and delivery of this Agreement and the documents described herein, certified
as true and of full force as of the Closing, by the appropriate officers or representatives of the
Company;
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(9) Certificates of an officer of the Company, certifying that each covenant
and agreement of the Company to be performed prior to or as of the Closing pursuant to this
Agreement has been performed;

(h) Certificates of incumbency for the respective officers of the Company
executing this Agreement and any other agreements or instruments contemplated herein or
making certifications for the Closing dated as of the Closing Date;

Q) Certificates of existence of the Company from the State of Connecticut,
dated the most recent practical date prior to Closing; and

() Such other instruments and documents as GWHN and/or VHS Sub
reasonably deems necessary to effect the transactions contemplated hereby.

4. REPRESENTATIONS AND WARRANTIES OF GWHN. As of the date hereof, and, when
read in light of any Schedules that have been updated in accordance with the provisions of
Section 13.1 hereof, as of the Closing Date, GWHN represents and warrants to VHS Sub and the
Company the following:

4.1  Existence and Capacity. GWHN is a non-stock corporation, duly organized and
validly existing under the laws of the State of Connecticut. GWHN has the requisite power and
authority to enter into this Agreement, to perform its obligations hereunder, and to conduct its
business as now being conducted. GWHN is not licensed, qualified or admitted to do business in
any jurisdiction other than the State of Connecticut and there is no other jurisdiction in which the
ownership, use or leasing of GWHN’s assets or properties, or the conduct or nature of its
business, makes such licensing, qualification or admission necessary.

4.2 Powers; Consents; Absence of Conflicts With Other Agreements, Etc. The
execution, delivery, and performance by GWHN of this Agreement and all other agreements
referenced herein, or ancillary hereto, to which it is a party, and the consummation by GWHN of
the transactions contemplated by this Agreement and the documents described herein, as
applicable:

(@) are within its corporate powers, are not in contravention of law or of the
terms of its organizational documents, and have been duly authorized by all appropriate
corporate action;

(b) except as provided in Sections 6.4 and 6.5 below, do not require any
approval or consent of, or filing with, any governmental agency or authority bearing on the
validity of this Agreement that is required by law or the regulations of any such agency or
authority;

(c) except as set forth in Schedule 4.2(c), will neither conflict with, nor result
in any breach or contravention of, or the creation of any lien, charge, or encumbrance under, or
permit the acceleration of the maturity of, any indenture, agreement, lease, instrument, or
understanding to which it is a party or by which it is bound, except for such breaches or
contraventions that may result from the failure to obtain the consent of the counterparty thereto
in connection with the assignment of any Assumed Contract to the Company and for which
GWHN remains liable;
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(d) will not violate any material statute, law, rule, or regulation of any
governmental authority to which it or the Assets may be subject; and

(e) will not violate any judgment, decree, writ, or injunction of any court or
governmental authority to which it or the Assets may be subject.

4.3  Binding Agreement. This Agreement and all the other Closing Documents are
and will constitute the valid and legally binding obligations of GWHN, and are and will be
enforceable against it in accordance with the respective terms hereof or thereof.

4.4  Financial Statements. GWHN has delivered to VHS Sub copies of the following
financial statements in respect of the Facilities (collectively, the “Financial Statements™), which
Financial Statements are maintained on an accrual basis, and copies of which are attached hereto
as Schedule 4.4:

(@) Unaudited Balance Sheet dated as of , 2013 (the
“Balance Sheet Date”);

(b) Unaudited Income Statement for the -month period ended on
the Balance Sheet Date; and

(c) Audited Balance Sheets, Income Statements, and Statements of Cash
Flows for the fiscal years ended September 30, 2010, 2011, and 2012,

Such unaudited Financial Statements conform to GAAP consistently applied, except as set forth
on Schedule 4.4. Such audited Financial Statements have been prepared in accordance with
GAAP, applied on a consistent basis throughout the periods indicated. Such Balance Sheets
present fairly the financial condition of GWHN with respect to the Facilities as of the dates
indicated thereon, and such Income Statements present fairly the results of operations of GWHN
with respect to the Facilities for the periods indicated thereon. Except and to the extent accrued
or disclosed in the Financial Statements, GWHN does not have any liabilities or obligations of
any nature whatsoever with respect to the Facilities or the Assets, due or to become due, accrued,
absolute, contingent or otherwise, that are required by GAAP to be accrued or disclosed in
audited financial statements, except for liabilities and obligations incurred in the ordinary course
of business and consistent with past practice since the Balance Sheet Date, and none of which
could reasonably be expected to result, individually or in the aggregate, in a Material Adverse
Effect.

45  Certain Post-Balance Sheet Results. Except as set forth in Schedule 4.5 hereto,
with respect to GWHN or its wholly owned subsidiaries, since the Balance Sheet Date there has
not been any:

(@) material damage, destruction, or loss (whether or not covered by
insurance) affecting the Facilities or the Assets;

(b) material adverse change in the condition, financial or otherwise, of the
Assets, the business or prospects of the Facilities, or the results of operations of the Facilities;
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(© threatened employee strike, material work stoppage, or material labor
dispute pertaining to the Facilities;

(d) sale, assignment, transfer, or disposition of any item of property, plant, or
equipment included in the Assets and having a net book value in excess of Seventy-Five
Thousand Dollars ($75,000) (other than supplies), except in the ordinary course of business with
comparable replacement thereof;

(e) sale, factor or disposition of, or agreement to sell, factor or dispose of, any
accounts receivable;

()] any general increase in the compensation payable to any of its or their
employees or independent contractors or any increase in, or institution of, any bonus, severance,
insurance, pension, profit-sharing or other employee benefit plan, remuneration, or arrangements
made to, for, or with such employees;

(9) dividend, distribution, or extraordinary payment;

(h)  change in the composition of the medical staff of the Facilities, other than
normal turnover occurring in the ordinary course of business;

Q) change in the rates charged by the Facilities for their services, other than
those made in the ordinary course of business;

() adjustment or write-off of accounts receivable or reduction in reserves for
accounts receivable outside the ordinary course of business;

(k) change in the accounting methods or practices, other than those required
by any changes in GAAP, or change in depreciation or amortization policies;

() encumbrance or lien that has been imposed on any of the Assets;

(m)  cancellation or waiver of any material rights in respect of the Assets,
except in the ordinary course of business;

(n)  other than compensation paid in the ordinary course of employment, sale
of any Assets to, or execution of any contract or agreement with, any officer, director or trustee
of GWHN, or with any Affiliate of any such person or entity;

(o) payment or agreement to pay to any person, entity or government agency
or authority any damages, fines, penalties or other amounts in excess of $25,000 individually or
$100,000 in the aggregate in respect of an actual or alleged violation of any legal requirement; or

(p) transaction outside the ordinary course of business.

4.6  Licenses. Each of the Facilities is duly licensed pursuant to the applicable laws of
the State of Connecticut. The pharmacies, laboratories, and all other ancillary departments
located at the Facilities or operated for the benefit of the Facilities that are required to be
specially licensed are duly licensed by the Connecticut Department of Public Health or other

appropriate licensing agency (the “State Health Agency”). GWHN and its wholly owned
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subsidiaries have all other material licenses, registrations, permits, and approvals that are needed
or required by law to operate the business related to or affecting the Facilities or any ancillary
services related thereto. GWHN has delivered to VHS Sub an accurate list and summary
description (Schedule 4.6) of all such licenses, registrations, and permits and of all other
franchises, certificates of need, and certificate of need applications owned or held by GWHN
relating to the ownership, development, or operation of the Facilities or the Assets, all of which
are now and as of the Closing shall be in good standing, except as disclosed on Schedule 4.6.
GWHN and its wholly owned subsidiaries have not received any written notice from any
governmental authority relating to the threatened, pending or possible revocation, termination,
suspension or limitation of any licenses, registrations, certificates of need and permits relating to
the Facilities.

4.7 Medicare Participation/Accreditation. The Hospital is qualified for participation
in the Medicare, Medicaid, and CHAMPUS programs, has a current and valid provider contract
with such programs, is in compliance with the conditions of participation in such programs, and
has received all approvals or qualifications necessary for capital reimbursement for the Hospital.
The Hospital is duly accredited, with no contingencies, by The Joint Commission (the “Joint
Commission”) for the three (3) year period set forth on Schedule 4.7. A copy of the most recent
accreditation letter from The Joint Commission pertaining to the Hospital has been made
available to VHS Sub. The billing practices employed by the Facilities with respect to all third
party payors, including the Medicare, Medicaid, and CHAMPUS programs and private
insurance companies, have been in compliance in all material respects with all applicable laws,
regulations, and policies of the Medicare, Medicaid, and CHAMPUS programs and such private
insurance companies. Neither GWHN nor its wholly owned subsidiaries has billed or received
any payment or reimbursement from any such payors in excess of amounts allowed by law.
Neither GWHN nor any of its Affiliates, officers, directors, managing employees, or controlling
shareholders is excluded from participation in the Medicare, Medicaid, or CHAMPUS programs,
nor has GWHN or any of its wholly owned subsidiaries received any notice that any such
exclusion is threatened. Except as set forth in a writing delivered by GWHN to VHS Sub that
specifically makes reference to this Section 4.7 or as set forth on Schedule 4.7, neither GWHN
nor its wholly owned subsidiaries has received any notice from any of the Medicare, Medicaid,
or CHAMPUS programs or any other third party payor programs of any pending or threatened
investigations or surveys, and, to the Knowledge of GWHN, no such investigations or surveys
are pending, threatened, or imminent. GWHN has registered with the QNet Exchange (“QNet”)
as required by The Centers for Medicare and Medicaid Services (“CMS”) under its Hospital
Quiality Initiative Program (the “HQI Program”). GWHN has submitted all quality data required
under the HQI Program to CMS or its agent, and all quality data required under the ORY X Core
Measure Performance Measurement System (“ORYX”) to The Joint Commission, for all
calendar quarters concluded prior to the date of this Agreement, except for any quarter for which
the respective reporting deadlines have not yet expired. All such submissions of quality data
have been made in accordance with applicable reporting deadlines and in the form and manner
required by CMS and The Joint Commission, respectively. GWHN has not received notice of
any reduction in reimbursement under the Medicare program resulting from its failure to report
quality data to CMS or its agent as required under the HQI Program. GWHN has provided VHS
Sub with the HQI Program “validation results” for all calendar quarters concluded prior to the
date of this Agreement, except for any quarter for which the respective reporting deadlines have
not yet expired.
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4.8  Regulatory Compliance. Except as set forth in a writing delivered by GWHN to
VHS Sub that specifically makes reference to this Section 4.8 or as set forth on Schedule 4.8, the
operations of the Facilities are in compliance in all material respects with all applicable statutes,
rules, regulations, and requirements of the Government Entities having jurisdiction over the
Facilities and the operations of the Facilities or their related ancillary services. As used herein,
“Government Entity” means any government or any agency, bureau, board, directorate,
commission, court, department, official, political subdivision, tribunal, or other instrumentality
of any government, whether federal, state, or local. GWHN and its wholly owned subsidiaries
have timely filed all reports, data, and other information required to be filed with any
Government Entity. Neither GWHN nor its wholly owned subsidiaries nor, to the Knowledge of
GWHN, any of its officers, directors, agents, or employees has committed a violation of federal
or state laws regulating health care fraud, including but not limited to the federal Anti-Kickback
Law, 42 U.S.C. 81320a-7b, the Stark Laws, 42 U.S.C. 81395nn, as amended, and the False
Claims Act, 31 U.S.C. 83729, et seq. GWHN and its wholly owned subsidiaries are in
compliance in all material respects with the administrative simplification provisions required
under the Health Insurance Portability and Accountability Act of 1996, as amended (“HIPAA”),
including the electronic data interchange regulations and the health care privacy regulations.
GWHN and its wholly owned subsidiaries have not received notice of any claim or investigation
alleging or based upon an alleged material violation of any legal requirements.

4.9  Equipment. GWHN has delivered to VHS Sub a fixed asset listing and
depreciation schedule as of the Balance Sheet Date (Schedule 4.9) that takes into consideration
all the equipment associated with, or constituting any part of, the Facilities and the Assets. Since
the Balance Sheet Date, neither GWHN nor its wholly owned subsidiaries has sold or otherwise
disposed of any item of equipment having a net book value in excess of Seventy-Five Thousand
Dollars ($75,000) associated with, or constituting any part of, the Facilities and the Assets,
except in the ordinary course of business or unless replaced by comparable replacement
equipment. All major items of equipment are useable for their intended purpose in the ordinary
course of business and are in working condition, subject to reasonable wear and tear.

4.10 Real Property. GWHN or its wholly owned subsidiary, as applicable, owns good
and marketable fee simple and/or leasehold title, as the case may be, to the Real Property,
together with all buildings, improvements, and component parts thereon and all appurtenances
and rights thereto. The Real Property will be conveyed to the Company Entities free and clear of
any and all liens, encumbrances, or other restrictions except the Permitted Exceptions. With
respect to the Real Property, except as set forth in Schedule 4.10:

(@) Neither GWHN nor any wholly owned subsidiary has received during the
past five (5) years written notice of a violation of any applicable ordinance or other law, order,
regulation, or requirement;

(b) The Owned Real Property and its operation are in compliance in all
material respects with all applicable zoning ordinances, and the consummation of the
transactions contemplated herein will not result in a violation of any applicable zoning ordinance
or the termination of any applicable zoning variance now existing, and the buildings and
improvements constituting the Real Property comply in all material respects with all building
codes;
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(© The Owned Real Property is subject to no easements, restrictions,
ordinances, or other limitations on title that could make such property unusable for its current use
or the title uninsurable or unmarketable or that materially restrict or impair the use,
marketability, or insurability of the Real Property other than the Permitted Exceptions;

(d) To the Knowledge of GWHN, all of the Owned Real Property currently in
use for the operations of the Facilities is in compliance in all material respects with the
applicable provisions of the Rehabilitation Act of 1973, Title Ill of the Americans with
Disabilities Act, and the provisions of any comparable state statute relative to accessibility (these
laws are referred to, collectively, as the “Accessibility Laws”), and there is no pending, noticed,
or, to the Knowledge of GWHN, threatened litigation, administrative action, or complaint
(whether from a state, federal, or local government or from any other person, group, or entity)
relating to compliance of any of the Owned Real Property with the Accessibility Laws;

(e There are no tenants or other persons or entities occupying any space in
the Owned Real Property other than pursuant to tenant leases described in Schedule 4.10, and no
tenants have paid rent in advance for more than one month and no rebate, concession,
improvement credit or other tenant allowance of any nature is owed to any tenant, nor is any
landlord improvement work required, except as disclosed in Schedule 4.10;

()] All material obligations of GWHN or any wholly owned subsidiary as
landlord required to be performed under each of the tenant leases have been performed,;

(0) Attached to Schedule 4.10 is a “rent roll” that sets forth for those leases
where GWHN or any wholly owned subsidiary in respect of the Facilities is landlord: (i) the
names of then current tenants; (ii) the rental payments for the then current month under each of
the leases; (iii) a list of all then delinquent rental payments; (iv) a list of all concessions granted
to tenants; (v) a list of all tenant deposits and a description of any application thereof, and (vi) a
list of all uncured material defaults under the leases known to GWHN;

(h) GWHN or any wholly owned subsidiary has not received written notice of
condemnation or of any special assessment relating to any part of the Real Property, of any
existing or proposed plans to modify or realign any street or highway, or any existing or
proposed eminent domain proceeding by any Government Entity that would result in the taking
of all or any part of the Real Property or that would adversely affect the current use of any part of
the Real Property;

Q) To the Knowledge of GWHN, all permanent certificates of occupancy and
all other material licenses, permits, authorizations, consents, certificates, and approvals required
by all governmental authorities having jurisdiction and the requisite certificates of the local
board of fire underwriters (or other body exercising similar functions) have been issued for the
Owned Real Property (and all individual items constituting the Owned Real Property) for their
current uses, have been paid for, are in full force and effect, and will not be invalidated, violated,
or otherwise adversely affected by the transfer of the Owned Real Property to the Company
Entities; and

() To the Knowledge of GWHN, water, sanitary sewer, storm sewer,
drainage, electric, telephone, gas, and other public utility systems are available to the Real

Property, as currently developed, and are directly connected to the lines and/or other facilities of
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the respective public authorities or utility companies providing such services or accepting such
discharge, either adjacent to the Real Property or through easements or rights of way appurtenant
to and forming a party of the Real Property; and, with respect to the Owned Real Property, to the
Knowledge of GWHN, such easements or rights-of-way have been fully granted, all charges
therefor have been fully paid by GWHN or its wholly owned subsidiaries, and all charges for the
aforesaid utility systems and the connection of the Owned Real Property to such systems,
including without limitation connections fees, “tie-in” charges, and other charges now or
hereafter to become due and payable, have been fully paid by GWHN or its wholly owned
subsidiaries; and the water and sanitary sewer service described above is supplied by public
authority.

4.11 Title. Except as provided in Schedule 4.11, GWHN or its wholly owned
subsidiary, as applicable, owns good, valid, and marketable title to all of the Assets, subject to no
mortgage, lien, pledge, security interest, conditional sales agreement, right of first refusal,
option, restriction, liability, encumbrance, or charge other than the Permitted Exceptions and the
Assumed Liabilities.

4.12 Employee Benefit Plans.

@) Schedule 4.12 contains a list of all benefit plans maintained by GWHN
within the last five (5) years with respect to its employees (whether tax-qualified or nonqualified,
currently effective or terminated, written or unwritten) including, without limitation, any of the
following:

0] employee pension benefit plan (as defined in Section 3(2) of the
Employee Retirement Income Security Act of 1974, as amended (“ERISA”)), including, without
limitation, any pension, profit-sharing, or stock bonus plan (as described in Section 401(a) of the
Internal Revenue Code of 1986, as amended (“Code”), and related provisions thereof), defined
benefit plan or defined contribution plan (as defined in ERISA Sections 3(34) and 3(35)),
governmental plan, or church plan;

(i) annuity contracts purchased by GWHN for its employees at the
Facilities in accordance with Code Section 403(b) including, without limitation, any group
annuity contracts, individual annuity contracts, and custodial account arrangements under Code
Section 403(b)(7), regardless of whether contributions are made to such annuity contracts on a
pre-tax or after-tax basis;

(iii))  employee welfare benefit plan (as defined in ERISA Section 3(1))
including, without limitation, any health (including, without limitation, medical, dental, or
vision) plan, life-insurance plan, death benefit plan, short-term disability plan, long-term
disability plan, accident plan, accidental death and dismemberment plan, long-term care plan, or
employee assistance plan;

(iv)  fringe benefit plan, including, without limitation, any specified
fringe benefit plan (as defined in Code Section 6039D), cafeteria plan, or tuition assistance plan;

(V) executive compensation or incentive plan, including, without
limitation, any bonus plan, incentive-compensation plan, deferred-compensation plan, non-
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qualified profit-sharing plan, stock-option plan, stock-appreciation-right plan, stock-bonus plan,
stock-purchase plan, employee-stock-ownership plan, or savings plan;

(vi)  post-termination benefits plan including, without limitation, any
severance plan, change-in-control plan, supplemental-unemployment plan, layoff plan, salary-
continuation plan, or non-qualified retirement plan; or

(vii)  vacation, holiday, sick-leave, paid-time-off, or other employee
compensation plan, procedure, program, payroll practice, policy, agreement, commitment,
contract, or understanding;

and any such plan or other arrangement that (i) is maintained or contributed to by GWHN or any
other corporation or trade or business controlled by, controlling, or under common control with
GWHN (within the meaning of Code Section 414 or ERISA Sections 4001(a)(14) or 4001(b))
(“ERISA Affiliate™), or with respect to which GWHN or any ERISA Affiliate has or may have
any liability; or (ii) provides benefits, or describes a plan, procedure, program, payroll practice,
policy, agreement, commitment, contract, or understanding applicable to any current or former
director, officer, employee, or individual service provider of GWHN or any ERISA Affiliate, or
the dependents of any thereof, regardless of how (or whether) liabilities for the provision of
benefits are accrued or assets are acquired or dedicated with respect to the funding thereof. All
such plans or arrangements that are set forth on Schedule 4.12 are referred to hereinafter
collectively as the “Benefit Plans.”

(b) GWHN has delivered to VHS Sub accurate and complete copies of (i) the
current documents comprising each Benefit Plan (or, with respect to any Benefit Plan that is
unwritten, a detailed written description thereof); (ii) all current trust agreements or other
funding instruments related to each Benefit Plans, if any; (iii) all formal rulings, letters, and
opinions regarding each Benefit Plan from the Internal Revenue Service (“IRS”), the U.S.
Department of Labor (“DOL”), Pension Benefit Guaranty Association (“PBGC”), or any other
governmental body that pertain to each Benefit Plan that have been issued within the last three
(3) years and any open requests therefor; (iv) the annual reports filed with any governmental
body with respect to each Benefit Plan during the current year and each of the three (3)
preceding years, if any; (v) all current contracts with third-party administrators, consultants, and
other independent contractors that relate to each Benefit Plan; (vi) all current summary plan
descriptions, summaries of material modifications and memoranda, and other written
communications regarding each Benefit Plan currently in effect, if applicable; and (vii)
documents evidencing compliance with the privacy requirements under HIPAA relating to each
Benefit Plan, as to which such requirements apply.

(c) Except as provided on Schedule 4.12:

(1 Each Benefit Plan (and related trust, insurance contract or fund)
complies in form and in operation in all material respects with all applicable legal requirements,
and has been administered and operated in all material respects in accordance with the terms of
the Benefit Plan and applicable legal requirements;

(i) Neither GWHN nor any ERISA Affiliate has any material liability
under any Benefit Plan for which the Company has or will have any liability (other than liability

for any regular annual contributions required under such Benefit Plans), contingent or otherwise,
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under Titles I or IV of ERISA or the Code, including, without limitation, any liability with
respect to any “multiemployer plan” (as defined in ERISA Sections 3(37)(A) or Section
4001(a)(3) or Code Section 414(f) ("Multiemployer Plan™), multiple employer plan (as described
in Code Section 413(c)), or “single-employer plan” (as defined in ERISA Section 4001(a)(15)),
whether or not terminated; self-insured or self-funded “multiple employer welfare arrangement”
as such term is defined in ERISA Section 3(40); prohibited transaction (pursuant to Code Section
4975 or ERISA Section 406) with any Benefit Plan that is not subject to an exemption under
Code Section 4975 or ERISA Section 408 or the regulations thereto; excise tax or penalty
imposed under ERISA or the Code with respect to any Benefit Plan; or breach of any
responsibilities or obligations imposed upon fiduciaries by Title | of ERISA with respect to any
Benefit Plan.

(ili)  Each Benefit Plan that is an “employee pension benefit plan” as
defined in ERISA Section 3(2) other than a Multiemployer Plan and each related trust
agreement, annuity contract, or other funding instrument is and has been since its inception
intended to be qualified and tax-exempt under the provisions of Code Sections 401(a) and
501(a), or, if applicable, Code Section 403(b), and, for each such Benefit Plan that is not stated
on a master and prototype (M&P) and/or volume submitter plan on which reliance is and can be
based on a favorable opinion or advisory letter without the adopting employer having requested
an individual determination letter, has been determined by the IRS pursuant to an individual
favorable determination letter to be so qualified and tax-exempt or an application for such
determination has been made and is currently pending; has not participated in any voluntary
compliance or self-correction programs established by the IRS (or the DOL with respect to any
fiduciary issues), or entered into a closing agreement with the IRS with respect to the form or
operation of any Benefit Plan within the six (6) years preceding the Effective Time; does not
have and during the six (6) years preceding the Effective Time has not had any “unfunded
accrued liability,” as such term is defined under ERISA Section 3(30); has not experienced any
“reportable events,” as such term is defined under ERISA Section 4043, for which a waiver has
not been granted; has not had any “accumulated funding deficiencies,” as such term is defined
under ERISA Section 302(a)(2) (prior to amendment by P.L. 109-280) or Code Sections 412(a)
or 4971 (whether or not waived), nor for years after amendment by P.L. 109-280 any “funding
shortfalls” as defined in Code section 430(c); does not have any liabilities required to be
disclosed on any annual report (Form 5500 series) that have not been disclosed; and has not been
terminated.

(iv)  With respect to each Benefit Plan that is not an “employee pension
benefit plan,” as defined in ERISA Section 3(2), such plan may be terminated at the time of
Closing according to its terms without any prior notice; no commitments have been made to
provide lifetime or retiree benefits under any such plan; and no persons have any vested rights
under any such plan.

(V) Each Benefit Plan that is a “group health plan,” as defined in
ERISA Section 607(1) or Code Section 5000(b)(1), and that is maintained by GWHN or any
ERISA Affiliate has been operated at all times during the six (6) years preceding the Effective
Time in material compliance with ERISA, to the extent applicable, the Code, the Social Security
Act, and HIPAA.
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(vi)  All required contributions to all Benefit Plans and all premiums,
fees, or other payments required to be made by GWHN or any ERISA Affiliate in connection
with any Benefit Plan have either been timely made or are reflected in the financial statements on
an accrual basis. All returns, reports, and disclosure statements required to be made under the
Code, ERISA, to the extent applicable, or other applicable law with respect to the Benefit Plans
other than a Multiemployer Plan have been timely filed or delivered.

(vii)  No Benefit Plan is currently or has been within the last three (3)
years under audit, inquiry, or investigation by the IRS, DOL, or PBGC, and there are no
outstanding issues with reference to such Benefit Plans pending before any governmental
agency. Other than routine claims for benefits, there are no actions, mediations, audits,
arbitrations, suits, claims, or investigations pending, or to the Knowledge of GWHN or any
ERISA Affiliate, threatened against or with respect to any of the Benefit Plans sponsored by
GWHN or any ERISA Affiliate or their assets, and there are no threatened or pending claims by
or on behalf of such Benefit Plans or by any employee of GWHN or any ERISA Affiliate
alleging a breach or breaches of fiduciary duties or violations of other applicable state or federal
law that could result in liability on the part of either GWHN, any ERISA Affiliate or such
Benefit Plans under any law, nor is there any basis for such a claim.

(viii) GWHN and its Affiliates do not have any contracts, agreements,
plans, or arrangements under which the contemplated transaction will result in any (i) payments
(whether of separation pay or otherwise) becoming due from GWHN or any ERISA Affiliate to
any current or former employee, director, or consultant, or (ii) vesting, acceleration of payment,
or increase in the amount of any benefit payable to or in respect of any such current or former
employee, director, or consultant of GWHN or any ERISA Affiliate that will, in turn, result in
any liability to the Company.

4.13 Litigation or Proceedings. GWHN has delivered to VHS Sub an accurate list and
summary description (Schedule 4.13) of all pending or, to the Knowledge of GWHN, threatened
litigation or proceedings with respect to the Facilities and the Assets. Neither GWHN nor any
wholly owned subsidiary is in default under any order of any court or federal, state, municipal, or
other governmental department, commission, board, bureau, agency, or instrumentality wherever
located. Except as set forth in a writing delivered by GWHN to VHS Sub that specifically makes
reference to this Section 4.13 or as set forth on Schedule 4.13, there are no claims, actions, suits,
proceedings, or investigations pending or, to the Knowledge of GWHN, threatened against
GWHN, the Facilities, or the Assets, at law or in equity, or before or by any federal, state,
municipal, or other governmental department, commission, board, bureau, agency, or
instrumentality wherever located. With respect to insured claims, no carrier has issued a
“reservation of rights” letter or otherwise denied its obligation to insure and defend GWHN or
any of its wholly owned subsidiaries against covered losses arising therefrom.

4.14 Environmental Laws. Except as set forth on Schedule 4.14 hereto, (i) the Owned
Real Property is not subject to any material environmental hazards, risks, or liabilities, (ii)
neither GWHN nor its Affiliates is in material violation of any federal, state, or local statutes,
regulations, laws, or orders pertaining to the protection of human health and safety or the
environment (collectively, “Environmental Laws”), including, without limitation, the
Comprehensive Environmental Response Compensation and Liability Act, as amended
(“CERCLA”), and the Resource Conservation and Recovery Act, as amended (“RCRA”), and
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(iii) neither GWHN nor any Affiliate thereof has received notice alleging or asserting either a
violation of any Environmental Law or an obligation to investigate, assess, remove, or remediate
any property, including but not limited to the Owned Real Property, under or pursuant to any
Environmental Law. Except as set forth on Schedule 4.14, to the Knowledge of GWHN, no
Hazardous Substances (which for purposes of this Section 4.14 shall mean and include
polychlorinated biphenyls, asbestos, and any substances, materials, constituents, wastes, or other
elements that are included under or regulated by any Environmental Law, including, without
limitation, CERCLA and RCRA, but shall not include any chemicals, materials, or substances
routinely used in cleaning and maintenance activities for the Owned Real Property) have been,
and through the Closing Date will be, disposed of on or released or discharged from or onto, or
threatened to be released from or onto, the Owned Real Property (including groundwater) by
GWHN, or to GWHN’s Knowledge, any third party, in violation of any applicable
Environmental Law. Except as set forth on Schedule 4.14, neither GWHN or its wholly owned
subsidiaries nor, to GWHN’s Knowledge, any prior owners, operators, or occupants of the
Owned Real Property, have allowed any Hazardous Substances to be discharged, processed, or
otherwise released on the Owned Real Property in a manner that is in violation of any
Environmental Law, and GWHN has complied in all material respects with all Environmental
Laws applicable to any part of the Real Property. The Facilities contain asbestos-containing
material. Schedule 4.14 lists numerous reports, correspondence, operation and maintenance
manuals, and other documents related to the asbestos-containing materials. These documents do
not individually or collectively constitute a comprehensive asbestos survey of the Facilities or
the Owned Real Property. Without in any way limiting the generality of the foregoing, to the
Knowledge of GWHN: (i) all current or former underground storage tanks located on the Owned
Real Property and information in GWHN’s possession relating to the capacity, uses, dates of
installation, and contents of such tanks located on the Owned Real Property are identified in the
environmental reports listed on Schedule 4.14; (ii) there are not now, nor have there ever been,
any collection dumps, pits, and disposal facilities or surface impoundments located on the
Owned Real Property for the containment of Hazardous Substances except as identified in
Schedule 4.14; and (iii) all existing underground storage tanks have been maintained in material
compliance with all Environmental Laws. Except as set forth on Schedule 4.14, GWHN holds
all material environmental permits required in connection with the use by GWHN of the Real
Property or the operation of the Facilities and, to the extent permitted by law, GWHN shall cause
such environmental permits to be transferred to the Company (with the Company’s necessary
cooperation and assistance), all of which, to GWHN’s Knowledge, are in good standing and are
not subject to meritorious challenge. The representations and warranties made in this Section
4.14 are the exclusive representations and warranties of GWHN relating to environmental
matters and shall supersede any and all other Sections in this Agreement including, but not
limited to, Sections 4.6, 4.8, and 4.10(a).

4.15 Hill-Burton and Other Liens. Except as set forth on Schedule 4.15 hereto,
neither GWHN, its wholly owned subsidiaries nor any of their predecessors has received any
loans, grants, or loan guarantees pursuant to the Hill-Burton Act program, the Health Professions
Educational Assistance Act, the Nurse Training Act, the National Health Planning and Resources
Development Act, and the Community Mental Health Centers Act, as amended, or similar laws
or acts relating to health care facilities. The transactions contemplated hereby will not result in
any obligation on the Company or any of its Affiliates to repay any of such loans, grants, or loan
guarantees, nor subject the Company, its Affiliates, or the Assets to any lien, restriction, or
obligation, including any requirement to provide uncompensated care.
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4,16 Taxes.

(@) GWHN and its wholly owned subsidiaries have filed on a timely basis, or
validly extended the time for filing, all federal, state, and local tax returns required to be filed by
them with respect to Taxes (collectively, the “Tax Returns”). All Tax Returns are true and
correct in all material respects and accurately reflect in all material respects the tax liabilities of
GWHN and its wholly owned subsidiaries. All amounts shown due on the Tax Returns have
been or will be paid on a timely basis (including any interest or penalties and amounts due state
unemployment authorities) to the appropriate tax authorities.

(b) GWHN and its wholly owned subsidiaries, as applicable, have withheld all
proper amounts from the compensation of its employees at the Facilities in compliance with all
withholding and similar provisions of the Code, including employee withholding and social
security taxes, and any and all other applicable laws. All such amounts have been duly and
validly remitted to the proper taxing authority. Further, GWHN and its wholly owned
subsidiaries have withheld and paid, or caused to be withheld and paid, all Taxes on monies paid
by them to independent contractors, creditors and other persons for which withholding or
payment is required by applicable legal requirements.

(© No deficiencies for any Taxes relating to the Facilities have been asserted
or, to the Knowledge of GWHN, threatened, and no audit on any Tax Returns is currently under
way or, to the Knowledge of GWHN, threatened. There are no outstanding agreements by
GWHN or its wholly owned subsidiaries for the extension of time for the assessment of any
Taxes. GWHN and its wholly owned subsidiaries have not taken any action in respect of any
Taxes that may have a material adverse impact upon the Facilities or the Assets as of or
subsequent to Closing.

(d) To GWHN’s knowledge, no Government Entity intends to assess any
additional Taxes for any period for which Tax Returns have been filed. No claim has ever been
made by a Government Entity in a jurisdiction where GWHN or any wholly owned subsidiary
does not file Tax Returns that such entity is or may be subject to Tax in that jurisdiction. Neither
GWHN nor any of its wholly owned subsidiaries has received written notice of tax liens on any
of the Assets.

(e) GWHN is not a party to any Tax allocation or sharing contract. GWHN is
not, and has not been, a member of any affiliated group within the meaning of Section 1504 of
the Code or any similar group defined under a similar provision of state, local or foreign law
filing a consolidated federal income Tax Return.

()] Each of GWHN and its subsidiaries that is a corporation exempt from
federal and state income Tax has received a favorable letter of determination from the IRS and
the State of Connecticut regarding such Tax status and nothing has occurred, whether by action
or failure to act, that could reasonably be expected to cause the loss of such exemption.

(0) Neither GWHN nor its Affiliates has any liability for the Taxes of any
other person or entity (other than a subsidiary under IRS regulation 1.1502-6), as a transferee or
successor, by contract or otherwise.

4.17 Employee Relations.
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(@) Except as set forth on Schedule 4.17, all employees at the Facilities are
employees of GWHN, and there has not been in the last three (3) years, there is not presently
pending, there is not presently threatened (to the Knowledge of GWHN), and no event has
occurred or circumstance exists (to the Knowledge of GWHN) that could provide the basis for,
(i) any strike, slowdown, picketing, work stoppage, or employee grievance process, or (ii) any
proceeding against or affecting GWHN relating to an alleged violation of any legal requirements
pertaining to labor relations, including, without limitation, any charge, complaint, or unfair labor
practices claim filed by an employee, union, or other person with the National Labor Relations
Board or any comparable governmental body, organizational activity, or other labor dispute
against or affecting GWHN, the Hospital, or their premises.

(b) Except as set forth in Schedule 4.17, with respect to the employees of
GWHN: (i) no collective bargaining agreement exists or is currently being negotiated by
GWHN; (ii) no application for certification of a collective bargaining agent is pending; (iii) no
demand has been made upon GWHN for recognition by a labor organization; (iv) no union
representation question exists; (v) no union organizing activities are, to the knowledge of
GWHN, taking place; and (vi) none of the employees of GWHN is represented by any labor
union or organization.

(c) Except as set forth in Schedule 4.17, GWHN has complied in all material
respects with all legal requirements relating to employment, employment practices, terms and
conditions of employment, equal employment opportunity, nondiscrimination, immigration,
wages, hours, benefits, payment of employment, social security, and similar taxes, occupational
safety and health, and plant closing; GWHN is not liable for the payment of any material
compensation, damages, taxes, fines, penalties, interest, or other amounts, however designated,
for failure to comply with any of the foregoing legal requirements; there are no pending or, to the
Knowledge of GWHN, threatened claims before the Equal Employment Opportunity
Commission (or any comparable state civil or human rights commission or other entity),
complaints before the Occupational Safety and Health Administration (or any comparable state
safety or health administration or other entity), wage and hour claims, unemployment
compensation claims, workers’ compensation claims, or the like.

(d) Schedule 4.17 (or as set forth in a writing delivered by GWHN to VHS
Sub that specifically makes reference to this Section 4.17(d)) states the number of employees
terminated by GWHN within ninety (90) days prior to the Closing Date, laid off by GWHN
within the six (6) months prior to the Closing Date, or whose hours of work have been reduced
by more than fifty percent (50%) by GWHN in the six (6) months prior to the Closing Date, and
contains a complete and accurate list of the following information for such employees: (i) the
date of termination, layoff, or reduction in work hours; (ii) the reason for termination, layoff, or
reduction in work hours; and (iii) the location to which the employee was assigned. In relation to
the foregoing, except as set forth in Schedule 4.17, GWHN has not violated the Worker
Adjustment and Retraining Notification Act (“WARN Act”) or any similar state or local legal
requirements.

(e) To the Knowledge of GWHN, no officer, director, agent, employee,
consultant, or independent contractor of GWHN is bound by any contract that purports to limit
the ability of such officer, director, agent, employee, consultant, or independent contractor (i) to
engage in or continue or perform any conduct, activity, duties, or practice relating to the business
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of GWHN in respect of the Facilities; or (ii) to assign to GWHN or to any other person any
rights to any invention, improvement, or discovery. To the Knowledge of GWHN, no former or
current employee of GWHN at the Facilities is a party to, or is otherwise bound by, any contract
that in any way adversely affected, affects, or will affect the ability of the Company following
Closing to conduct the business as heretofore carried on by GWHN at the Facilities.

U] All necessary visa or work authorization petitions have been timely and
properly filed on behalf of any employees of GWHN or the Facilities requiring a visa stamp, 1-94
status document, employment authorization document or other immigration document to legally
work in the United States, and all paperwork retention requirements with respect to such
applications and petitions have been met. To the Knowledge of GWHN, no employee of GWHN
or the Facilities who is a foreign national has ever worked without employment authorization
from the Department of Homeland Security or any other Government Entity that must authorize
such employment and GWHN have complied with applicable immigration laws with respect to
the employment of foreign nationals. To the Knowledge of GWHN, GWHN has timely and
properly completed 1-9 forms for all employees hired since the effective date of the Immigration
Reform and Control Act of 1986 and has lawfully retained and re-verified all such 1-9 forms.
There are no proceedings pending or, to GWHN’s Knowledge, threatened against GWHN
relating to GWHN’s compliance with federal immigration regulations, including compliance
with federal immigration laws. Except as set forth on Schedule 4.17, GWHN has not received
any letter from the Social Security Administration regarding the failure of an employee’s social
security number to match his or her name in the Social Security Administration database, and
GWHN has not received any letter or other correspondence from the Department of Homeland
Security or other Government Entities regarding the employment authorization of any employees
of GWHN. If GWHN operates in a state or has contracts with a Government Entity that requires
or provides a safe harbor if an employer participates in the Department of Homeland Security’s
e-Verify electronic employment verification system, GWHN has been participating in e-Verify
for the entire period such participation has been required or available as a safe harbor or as long
as GWHN has been operating in such state or contracting with such Government Entity.

(9) To the Knowledge of GWHN, all employees, former employees and
independent contractors of GWHN have been properly classified as such for all purposes under
the Code and ERISA and have been properly classified as exempt or nonexempt under the Fair
Labor Standards Act and any applicable state law equivalent.

4.18 Agreements and Commitments. Schedule 2.1(g) sets forth the Assumed
Contracts that will be assumed by the Company Entities. GWHN has also delivered to VHS Sub
an accurate list (Schedule 4.18) of all material commitments, contracts, leases, and agreements,
written or oral, that materially affect the Facilities, the Assets, or the operation of any thereof, to
which GWHN is a party or by which GWHN, the Facilities, the Assets, or any portion thereof is
bound, including, without limitation, (a) physician agreements, (b) agreements with health
maintenance organizations, preferred provider organizations, or other alternative delivery
systems, (c) joint venture or partnership agreements, (d) employment contracts or any other
contracts, agreements, or commitments to or with individual employees or agents, (e) contracts
or commitments materially affecting ownership of, title to, use of, or any interest in real estate
including any tenant leases, (f) equipment leases, (g) equipment maintenance agreements, (h)
agreements with municipalities, (i) collective bargaining agreements or other contracts or
commitments to or with any labor unions, labor organizations, or other employee representatives
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or groups of employees, (j) loan agreements, bonds, mortgages, liens, or other security
agreements, (k) patent licensing agreements or any other agreements, licenses, or commitments
with respect to patents, patent applications, trademarks, trade names, service marks, technical
assistance, copyrights, or other like terms affecting the Facilities or the Assets, (I) contracts or
commitments providing for payments based in any manner on the revenues or profits of the
Facilities or the Assets, (m) agreements, licenses, or commitments relating to data processing
programs, software, or source codes utilized in connection with the Facilities or the Assets, and
(n) contracts or commitments, whether in the ordinary course of business or not, that involve
future payments, performance of services, or delivery of goods or material, to or by GWHN (or
any of its wholly owned subsidiaries), of any amount or value in excess of Fifty Thousand
Dollars ($50,000) on an annual basis.

419 The Assumed Contracts. GWHN has made available to VHS Sub true and
correct copies of the Assumed Contracts, and has given, and will give, the agents, employees,
and representatives of VHS Sub access to the originals of the Assumed Contracts in its
possession. GWHN represents and warrants with respect to the Assumed Contracts that:

(@) The Assumed Contracts constitute valid and legally binding obligations of
GWHN or a wholly owned subsidiary and are enforceable against GWHN or such subsidiary in
accordance with their terms;

(b) Each Assumed Contract constitutes the entire agreement by and between
the respective parties thereto with respect to the subject matter thereof;

(c) All obligations required to be performed by GWHN or its wholly owned
subsidiary under the terms of the Assumed Contracts have been performed, no material breach
has occurred under any of the Assumed Contracts, no act or omission by GWHN or its wholly
owned subsidiary has occurred or failed to occur that, with the giving of notice, the lapse of time,
or both would constitute a material default under the Assumed Contracts, and each of such
Assumed Contracts is now in full force and effect;

(d) Except as expressly set forth on Schedule 4.19, none of the Assumed
Contracts requires consent to the assignment and assumption of such Contracts by the Company
Entities;

(e) Except as expressly set forth on Schedule 4.19, the assignment of the
Assumed Contracts to and assumption of such Assumed Contracts by the Company Entities will
not result in any penalty or premium, or variation of the rights, remedies, benefits, or obligations
of any party thereunder; and

U] Except as expressly set forth on Schedule 4.19, no Assumed Contract
contains a prohibition on competition by GWHN or any Affiliate or otherwise restricts the ability
of GWHN or any Affiliate to engage in any lawful business after Closing.

4.20 Supplies. The inventory and supplies constituting part of the Assets are
substantially of a quality and quantity usable and salable in the ordinary course of business of the
Facilities. Obsolete items have been written off the Financial Statements. Inventory and
supplies are carried at cost, on a first-in, first-out basis, and are properly stated in the Financial
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Statements in accordance with GAAP. The quantities of inventory and supplies, taken as a
whole, are reasonable and justified under the normal operations of the Facilities.

4.21 Insurance. Schedule 4.21 is an accurate schedule of the insurance policies or
self-insurance funds maintained by GWHN covering the ownership and operations of the
Facilities and the Assets, including the type of insurance, policy numbers, identity of insurers,
amounts, and coverage. GWHN has provided to VHS Sub a copy of all such policies and
endorsements thereto. All of such policies are in full force and effect with no premium arrearage.
GWHN or any Affiliate has given in a timely manner to its insurers all notices required to be
given under its insurance policies with respect to all of the claims and actions covered by
insurance, and no insurer has denied coverage of any such claims or actions. GWHN and its
wholly owned subsidiaries have not (a) received any notice or other communication from any
such insurance company canceling or materially amending any of such insurance policies, and to
the Knowledge of GWHN no such cancellation or amendment is threatened or (b) failed to give
any required notice or present any claim that is still outstanding under any of such policies with
respect to the Facilities or any of the Assets.

4.22 Third Party Payor Cost Reports. GWHN has duly filed all required cost reports
in respect of the Facilities for all the fiscal years through and including the fiscal year ended
September 30, 2012. All amounts shown as due from GWHN (or any wholly owned subsidiary
thereof) in such cost reports were remitted with such reports and all amounts shown in the
notices of program reimbursement as due have been paid. All of such cost reports accurately
reflect the information required to be included thereon and such cost reports do not claim and
neither the Facilities nor GWHN (or any wholly owned subsidiary thereof) has received
reimbursement in any amount in excess of the amounts provided by law or any applicable
agreement. Schedule 4.22 indicates which of such cost reports have not been audited and finally
settled and a brief description of any and all notices of program reimbursement, proposed or
pending audit adjustments, disallowances, appeals of disallowances, and any and all other
unresolved claims or disputes in respect of such cost reports. GWHN has established adequate
reserves in respect of the Facilities to cover any potential reimbursement obligations that may
exist in respect of any such third party cost reports, and such reserves are set forth in the
Financial Statements.

4.23 Medical Staff Matters. GWHN has provided to VHS Sub true, correct, and
complete copies of the bylaws and rules and regulations of the medical staff of the Hospital, as
well as a list of all current members of the medical staff. Except as set forth in Schedule 4.23,
there are no adverse actions with respect to any medical staff members of the Hospital or any
applicant thereto for which a medical staff member or applicant has requested a judicial review
hearing that has not been scheduled or has been scheduled but has not been completed, and there
are no pending or, to the Knowledge of GWHN, threatened disputes with applicants, staff
members, or health professional affiliates, and GWHN knows of no basis therefor, and all appeal
periods in respect of any medical staff member or applicant against whom an adverse action has
been taken have expired. No member of the medical staff of the Facilities has been excluded
from participation in the CHAMPUS, Medicare or Medicaid payment programs.

4.24  Quality and Condition of Assets. The Assets and the Excluded Assets constitute
all assets that are held or used by GWHN or any of its Affiliates for the conduct of the business
and operation of the Facilities in the manner conducted as of the date of this Agreement. Except
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as set forth in Schedule 4.24, all buildings, structures, facilities, equipment, and other material
items of tangible property and assets included in the Assets are free from material defects and in
good operating condition and repair, and are usable in the regular and ordinary course of
business, and conform in all material respects to all applicable laws, ordinances, codes, rules, and
regulations relating to their use and operation by GWHN or its wholly owned subsidiaries.

4.25 Intellectual Property; Computer Software. Schedule 4.25 lists and briefly
describes all material trademarks, service marks, trade names, patents, copyrights, inventions,
information systems, software, processes, and applications therefor (whether registered or
common law) currently owned or used by GWHN or its wholly owned subsidiaries (collectively,
the “Intellectual Property”). No proceedings have been instituted or are pending or, to the
Knowledge of GWHN, threatened that challenge the validity of the ownership or use by GWHN
or its wholly owned subsidiaries of such Intellectual Property. Neither GWHN nor its wholly
owned subsidiaries have agreed to license to a third party any owned Intellectual Property and
have no knowledge of the use or the infringement of any such owned Intellectual Property by
any other person or entity. GWHN (or any wholly owned subsidiary thereof) owns (or possesses
adequate and enforceable licenses or other rights to use) all material Intellectual Property and all
material computer software programs and similar systems used in the conduct of its business.

4.26  Accounts Receivable and Notes Receivable. All accounts receivable and notes
receivable constituting a part of the Assets represent and constitute bona fide indebtedness owing
to GWHN (or any wholly owned subsidiary thereof) for services actually performed or for goods
or supplies actually provided in the amounts indicated on the Financial Statements with no
known set-offs, deductions, compromises, or reductions (other than reasonable allowances for
bad debts and contractual allowances in an amount consistent with historical policies and
procedures of GWHN and that are taken into consideration in the preparation of the Financial
Statements). GWHN has made available to VHS Sub a complete and accurate aging report of all
such accounts receivable and a schedule of all accounts receivable that have been assigned to
collection agencies or are otherwise held or assigned for collection.

4.27 Experimental Procedures. GWHN (or any wholly owned subsidiary thereof) has
not performed or permitted the performance of any experimental or research procedures or
studies involving patients in the Facilities not authorized and conducted in accordance with the
procedures of the Institutional Review Board of the Hospital.

4.28 Compliance Program. GWHN has provided to VHS Sub a copy of the Hospital’s
current compliance program materials, including, without limitation, all program descriptions,
compliance officer and committee descriptions, ethics and risk area policy materials, training and
education materials, auditing and monitoring protocols, reporting mechanisms, and disciplinary
policies. Except as set forth in a writing delivered by GWHN to VHS Sub that specifically makes
reference to this Section 4.28 or to the extent set forth on Schedule 4.28, GWHN (or any wholly
owned subsidiary thereof) (a) is not a party to a Corporate Integrity Agreement with the Office of
Inspector General of the United States Department of Health and Human Services, (b) has no
reporting or other continuing obligations pursuant to any settlement or other agreement entered
into with any Government Entity (other than participation agreements with Medicare and
Medicaid), (c) to the Knowledge of GWHN, has not been the subject of any government payor
program investigation conducted by any federal or state enforcement agency within the past
three (3) years, (d) has not been a defendant in any unsealed qui tam/False Claims Act litigation
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within the past three (3) years, (e) has not been served with or received, within the past three (3)
years, any search warrant, subpoena, civil investigative demand, or contact letter by or from any
federal or state enforcement agency (except in connection with medical services provided to
third parties who may be defendants or the subject of investigation into conduct unrelated to the
operation of the health care businesses conducted by GWHN at the Facilities), and (f) except as
set forth in Schedule 4.28, has not received any complaints within the past three (3) years from
employees, independent contractors, vendors, physicians, or any other person that would indicate
that GWHN (or any wholly owned subsidiary thereof) has violated any law or regulation.
Schedule 4.28 includes a description of each audit and investigation conducted by GWHN at the
Facilities pursuant to its compliance program during the past three (3) years. For purposes of this
Agreement, the term “compliance program” refers to provider programs of the type described in
the compliance guidance published by the Office of Inspector General of the Department of
Health and Human Services.

4.29 Partial Subsidiaries.

@) Schedule 4.29 sets forth for each Partial Subsidiary (as defined herein): (i)
its name and jurisdiction of incorporation or organization; (ii) the number of authorized shares of
each class of its capital stock or other equity or non-equity interests; (iii) the number of issued
and outstanding shares of each class of its capital stock or other equity or non-equity interests,
the names of the holders thereof, and the number of shares or other equity or non-equity interests
held by each such holder; (iv) the number of shares of its capital stock or other equity interests
held in treasury; and (V) its directors and officers, general partners, or managers, as the case may
be. GWHN does not hold any equity interest in any entity other than its wholly owned
subsidiaries and the Partial Subsidiaries.

(b) Each Partial Subsidiary: (i) if it is a for profit or nonprofit corporation, is
duly incorporated and validly existing under the laws of the state of its incorporation and is duly
qualified and in good standing as a foreign corporation in the jurisdiction of its principal place of
business if not incorporated therein; (ii) if it is a limited liability company, is duly organized,
validly existing, and, if applicable, in good standing under the laws of the state of its
organization and is duly qualified and, if applicable, in good standing as a foreign limited
liability company in the jurisdiction of its principal place of business if not organized therein;
and (iii) if it is a partnership, trust, or other entity, is duly formed, validly existing, and, if
applicable, in good standing in the jurisdiction of its principal place of business if not formed
therein. To the Knowledge of GWHN, each Partial Subsidiary has full corporate, limited
liability company, partnership, trust, or other applicable power and authority and all licenses and
permits (including authorizations to do business in any applicable state) necessary to carry on the
businesses in which it is engaged and in which it presently proposes to engage, and to own and
use the properties owned and used by it. To the Knowledge of GWHN, each Partial Subsidiary
has not materially violated any legal requirement or material contract or agreement.

(c) GWHN has delivered to VHS Sub accurate and complete copies, as
applicable, of the articles of incorporation, charter, bylaws, operating agreement, partnership
agreement, or shareholder or membership agreement, as amended to date and in its possession,
of each Partial Subsidiary. Except as set forth on Schedule 4.29 hereto, all of the issued and
outstanding shares of capital stock or other equity or non-equity interests of each Partial
Subsidiary that have been issued to GWHN (or any subsidiary thereof) have been duly
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authorized and are validly issued, fully paid, and nonassessable. To the Knowledge of GWHN,
none of the Partial Subsidiaries is in default under or in violation of any provision of its articles
of incorporation, charter, bylaws, operating agreement, partnership agreement, or shareholders or
membership agreement.

(d) Except as set forth in Schedule 4.29, to the Knowledge of GWHN, (i)
there is no outstanding subscription, option, convertible or exchangeable security, preemptive
right, warrant, call, or agreement (other than this Agreement) relating to the stock or other equity
or non-equity interests of the Partial Subsidiaries or other obligation or commitment of any
Partial Subsidiary to issue any shares of capital stock or other equity interests; and (ii) there are
no voting trusts or other agreements, arrangements, or understandings applicable to the exercise
of voting or any other rights with respect to any shares of Partial Subsidiary stock or other equity
or non-equity interests. GWHN (or any subsidiary thereof) has good, marketable, and
indefeasible title to all shares of the stock or other equity or non-equity interests of the Partial
Subsidiaries set forth in Schedule 4.29 and, except as set forth on Schedule 4.29, has the absolute
right to sell, assign, transfer, and deliver the same to the Company, free and clear of all claims,
security interests, liens, pledges, charges, escrows, options, proxies, rights of first refusal,
preemptive rights, mortgages, hypothecations, prior assignments, title retention agreements,
indentures, security agreements, or any other limitation, encumbrance, or restriction of any kind.

(e) Except as set forth in Schedule 4.29, to the Knowledge of GWHN, the
Partial Subsidiaries do not control directly or indirectly or have any direct or indirect equity
participation in any corporation, limited liability company, partnership, trust, or other business
association.

() For purposes of this Agreement, the term “Partial Subsidiaries” means any
and all corporations, partnerships, and limited liability companies in which GWHN or its
Affiliates own or hold common stock, partnership interests, or membership interests amounting
to less than 100% of the total outstanding common stock, partnership interests, or membership
interests of such entity, and which common stock, partnership interests, or membership interests
will be assigned by GWHN or its Affiliates to the Company as part of the Assets.

4.30 Transactions with Affiliates. Since September 30, 2012, GWHN (or any wholly
owned subsidiary thereof) has not purchased, acquired or leased any property or services from,
or sold, transferred or leased any property or services to, or lent or advanced any money to, or
borrowed any money from, or acquired any capital stock, obligations or securities of, or made
any management consulting or similar fee agreement with, any officer, director or trustee of
GWHN or of any Affiliate of GWHN, except as set forth on Schedule 4.30 or upon terms that
would have been paid or received by GWHN in similar transactions with independent parties
negotiated at arm’s length.

4.31 Full Disclosure. This Agreement, the Schedules hereto, and all Closing
Documents (hereinafter defined) furnished and to be furnished to VHS Sub, the Company, and
their representatives by GWHN pursuant hereto, when taken in their entirety, do not and will not
include any untrue statement of a material fact. Copies of all documents referred to in any
Schedule hereto in the possession of GWHN have been delivered or made available to VHS Sub
and its representatives and constitute true, correct, and complete copies thereof and include all
amendments, exhibits, schedules, appendices, supplements, or modifications thereto or waivers

{W2235415}
33

00117



thereunder. The term “Closing Documents” means those documents executed and delivered at
the Closing pursuant to Section 3 above.

432 Knowledge.  References in this Agreement to “GWHN’s Knowledge,”
“Knowledge of GWHN,” and words of similar intent or effect mean and refer to (i) all matters
with respect to which GWHN has received written notice, and (ii) the actual knowledge of the
following employees of GWHN: President and Chief Executive Officer, the Chief Financial
Officer, the Vice President Operations (or Chief Operating Officer), the Chief Nursing Officer,
Chief Information Officer, Chief Medical Information Officer, Vice President Human Resources,
Director — Compliance and HIPAA, Assistant Director Finance — Corporate Accounting,
Corporate Compliance Officer, and the Administrative Director Facility Operations, after due
inquiry by GWHN of such persons. [VHS may request additional knowledge persons after
completion of due diligence]

5. REPRESENTATIONS AND WARRANTIES OF VHS, VHS SuB, AND THE COMPANY. AsS
of the date hereof, and, when read in light of any Schedules that have been updated in
accordance with the provisions of Section 13.1 hereof, as of the Closing Date, VHS and VHS
Sub jointly and severally represent and warrant to GWHN and the Company the following:

51 Existence and Capacity. VHS Sub is a limited liability company, duly organized
and validly existing in good standing under the laws of the State of Delaware. VHS Sub has the
requisite power and authority to enter into this Agreement, to perform its obligations hereunder,
and to conduct its business as now being conducted. VHS is a corporation, duly organized and
validly existing in good standing under the laws of the State of Delaware. VHS has the requisite
power and authority to enter into this Agreement, to perform its obligations hereunder, and to
conduct its business as now being conducted. The Company is a limited liability company, duly
organized and validly existing in good standing under the laws of the State of Delaware. The
Company has the requisite power and authority to enter into this Agreement, to perform its
obligations hereunder, and to conduct its business as now being conducted. Each Company
Entity is a limited liability company, duly organized and validly existing in good standing under
the laws of the State of Connecticut. Each Company Entity has the requisite power and authority
to conduct its business as now being conducted.

5.2  Powers; Consents; Absence of Conflicts With Other Agreements, Etc. The
execution, delivery, and performance by VHS Sub, VHS, and the Company of this Agreement
and all other agreements referenced herein, or ancillary hereto, to which VHS Sub, VHS, or the
Company is a party, and the consummation of the transactions contemplated herein by VHS Sub,
VHS, and the Company:

(@) are within its corporate or limited liability company powers, are not in
contravention of law or of the terms of its organizational documents, and have been duly
authorized by all appropriate corporate action;

(b) except as provided in Sections 7.1 and 7.2 below, do not require any
approval or consent of, or filing with, any governmental agency or authority bearing on the
validity of this Agreement that is required by law or the regulations of any such agency or
authority;
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(© will neither conflict with, nor result in any breach or contravention of, or
the creation of any lien, charge, or encumbrance under, any indenture, agreement, lease,
instrument, or understanding to which it is a party or by which it is bound,;

(d) will not violate any statute, law, rule, or regulation of any governmental
authority to which it may be subject; and

(e) will not violate any judgment, decree, writ, or injunction of any court or
governmental authority to which it may be subject.

5.3  Binding Agreement. This Agreement and all the other Closing Documents are
and will constitute the valid and legally binding obligations of VHS Sub, VHS, or the Company,
respectively, and are and will be enforceable against VHS Sub, VHS, or the Company,
respectively, in accordance with the respective terms hereof and thereof.

5.4  Litigation or Proceedings. There are no claims, actions, suits, proceedings, or
investigations pending or, to VHS’s knowledge, threatened that: (a) adversely affect or seek to
prohibit, restrain, or enjoin the execution and delivery of this Agreement; (b) adversely affect or
question the validity or enforceability of this Agreement; (c) question the power or authority of
VHS, VHS Sub, or the Company to carry out the transactions contemplated by, or to perform its
obligations under, this Agreement; or (d) would result in any change that would adversely affect
in any material respect the ability of VHS, VHS Sub, or the Company to perform any of its
obligations hereunder.

55  Financing. VHS Sub will have and will apply at the time of Closing sufficient
cash or other immediately available funds necessary to enable VHS Sub to consummate the
transactions contemplated hereby in accordance with the terms hereof.

6. COVENANTS OF GWHN PRIOR TO CLOSING. Between the date of this Agreement
and the Closing:

6.1 Information. GWHN shall afford to the officers and authorized representatives
and agents (which shall include accountants, attorneys, bankers, and other consultants) of VHS
Sub full and complete access to and the right to inspect the plants, properties, books, and records
of the Facilities, and will furnish VHS Sub with such additional financial and operating data and
other information as to the business and properties of GWHN pertaining to the Facilities as VHS
Sub may from time to time reasonably request without regard to where such information may be
located. VHS Sub’s right of access and inspection shall be exercised in such a manner as not to
interfere unreasonably with the operations of the Facilities and the delivery of patient care. VHS
Sub agrees that no inspections shall take place and no employees or other personnel of the
Facilities shall be contacted by VHS Sub without VHS Sub’s first providing reasonable notice to
GWHN and coordinating such inspection or contact with GWHN.

6.2  Operations. GWHN shall, with respect to the Assets:

(@) carry on its business pertaining to the Facilities in substantially the same
manner as presently conducted and not make any material change in personnel, operations,
finance, accounting policies, or real or personal property pertaining to the Facilities;
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(b) maintain the Facilities and all parts thereof in good operating condition,
ordinary wear and tear excepted,

(© perform all of its material obligations under agreements relating to or
affecting the Facilities or the Assets;

(d) comply in all material respects with all applicable laws and other legal
requirements;

(e keep in full force and effect present insurance policies or other comparable
insurance pertaining to the Facilities; and

()] use its commercially reasonable efforts to maintain and preserve its
business organizations intact, retain its present employees at the Facilities, and maintain its
relationships with physicians, suppliers, customers, and others having business relations with the
Facilities.

6.3  Negative Covenants. GWHN shall not, with respect to the business or operation
of the Facilities or otherwise regarding the Assets, without the prior written consent of VHS Sub:

(@) amend or terminate any of the Assumed Contracts, enter into any contract
or commitment, or incur or agree to incur any liability, except as provided herein or in the
ordinary course of business and in no event greater than Seventy-Five Thousand Dollars
($75,000) per item;

(b) enter into any contract or commitment with physicians or other referral
sources;

(© increase compensation payable or to become payable or make any bonus
payment to or otherwise enter into one or more bonus agreements with any employee at the
Facilities, except increases in compensation or bonus payments or agreements that are otherwise
made in the ordinary course of business consistent with past practices and in accordance with
existing personnel policies;

(d) create, assume, or permit to exist any new debt, mortgage, pledge, or other
lien or encumbrance upon any of the Assets in an amount in excess of Seventy-Five Thousand
Dollars ($75,000) whether now owned or after acquired;

(e acquire (whether by purchase or lease) or sell, assign, lease, or otherwise
transfer or dispose of any property, plant, or equipment having a net book value in excess of
Seventy-Five Thousand Dollars ($75,000), except in the ordinary course of business;

()] purchase capital assets other than in accordance with the approved capital
budget of GWHN previously provided to VHS Sub;

(9) add, modify, or discontinue the provision of any material clinical service
by the Facilities, open a new location for the provision of any material clinical service, or close
the location at which any such material clinical service is currently provided,;
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(h) hire or terminate the employment of any employee of the Facilities at the
level of manager or higher (including, without limitation, any officer of the Facilities);

Q) sell or factor any accounts or notes receivable;

{)) cancel, forgive, release, discharge or waive any person’s or entity’s
obligation to pay or to perform obligations in respect of any Assets, or agree to do any of the
foregoing, except in the ordinary course of the business of the Facilities consistent with past
practices;

(k) change any accounting method, policy or practice or reduce any reserves
in the Financial Statements, except (i) reductions in reserves pertaining to government payment
programs or third party payors made in the ordinary course of business consistent with past
practices and (ii) changes required by changes in GAAP or applicable legal requirements;

() terminate, amend or otherwise modify in any material respect any Benefit
Plan, except for amendments required to comply with this Agreement or applicable legal
requirements;

(m) amend or agree to amend the governing documents of any Partial
Subsidiary, except immaterial amendments or amendments required to comply with applicable
legal requirements or to assign and transfer to the Company GWHN’s ownership interest in, or
for the Company to become a partner or member of, the Partial Subsidiary; or

(n)  take any action outside the ordinary course of business of the Facilities or
their related ancillary services.

6.4  Governmental Approvals. GWHN shall (i) use its commercially reasonable
efforts to obtain all governmental approvals (or exemptions therefrom) necessary or required to
allow GWHN to perform its obligations under this Agreement (including, without limitation,
approvals of the applications to the Attorney General and Commissioner of Public Health of the
State of Connecticut relating to the admission of GWHN to the Company and/or any other
projects or activities in the community that VHS Sub, in its reasonable discretion, deems
necessary as a predicate for the transactions contemplated herein); and (ii) assist and cooperate
with VHS Sub and its representatives and counsel in obtaining all governmental consents,
approvals, and licenses that VHS Sub deems necessary or appropriate and in the preparation of
any document or other material that may be required by any governmental agency as a predicate
to or as a result of the transactions contemplated herein (including, without limitation, approvals
of the applications to the Attorney General and Commissioner of Public Health of the State of
Connecticut relating to the admission of GWHN to the Company and/or any other projects or
activities in the community that VHS Sub, in its reasonable discretion, deems necessary as a
predicate for the transactions contemplated herein).

6.5 FTC Notification. GWHN shall, if and to the extent required by law, file all
reports or other documents required or requested of it by the Federal Trade Commission (“FTC”)
or the United States Department of Justice (“Justice Department”) under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976 (“HSR Act”), and all regulations promulgated thereunder,
concerning the transactions contemplated hereby, and comply promptly with any requests by the
FTC or Justice Department for additional information concerning such transactions, so that the

{W2235415}
37

00121



waiting period specified in the HSR Act will expire as soon as reasonably possible after the
execution and delivery of this Agreement. GWHN agrees to furnish to VHS Sub such
information concerning GWHN as VHS Sub needs to perform its obligations under Section 7.2
of this Agreement.

6.6  Additional Financial Information. Within two (2) business days after they are
created (but in any event no later than fifteen (15) days following the end of each calendar month
prior to Closing), GWHN shall deliver or cause to be delivered to VHS Sub true and complete
copies of the management prepared unaudited balance sheets and the related unaudited
statements of income (collectively, the “Interim Statements”) of, or relating to, GWHN in respect
of the Facilities for each month then ended, which presentation shall be true, correct, and
complete in all material respects, shall have been prepared from and in accordance with the
books and records of GWHN in respect of the Facilities, and shall fairly present the financial
position and results of operations of GWHN in respect of the Facilities as of the date and for the
period indicated, all in accordance with GAAP consistently applied, except that such financial
statements need not include required footnote disclosures. To the extent permitted by law,
GWHN shall notify VHS Sub in writing and shall keep VHS Sub informed of any unexpected
emergency or other materially adverse unanticipated change in the business of any of the
Facilities and of any governmental complaints, investigations, or adjudicatory proceedings (or
governmental communications indicating that the same may be contemplated) or of any other
such matter.

6.7 No-Shop Clause. GWHN agrees that, from and after the date of the execution
and delivery of this Agreement by GWHN until the termination of this Agreement, GWHN will
not, without the prior written consent of VHS Sub or except as otherwise permitted by this
Agreement: (i) offer for sale the Assets (or substantially all of the Assets) or any ownership
interest in any entity owning any of the Assets, (ii) solicit offers to buy all or substantially all of
the Assets or any ownership interest in any entity owning any of the Assets, (iii) hold discussions
with any party (other than VHS Sub or the Company) looking toward such an offer or
solicitation or looking toward a merger, consolidation, joint venture, or similar transaction
involving any entity owning any of the Assets, or (iv) enter into any agreement with any party
(other than VHS Sub or the Company) with respect to the sale or other disposition of the Assets
(or substantially all of the Assets) or any ownership interests in any entity owning any of the
Assets or with respect to any merger, consolidation, joint venture, or similar transaction
involving any entity owning any of the Assets. GWHN will promptly communicate to VHS Sub
the substance of any inquiry or proposal concerning any such transaction.

6.8 Insurance Ratings. GWHN will take all action reasonably requested by VHS
Sub to enable the Company to succeed to the Workers’ Compensation and Unemployment
Insurance ratings, and other ratings for insurance or other purposes established by GWHN for the
Facilities. The Company shall not be obligated to succeed to any such ratings, except as the
Company may elect to do so.

6.9  Tail Insurance. Prior to the Closing, GWHN shall, at its sole cost and expense,
obtain “tail” insurance to insure against professional and general liabilities of the Facilities
(including any physicians employed by the Facilities) relating to all periods prior to the Closing.
The insurance shall have coverage levels equal to the current policies insuring GWHN. The
purchase by GWHN of any such “tail” insurance shall in no way affect the calculation of Net

{W2235415}
38

00122



Working Capital for purposes of this Agreement. In addition, where no such insurance is in
place or available on commercially reasonable terms, GWHN shall fund and maintain loss
reserves for a reasonable period, including self-insured retentions, in a dedicated trust account
with funding levels reasonably acceptable to GWHN, VHS Sub, and the Company.

6.10 Medical Staff Disclosure. GWHN shall deliver to VHS Sub a confidential
written disclosure containing a brief description of all adverse actions taken against medical staff
members or applicants in the past three (3) years that, to the Knowledge of GWHN, could result
in claims or actions against GWHN and that are not disclosed in the minutes of the meetings of
the Medical Executive Committee of the Medical Staff of the Hospital, which have been
provided to VHS Sub.

6.11 Efforts to Close. GWHN shall use its commercially reasonable efforts to proceed
toward the Closing and to satisfy the conditions to Closing, consistent with the other terms
contained herein. GWHN shall notify VHS Sub as soon as practicable of any event or matter that
comes to its attention that may reasonably be expected to prevent or materially delay the
conditions to the obligations of GWHN being met.

6.12 Satisfaction of Bond Obligations. At its sole cost and expense, GWHN shall do
all things necessary, desirable, and appropriate to cause the complete and valid payment or, if
necessary, defeasance of its obligations under that certain Loan Agreement and Security
Agreement dated as of December 1, 2010 by and between GWHN, the Hospital, RBS Citizens,
National Association, and the State of Connecticut Health and Educational Facilities Authority
(the “Loan Agreement”), which secures the State of Connecticut Health and Educational
Facilities Authority Revenue Bonds, Waterbury Hospital Issue, Series D, such that all liens and
mortgages secured by the Loan Agreement shall be released at the time of the Closing.

6.13 New Collective Bargaining Agreement. GWHN shall keep VHS Sub apprised
of, and consult with VHS Sub, regarding the status of the negotiations regarding a new collective
bargaining agreement with the Waterbury Hospital Health Center Registered Professional
Nurses” Unit #10.

7. COVENANTS OF VHS SuB AND THE COMPANY PRIOR TO CLOSING. Between the date
of this Agreement and the Closing:

7.1  Governmental Approvals. VHS Sub and the Company each shall (i) use its
commercially reasonable efforts to obtain all governmental approvals (or exemptions therefrom)
necessary or required to allow VHS Sub or the Company, as applicable, to perform its
obligations under this Agreement (including, without limitation, approvals of the applications to
the Attorney General and Commissioner of Public Health of the State of Connecticut relating to
the admission of GWHN to the Company and/or any other projects or activities in the
community that VHS Sub, in its reasonable discretion, deems necessary as a predicate for the
transactions contemplated herein), and (ii) assist and cooperate with GWHN and its
representatives and counsel in obtaining all governmental consents, approvals, and licenses that
GWHN deems necessary or appropriate and in the preparation of any document or other material
that may be required by any governmental agency as a predicate to or as a result of the
transactions contemplated herein (including, without limitation, approvals of the applications to
the Attorney General and Commissioner of Public Health of the State of Connecticut relating to
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the admission of GWHN to the Company and/or any other projects or activities in the
community that VHS Sub, in its reasonable discretion, deems necessary as a predicate for the
transactions contemplated herein).

7.2 FTC Notification. VHS Sub shall, if and to the extent required by law, file or
cause to be filed all reports or other documents required or requested of it by the FTC or the
Justice Department under the HSR Act, and all regulations promulgated thereunder, concerning
the transactions contemplated hereby, and comply promptly with any requests by the FTC or
Justice Department for additional information concerning such transactions, so that the waiting
period specified in the HSR Act will expire as soon as reasonably possible after the execution
and delivery of this Agreement. VHS Sub agrees to furnish to GWHN such information
concerning VHS Sub and the Company as GWHN needs to perform its obligations under Section
6.5 of this Agreement.

7.3  Title Commitment. The Company shall obtain a current title commitment (the
“Title Commitment”) issued by Land Services USA (the “Title Company”), together with legible
copies of all exceptions to title referenced therein. The Title Commitment shall set forth the state
of title to the Owned Real Property, together with all exceptions or conditions to such title,
including, without limitation, all easements, restrictions, rights-of-way, covenants, reservations,
and all other encumbrances affecting the Owned Real Property that would appear in an owner’s
title policy, if issued. The Title Commitment shall contain the express commitment of the Title
Company to issue an Owner’s Title Policy (the “Title Policy”) to the Company in an amount
equal to the amount being allocated by the parties to the Owned Real Property insuring good and
marketable title to the Owned Real Property subject only to the Permitted Exceptions with the
standard printed exceptions endorsed or deleted as agreed by VHS Sub.

7.4  Surveys. GWHN shall deliver copies of all existing surveys of the Real Property
to VHS Sub. The Company may obtain, at its sole cost and expense, current as-built surveys of
the Real Property (the “Surveys™”). The Surveys shall meet the requirements of an ALTA/ASCM
survey and otherwise be in form and detail satisfactory to VHS Sub. Unless otherwise agreed by
VHS Sub, the Surveys shall (i) be currently dated; (ii) show the location on the Real Property of
all improvements, fences, evidences of abandoned fences, lakes, ponds, creeks, streams, rivers,
easements, roads, and rights-of-way; (iii) identify all easements and rights-of-way by reference
to the recording information applicable to the documents creating such easements or rights-of-
way; (iv) show any encroachments onto the Real Property from any adjacent property, any
encroachments from the Real Property onto adjacent property, and any encroachments into any
easement or restricted area within the Real Property; (v) locate all existing improvements (such
as buildings, power lines, fences, and the like); (vi) locate all dedicated public streets or other
roadways providing access to the Real Property, including all curb cuts and all alleys; (vii) locate
all set-back lines and similar restrictions covering the Real Property or any part thereof and any
violations of such restrictions; and (viii) show thereon a legal description of the boundaries of the
Real Property by metes and bounds or other appropriate legal description. Each Survey shall
contain the surveyor’s certification to the Company, VHS Sub, GWHN, and the Title Company
that (i) the Survey was made on the ground; (ii) there are no visible or recorded easements,
discrepancies, conflicts, encroachments, or overlapping of improvements except as shown on the
Survey; (iii) the Survey correctly shows all visible or recorded easements or rights of way across
the Real Property or any other easements or rights of way of which the surveyor has been
advised, including, without limitation, those matters affecting title reflected in the Title
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Commitment; (iv) the Survey correctly shows the location of all buildings, structures, and other
improvements situated on the Real Property; (v) the Survey conforms to all applicable minimum
guidelines for surveys of comparable property as set forth in applicable laws, regulations, or
professional standards; (vi) all streets abutting the Real Property and all means of ingress to and
egress from the Real Property have been completed, dedicated, and accepted for public
maintenance by the relevant municipal body; (vii) except as shown thereon, the Real Property is
not located within the 100 year flood plain or other flood hazard area; (viii) the Survey is a true,
correct, and accurate representation of the Real Property; and (ix) such other matters as may be
required by the Title Company to allow it to issue the Title Policy.

7.5  Efforts to Close. VHS Sub and the Company each shall use its commercially
reasonable efforts to proceed toward the Closing and to satisfy the conditions to Closing,
consistent with the other terms contained herein. VHS Sub shall notify GWHN as soon as
practicable of any event or matter that comes to the attention of VHS Sub that may reasonably be
expected to prevent or materially delay the conditions to VHS Sub’s and the Company’s
obligations being met.

8. CONDITIONS PRECEDENT TO OBLIGATIONS OF VHS SuB AND THE COMPANY.
Notwithstanding anything herein to the contrary, the obligations of VHS Sub and the Company
to consummate the transactions described herein are subject to the fulfillment, on or prior to the
Closing Date, of the following conditions precedent unless (but only to the extent) waived in
writing by VHS Sub and the Company at the Closing:

8.1 Representations/Warranties. Each of the representations and warranties of
GWHN contained in this Agreement that is qualified as to materiality was true and correct in all
respects when made and, when read in light of any Schedules that have been updated in
accordance with the provisions of Section 13.1 hereof, shall be true and correct as of the Closing
Date as though such representations and warranties had been made on and as of such Closing
Date, and each of the representations and warranties of GWHN contained in this Agreement that
is not qualified as to materiality was true and correct in all material respects when made and,
when read in light of any Schedules that have been updated in accordance with the provisions of
Section 13.1 hereof, shall be true and correct in all material respects as of the Closing Date as
though such representations and warranties had been made on and as of such Closing Date. Each
and all of the terms, covenants, and conditions of this Agreement to be complied with or
performed by GWHN on or before the Closing Date pursuant to the terms hereof shall have been
duly complied with and performed in all material respects.

8.2  Pre-Closing Confirmations. VHS Sub and the Company shall have obtained
documentation or other evidence satisfactory to VHS Sub and the Company in their sole
discretion that each of VHS Sub and the Company has:

@) Received satisfactory approval from all Government Entities whose
approval is required to complete the transactions herein contemplated (including, without
limitation, satisfactory approvals of the applications to the Attorney General and Commissioner
of Public Health of the State of Connecticut relating to the admission of GWHN to the Company
and/or any other projects or activities in the community that VHS Sub, in its reasonable
discretion, deems necessary as a predicate for the transactions contemplated herein);
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(b) Received confirmation from all applicable licensure agencies that, upon
the Closing, either (i) all licenses required by law to operate the Facilities as currently operated
will be transferred to, or issued or reissued in the name of, the Company, or (ii) the Company
will be permitted to operate the Facilities as currently operated from and after the Closing until
such time as all appropriate licenses are issued or reissued in the name of the Company;

(c) Obtained reasonable assurances that Medicare and Medicaid certification
of the Facilities for their operation by the Company will be effective as of the Closing and that
the Company may participate in and receive reimbursement from such programs effective as of
the Closing;

(d) Reasonably assured itself that all waiting periods under the HSR Act have
been terminated or expired and that any additional approvals required from the Justice
Department and/or the FTC relating to the transactions contemplated herein have been obtained
and are in form and substance satisfactory to VHS Sub in its reasonable discretion;

(e) Obtained reasonable assurances that the material grants and grant
programs listed on Schedule 8.2(e) shall continue after the Closing; and

()] Obtained such other consents and approvals as may be legally or
contractually required for the consummation of the transactions described herein.

8.3  Actions/Proceedings. No action or proceeding before a court or any other
Government Entity, unless resolved, shall have been instituted to restrain or prohibit the
transactions herein contemplated, and no Government Entity shall have taken any other action or
made any request of any party hereto as a result of which VHS Sub reasonably and in good faith
deems it inadvisable to proceed with the transactions hereunder.

8.4  Adverse Change. Since the date hereof, there has not occurred any event, change,
or occurrence that, individually or together with any other event, change, or occurrence, would
reasonably be expected to have a material adverse effect on the Assets (whether or not covered
by insurance) or on the business, operations, results of operations, prospects, or condition
(financial or otherwise) of the Facilities (a “Material Adverse Effect”); provided, however, that,
notwithstanding anything to the contrary contained in this Agreement, the following will be
presumed not to constitute a Material Adverse Effect: (a) general economic or industry
conditions generally applicable to hospitals or health care facilities within the United States or
the State of Connecticut so long as such conditions do not disproportionately affect GWHN and
the Facilities; (b) changes or proposed changes to any state or federal law, reimbursement rates
or policies of Governmental Entities that are generally applicable to hospitals or health care
facilities within the United States so long as such changes do not disproportionately affect
GWHN and the Facilities; (c) requirements, reimbursement rates, policies, or procedures of third
party payors or accreditation commissions or organizations that are generally applicable to
hospitals or health care facilities within the United States; (d) changes in GAAP; (e) effects that
are cured, or susceptible to cure without unreasonable effort, by GWHN; (f) actions specifically
required of the parties pursuant to this Agreement; or (g) the normalized earnings before interest,
depreciation and amortization of the Facilities on a consolidated basis for the trailing 12-month
period through the date of the most recent Interim Statement provided to VHS Sub pursuant to
Section 6.6 (the “Trailing EBITDA”) shall be not less than 80% of the normalized Trailing
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EBITDA of the same period (month to date and year to date) for the prior year. The definition of
“Material Adverse Effect” as set forth in this Section 8.4 shall be used solely for interpreting this
Section 8.4 and not for interpreting the phrase “material adverse effect” or “material adverse
change” as used in any other context elsewhere in this Agreement.

8.5 Insolvency. GWHN shall not (i) be in receivership or dissolution, (ii) have made
any assignment for the benefit of creditors, (iii) have admitted in writing its inability to pay its
debts as they mature, (iv) have been adjudicated a bankrupt, or (v) have filed a petition in
voluntary bankruptcy, a petition or answer seeking reorganization, or an arrangement with
creditors under the federal bankruptcy law or any other similar law or statute of the United States
or any state, nor shall any such petition have been filed against GWHN.

8.6  Opinion of Counsel to GWHN. VHS Sub and the Company shall have received
an opinion from counsel to GWHN, dated as of the Closing Date and addressed to VHS Sub and
the Company, in form and substance satisfactory to counsel for VHS Sub, covering the matters
set forth in Exhibit D hereto.

8.7  Consents to Assignments. All consents, waivers, and estoppels of third parties
that are reasonably necessary, in the opinion of VHS Sub, to complete effectively the
transactions herein contemplated shall have been obtained and are in form and substance
reasonably satisfactory to VHS Sub.

8.8  Vesting/Recordation. GWHN shall have furnished to the Company, in form and
substance satisfactory to VHS Sub, assignments or other instruments of transfer and consents and
waivers by others, necessary or appropriate to transfer to and effectively vest in the Company all
right, title, and interest in and to the Assets, in proper statutory form for recording if such
recording is necessary or appropriate.

8.9  Due Diligence Investigation. VHS Sub and the Company shall have completed
the due diligence investigation of the Facilities and the Assets, and the results of such
investigation shall have been found satisfactory to VHS Sub and the Company. [NOTE:
Assuming that the Agreement is executed at or near the time of closing, when the due
diligence investigation will have been completed, Section 8.9 can be deleted.]

8.10 Required Consents. The Company shall have received consents to the
assignment to the Company or the applicable Company Entity of those certain contracts and
leases set forth on Schedule 8.10 from the counterparties to such contracts and leases, which
consents are in a form reasonably acceptable to VHS Sub (the “Required Consents”).

8.11 Title Insurance Policy and Surveys. VHS Sub shall have received the Title
Policy and the Surveys.

8.12 Waterbury Hospital Cash Balance Retirement Plan. GWHN shall have taken all
steps necessary to freeze the Waterbury Hospital Cash Balance Retirement Plan (the “Cash
Balance Plan”) effective as of the Closing Date so that no benefits will accrue for any participant
in the Cash Balance Plan after the Closing Date, including providing any notice of such freeze as
required under applicable laws.
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8.13 Loan Agreement. The Loan Agreement shall have been satisfied, discharged and
terminated and all encumbrances created by or in connection with the Loan Agreement shall
have been released.

8.14 Statutory Amendment. The Connecticut legislature shall have amended the
corporate practice of medicine statute to allow for-stock corporations and other for-profit
entities, whether incorporated or organized in Connecticut or another jurisdiction, to own
medical foundations that employ physicians.

8.15 Closing Documents. All Closing Documents required by Section 3.2 shall have
been delivered to VHS Sub or the Company, as applicable.

9. CONDITIONS PRECEDENT TO OBLIGATIONS OF GWHN. Notwithstanding anything
herein to the contrary, the obligations of GWHN to consummate the transactions described
herein are subject to the fulfillment, on or prior to the Closing Date, of the following conditions
precedent unless (but only to the extent) waived in writing by GWHN at the Closing:

9.1  Representations/Warranties. Each of the representations and warranties of VHS,
VHS Sub, and the Company contained in this Agreement that is qualified as to materiality was
true and correct in all respects when made and, when read in light of any Schedules that have
been updated in accordance with the provisions of Section 13.1 hereof, shall be true and correct
as of the Closing Date as though such representations and warranties had been made on and as of
such Closing Date, and each of the representations and warranties of VHS, VHS Sub, and the
Company contained in this Agreement that is not qualified as to materiality was true and correct
in all material respects when made and, when read in light of any Schedules that have been
updated in accordance with the provisions of Section 13.1 hereof, shall be true and correct in all
material respects as of the Closing Date as though such representations and warranties had been
made on and as of such Closing Date. Each and all of the terms, covenants, and conditions of
this Agreement to be complied with or performed by VHS, VHS Sub, and the Company on or
before the Closing Date pursuant to the terms hereof shall have been duly complied with and
performed in all material respects.

9.2  Governmental Matters. All material consents, authorizations, orders, and
approvals of (or filings or registrations with) any Government Entity or other party required in
connection with the execution, delivery, and performance of this Agreement shall have been
obtained or made by VHS Sub and/or the Company when so required, except for any documents
required to be filed, or consents, authorizations, orders, or approvals required to be issued, after
the Closing Date.

9.3  Actions/Proceedings. No action or proceeding before a court or any other
Government Entity, unless resolved, shall have been instituted or threatened to restrain or
prohibit the transactions herein contemplated, and no Government Entity shall have taken any
other action or made any request of any party hereto as a result of which GWHN reasonably and
in good faith deems it inadvisable to proceed with the transactions hereunder.

94 Insolvency. None of VHS, VHS Sub, or the Company shall (i) be in receivership
or dissolution, (i) have made any assignment for the benefit of creditors, (iii) have admitted in
writing its inability to pay its debts as they mature, (iv) have been adjudicated a bankrupt, or (v)
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arrangement with creditors under the federal bankruptcy law or any other similar law or statute
of the United States or any state, nor shall any such petition have been filed against any of VHS,
VHS Sub, or the Company.

9.5  Opinion of Counsel to VHS Sub. GWHN shall have received an opinion from
counsel to VHS and VHS Sub, dated as of the Closing Date and addressed to GWHN, in form
and substance satisfactory to counsel for GWHN, covering the matters set forth in Exhibit E
hereto.

9.6  Closing Documents. All Closing Documents required by Section 3.3 shall have
been delivered to GWHN or the Company, as applicable.

10. CoVENANT NoT TO CoMPETE. GWHN hereby covenants that at all times from the
Closing Date until the later to occur of the fifth (5th) anniversary of the Closing Date, GWHN
and its Affiliates shall not, directly or indirectly, except as a member, consultant, or contractor to
or of the Company (or any Affiliate of the Company), own, lease, manage, operate, control, or
participate in any manner with the ownership, leasing, management, operation, or control of any
business that offers services in competition with the Facilities, including but not limited to any
acute care hospital, specialty hospital, rehabilitation facility, diagnostic imaging center, inpatient
or outpatient psychiatric or substance abuse facility, ambulatory or other type of surgery center,
nursing home, skilled nursing facility, home health or hospice agency, or physician clinic or
physician medical practice, within a thirty-mile radius of the Hospital (the “Restricted Area”),
without the Company’s prior written consent (which the Company may withhold in its sole and
absolute discretion); provided, however, that (i) GWHN and its Affiliates will not be precluded
from participating in the following activities that promote health care services for residents of the
communities historically served by GWHN and its Affiliates through the Hospital: development,
ownership, and operation of indigent or charity care clinics and services; preventative care
programs and services and educational programs; health screening services; child care services;
and other similar services or programs intended to better serve the health care needs of the
community’s indigent population in the Restricted Area that are not directly competitive with
services provided by the Company, and (ii) GWHN and its Affiliates will not be precluded from
participating in activities that are otherwise permitted by Section 10.1 of the LLC Agreement or
described in Schedule 10 of this Agreement. In the event of a breach of this Section 10, GWHN
recognizes that monetary damages shall be inadequate to compensate the Company and the
Company shall be entitled, without the posting of a bond or similar security, to an injunction
restraining such breach, with the costs (including attorneys’ fees) of securing such injunction to
be borne by GWHN. Nothing contained herein shall be construed as prohibiting the Company
from pursuing any other remedy available to it for such breach or threatened breach. All parties
hereto hereby acknowledge the necessity of protection against the competition of GWHN and its
Affiliates and that the nature and scope of such protection has been carefully considered by the
parties. GWHN further acknowledges and agrees that the covenants and provisions of this
Section 10 form part of the consideration under this Agreement and are among the inducements
for VHS Sub and the Company entering into and consummating the transactions contemplated
herein. The period provided and the area covered are expressly represented and agreed to be fair,
reasonable, and necessary. The consideration provided for herein is deemed to be sufficient and
adequate to compensate for agreeing to the restrictions contained in this Section 10. If, however,
any court determines that the foregoing restrictions are not reasonable, such restrictions shall be
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modified, rewritten, or interpreted to include as much of their nature and scope as will render
them enforceable.

11. ADDITIONAL AGREEMENTS.
11.1  Termination Prior to Closing; Termination Fee.

@) Notwithstanding anything herein to the contrary, this Agreement may be
terminated at any time: (i) on or prior to the Closing Date by mutual consent of GWHN and VHS
Sub; (i) by VHS Sub, by written notice to GWHN if any event occurs or condition exists that
causes GWHN to be unable to satisfy one or more conditions to the obligations of VHS Sub to
consummate the transactions contemplated by this Agreement as set forth in Section 8; (iii) by
GWHN, by written notice to VHS Sub if any event occurs or condition exists which causes VHS
Sub to be unable to satisfy one or more conditions to the obligation of GWHN to consummate
the transactions contemplated by this Agreement as set forth in Section 9; (iv) by GWHN or
VHS Sub, if the Closing Date shall not have taken place on or before , 201_ (which
date may be extended by mutual agreement of GWHN and VHS Sub); provided, however, that
no party may terminate this Agreement if the failure of Closing to occur by such date resulted
from a material breach of this Agreement by such party; (v) by either GWHN or VHS Sub,
pursuant to Section 13.1 hereof; or (vi) by VHS Sub, pursuant to Section 11.17 hereof.

(b) In the event that this Agreement is terminated by GWHN pursuant to
Section 11.1(a)(iv) and at the time of such termination (x) all the conditions to the obligations of
VHS Sub and the Company to consummate the transactions contemplated by this Agreement as
set forth in Section 8 have been satisfied (other than conditions that by their terms are to be
satisfied by actions to be taken at the Closing, provided that such actions are, as of the time of
such termination, capable of being satisfied at the Closing), and (y) GWHN is in compliance in
all material respects with the terms of this Agreement, then the Company shall, within five (5)
business days after receipt of written notice of such termination, pay to GWHN by wire transfer
of immediately available funds to an account designated by GWHN a fee equal to Two Million
Dollars ($2,000,000) (the “Termination Fee”).

11.2 Post-Closing Access to Information. GWHN and VHS Sub acknowledge that
subsequent to Closing each party may need access to information or documents in the control or
possession of the Company for the purposes of concluding the transactions herein contemplated,
audits, compliance with governmental requirements and regulations, and the prosecution or
defense of third party claims. Accordingly, GWHN, VHS Sub, and the Company agree that for a
period of not less than ten (10) years after Closing the Company will make reasonably available
to each party and their agents, independent auditors, counsel, and/or governmental agencies upon
written request and at the expense of the requesting party such records (as defined in Section
11.3) as may be available relating to the Assets for periods prior and subsequent to Closing to the
extent necessary to facilitate concluding the transactions herein contemplated, audits, compliance
with governmental requirements and regulations, and the prosecution or defense of claims.

11.3 Preservation and Access to Records After the Closing. After the Closing, the
Company shall, in the ordinary course of business and as required by law, keep and preserve in
their original form all medical and other records of the Facilities that exist as of the Closing and
constitute a part of the Assets delivered to the Company at the Closing. For purposes of this
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Agreement, the term “records” includes all documents, electronic data, and other compilations of
information in any form. The Company acknowledges that as a result of entering into this
Agreement and operating the Facilities it will gain access to patient and other information that is
subject to state, federal, and GWHN’s own internal rules and regulations regarding
confidentiality. The Company agrees to abide by all applicable laws relating to the confidential
information it acquires. The Company agrees to maintain the patient records delivered to the
Company at the Closing at the Facilities after Closing in accordance with applicable law
(including, if applicable, Section 1861(v)(i)(I) of the Social Security Act (42 U.S.C.
81395(v)(I)(1)), the privacy and security requirements of HIPAA, including, but not limited to,
the Administrative Simplification subtitle of HIPAA, and applicable state requirements with
respect to medical privacy and security and requirements of relevant insurance carriers, all in a
manner consistent with the maintenance of patient records generated at the Facilities after the
Closing. Upon reasonable notice, during normal business hours, at the sole cost and expense of
GWHN and upon the Company’s receipt of appropriate consents and authorizations, the
Company will afford to the representatives of GWHN, including its counsel and accountants, full
and complete access to, and copies of, the records transferred to the Company at the Closing
(including, without limitation, access to patient records in respect of patients treated by GWHN
at the Facilities). Upon reasonable notice, during normal business hours and at the sole cost and
expense of GWHN, the Company shall also make its officers, agents, and employees available to
GWHN at reasonable times and places after the Closing. In addition, GWHN shall be entitled, at
GWHN’s sole risk, to remove from the Facilities copies of any such patient records, but only for
purposes of threatened or pending litigation (including any administrative proceeding or
investigation) involving a patient to whom such records refer, as certified in writing prior to
removal by counsel retained by GWHN in connection with such litigation and only upon the
Company’s receipt of appropriate consents and authorizations. Any patient record so removed
from the Facilities shall be promptly returned to the Company following its use by GWHN. Any
access to the Facilities, its records, or the Company’s personnel granted to GWHN in this
Agreement shall be upon the condition that any such access not materially interfere with the
business operations of the Company.

11.4 CON Disclaimer. This Agreement shall not be deemed to be an acquisition or
obligation of a capital expenditure or of funds within the meaning of the certificate of need
statute of any state, until the appropriate governmental agencies shall have granted a certificate
of need or the appropriate approval or ruled that no certificate of need or other approval is
required.

11,5 Tax and Medicare Effect. None of the parties (nor such parties’ counsel or
accountants) has made or is making any representations to any other party (nor such party’s
counsel or accountants) concerning any of the tax or Medicare effects of the transactions
provided for in this Agreement, as each party hereto represents that each has obtained, or may
obtain, independent tax and Medicare advice with respect thereto and upon which it, if so
obtained, has solely relied.

11.6 Reproduction of Documents. This Agreement and all documents relating hereto,
including, without limitation, (a) consents, waivers, and modifications that may hereafter be
executed, (b) the documents delivered at the Closing, and (c) financial statements, certificates,
and other information previously or hereafter furnished to GWHN, the Company, or VHS Sub,
may, subject to the provisions of Section 13.11 hereof, be reproduced by GWHN, the Company,
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and VHS Sub by any photographic, photostatic, microfilm, micro-card, miniature photographic,
or other similar process and GWHN, the Company, and VHS Sub may destroy any original
documents so reproduced. GWHN, the Company, and VHS Sub agree and stipulate that any
such reproduction shall be admissible in evidence as the original itself in any judicial, arbitral, or
administrative proceeding (whether or not the original is in existence and whether or not such
reproduction was made by GWHN, the Company, or VHS Sub in the regular course of business)
and that any enlargement, facsimile, or further reproduction of such reproduction shall likewise
be admissible in evidence.

11.7 Cooperation on Tax Matters. Following the Closing, the parties shall cooperate
fully with each other and shall make available to the other, as reasonably requested and at the
expense of the requesting party, and to any taxing authority (to the extent required by law), all
information, records, or documents in their possession relating to the Assets, the Facilities, and
the Assumed Liabilities as is reasonably necessary for the preparation and filing of any Tax
Return, claim for refund of Taxes, or other filings relating to Taxes, or in connection with any
audit or other proceeding instituted by any taxing authority. In the case of any audit,
examination, or other proceeding with respect to Taxes for which GWHN is or may be liable
pursuant to this Agreement, the Company shall promptly inform GWHN, and the Company shall
execute or cause to be executed powers of attorney or other documents necessary to enable
GWHN to take all actions reasonably deemed necessary by GWHN with respect to such audit,
examination, or proceeding to the extent such audit, examination, or proceeding may affect the
amount of Taxes for which GWHN is liable pursuant to this Agreement. GWHN shall have the
right to control any such audit, examination, or proceeding, and, if there is a reasonable basis
therefor, to initiate any claim for refund, file any amended return, or take any other action that it
deems appropriate with respect to such Taxes.

11.8 Cost Reports. GWHN, at its expense, shall prepare and timely file all terminating
and other cost reports required or permitted by law to be filed under the Medicare and Medicaid
or other third party payor programs and the State Health Agency for periods ending on or prior to
the Closing Date, or as a result of the consummation of the transactions described herein (the
“GWHN Cost Reports”). The Company shall provide GWHN with access to all records and data
necessary for completion of GWHN Cost Reports. The Company shall forward to GWHN any
and all correspondence relating to GWHN Cost Reports within five (5) business days after
receipt by the Company. The Company shall remit any receipts of funds relating to GWHN Cost
Reports within ten (10) business days after receipt by the Company and shall forward to GWHN
any demand for payments within five (5) business days after receipt by the Company. GWHN
shall retain all rights to the GWHN Cost Reports including any amounts receivable or payable in
respect of such reports or reserves relating to such reports. Such rights shall include the right to
appeal any Medicare or Medicaid determinations relating to GWHN Cost Reports. GWHN shall
retain the originals of GWHN Cost Reports, correspondence, work papers and other documents
relating to GWHN Cost Reports; provided, however, that GWHN shall make certain that the
Hospital retains copies of such cost reports, correspondence, work papers and other documents in
order that they are available to the Company following the Closing Date.

11.9 Misdirected Payments, Etc. GWHN and the Company covenant and agree to
remit, with reasonable promptness, to the other any payments received, which payments are on
or in respect of accounts or notes receivable owned by (or are otherwise payable to) the other. In
addition, and without limitation, in the event of a determination by any governmental or third-
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party payor that payments to GWHN or the Facilities resulted in an overpayment or other
determination that funds previously paid by any program or plan to GWHN or the Facilities must
be repaid, GWHN shall be responsible for repayment of said monies (or defense of such actions)
if such overpayment or other repayment determination was for services rendered on or prior to
the Closing Date, and the Company shall be responsible for repayment of said monies (or
defense of such actions) if such overpayment or other repayment determination was for services
rendered after the Closing Date. In the event that, following Closing, the Company suffers any
offsets against reimbursement under any third-party payor or reimbursement programs due to the
Company, relating to amounts owing under any such programs by GWHN or any of its
Affiliates, GWHN shall immediately upon written demand from the Company pay to the
Company the amounts so billed or offset.

11.10 Employee Matters. As of the Closing Date, GWHN shall terminate all of its
employees at the Facilities, and VHS Sub (or an Affiliate thereof) shall offer employment to all
active employees in good standing as of the Closing Date who satisfy customary pre-
employment screening procedures, in positions similar to those then being provided by GWHN.
Nothing herein shall be deemed to affect or limit in any way normal management prerogatives of
VHS Sub or its Affiliate with respect to employees or to create or grant to any such employees
third party beneficiary rights or claims of any kind or nature. In respect of the employees
employed by VHS Sub or its Affiliate, and except as limited by the terms of applicable collective
bargaining agreements, VHS Sub or its Affiliate shall provide such employees with regionally
competitive wages and employee benefits comparable to the benefits generally offered to
employees of other hospitals owned and operated by VHS or its Affiliates and shall honor prior
length of service for purposes of determining eligibility and vesting in its benefit plans; provided,
however, that no such prior service credit need be given in respect of any new plan commenced
or participated in by VHS or its Affiliates and generally applicable to other hospitals owned and
operated by VHS or its Affiliates in which no prior service credit is given to or recognized for
other plan beneficiaries. In extending such benefits, VHS or its Affiliate shall give such
employees credit for the satisfaction of pre-existing condition limitations in its welfare benefit
plans to the same extent that such employees have satisfied such limitations under the current
welfare benefit plans of GWHN. VHS Sub or its Affiliate shall lease the employees to the
Company on a “cost” basis. Notwithstanding anything to the contrary contained in this Section
11.10, neither VHS Sub nor any Affiliate thereof shall have any obligation to offer employment
to, or continue to employ, any employee at the Facilities who has been excluded from
participation in federal health care programs.

11.11 Board of Trustees. The Company shall appoint a Board of Trustees for the
Hospital, as provided in the LLC Agreement.

11.12 Uncompensated Care Policies. The Company shall operate the Hospital in
accordance with the “community benefit standards” set forth in Revenue Ruling 69-545,
including, without limitation, the (i) acceptance of all Medicare and Medicaid patients,
(ii) acceptance of all emergency patients without regard to ability to pay, (iii) maintenance of an
open medical staff, (iv) provision of public health programs of educational benefit to the
community, and (v) general promotion of public health, wellness, and welfare to the community
through the provision of healthcare at a reasonable cost. The Company shall cause the Hospital
to treat any patient presented to the emergency room in accordance with the “community benefit
standards” as described above and to remain eligible to participate in the Medicare and Medicaid
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programs. This covenant shall be subject in all respects to changes in governmental law, policy,
or regulation.

11.13 Medical Staff Matters. The Company shall work together with the medical staff
of the Hospital to develop the medical staff bylaws, rules and regulations, medical staff
committee structure, credentialing plan, and fair hearing plan of the Hospital following the
Closing.

11.14 Use of Controlled Substance Permits. To the extent permitted by applicable law,
the Company Entities shall have the right, for a period not to exceed one hundred twenty (120)
days following the Closing Date, to operate under the licenses and registrations of GWHN
relating to controlled substances and the operations of pharmacies and laboratories, until the
Company Entities are able to obtain their own such licenses and registrations. In furtherance
thereof, GWHN shall execute and deliver to the Company Entities at or prior to the Closing
limited powers of attorney substantially in the form of Exhibit F hereto. The Company Entities
shall apply for all such licenses and registrations as soon as reasonably practicable before and
after the Closing Date and shall diligently pursue such applications. The Company Entities shall
also indemnify and hold GWHN harmless from and against all claims, damages, losses, and
other costs incurred, or required by law to be paid, resulting in whole or in part from the use of
such licenses and registrations by the Company Entities following the Closing.

11.15 Connecticut Transfer Act. This transaction is subject to the Transfer Act.
Accordingly, GWHN shall prepare a Transfer Act Form 111 and the accompanying ECAF for the
Hospital to satisfy the requirements of the Transfer Act in connection with the transaction
contemplated herein. Copies of the Form 111 and the ECAF will be provided to the Company at
least thirty (30) days prior to the Closing Date so that the Company may review and provide
reasonable comments. GWHN shall sign the Form 1l as the “Transferor” and GWHN or its
designee shall sign the Form 11l as the “Certifying Party” responsible for completing all the
required environmental investigation and remediation at the Hospital in accordance with the
Transfer Act, the Connecticut Remediation Standard Regulations, and other applicable
Environmental Laws. The Company shall sign the Form 11 as the “Transferee.” GWHN shall
furnish copies of the Form Ill and the ECAF to the Company prior to the Closing Date for the
Company’s execution. Within ten (10) days after the Closing Date, GWHN shall (i) file the fully
executed Form 11l and the ECAF with the Connecticut Department of Energy and Environmental
Protection (“CTDEP™); (ii) pay the initial $3,000 filing fee and any and all subsequent Transfer
Act fees; and (iii) provide written confirmation to the Company that the Transfer Act filing has
been completed (with a copy of such filing). GWHN or its designee shall conduct and complete
any actions required by the CTDEP as a result of the filing of the Form Ill and the ECAF, as
necessary to comply with the requirements of the Transfer Act to obtain written confirmation
from CTDEP or a “verification” from a “Licensed Environmental Professional” that the Hospital
has been remediated in full compliance with the Connecticut Remediation Standard Regulations.
All undefined terms in this Section 11.15 shall have the meanings set forth in the Transfer Act.

11.16 Capital Commitment. After the Closing, the Company agrees to spend or commit
in a binding contract to spend (or cause or permit its Affiliates or third parties to spend or
commit in a binding contract to spend) not less than Fifty-Five Million Dollars ($55,000,000) in
the seven (7) years following the Effective Date on capital projects, including routine and non-
routine capital expenditures, at, or for the benefit of, the Facilities and/or the acquisition,

{W2235415}
50

00134



development and improvement of hospital, ambulatory or other health care services in the greater
Waterbury, Connecticut community. Notwithstanding the above capital commitment, in the
event that any legal requirement is enacted or imposed after Closing that (i) discriminates
against, or adversely affects a disproportionate number of, for-stock hospitals or other for-profit
health care entities or (ii) causes the Company to suffer a material decline in earnings before
interest, taxes, depreciation and amortization on a consolidated basis, then, in either event, the
Company shall be relieved of its obligation to provide the above capital commitment and shall be
required to consult with the Hospital’s Board of Trustees to determine an alternate mutually
agreeable capital commitment of the Company that is reasonable and appropriate in light of the
changed circumstances caused by the new legal requirement.

11.17 Casualty. If, on or before the Closing Date, any of the Facilities are destroyed or
damaged by fire, theft, vandalism or other cause or casualty and as a result thereof any material
part of such Facilities, in the aggregate, is rendered unsuitable for their primary intended use for
at least six (6) months, VHS Sub may elect, by giving written notice to GWHN within ten (10)
business days after having actual notice of the occurrence of such destruction or damage and the
extent of the loss, to: (i) terminate this Agreement in accordance with Section 11.1(a)(vi), (ii)
consummate the transaction in spite of such destruction or damage, but reduce the Purchase Price
by the fair market value of the Assets destroyed or damaged (determined as of the date
immediately before the destruction or damage) or, if greater, the estimated cost to restore, repair
or replace such Assets, in which event GWHN will retain all right, title and interest in and to
insurance proceeds payable on account of such destruction or damage, or (iii) consummate the
transaction in spite of such destruction or damage without any reduction in the Purchase Price, in
which event GWHN shall pay, transfer and assign to VHS Sub at Closing the insurance proceeds
(or the right to receive the insurance proceeds) payable on account of such destruction or
damage, plus any deductibles or copayments required under the applicable insurance policy in
respect of such claim. In the absence of an agreement among the parties regarding the amount of
any Purchase Price reduction for purposes of clause (ii) above (if applicable), an MAI appraiser
mutually selected by the parties and paid equally by GWHN, on the one hand, and VHS Sub, on
the other hand, will determine any reduction in Purchase Price pursuant to such clause (ii).

12. INDEMNIFICATION.

12.1  Indemnification by GWHN. Subject to the limitations set forth in Section 12.4
hereof, GWHN shall defend and indemnify and hold each of VHS Sub and the Company, and
each of their respective affiliates, officers, directors, employees, agents, or independent
contractors, wholly harmless from and against any and all losses, liabilities, damages, costs
(including, without limitation, court costs and costs of appeal), and expenses (including, without
limitation, reasonable attorneys’ fees) that such persons incur as a result of, or with respect to, (i)
any misrepresentation or breach of warranty by GWHN under this Agreement, (ii) any breach by
GWHN of, or any failure by GWHN to perform, any covenant or agreement of, or required to be
performed by, GWHN under this Agreement, (iii) any of the Excluded Liabilities, (iv) any
contribution or other funding by the Company or any of its Affiliates to the Connecticut Health
Care Associates Pension Plan in excess of Two Million Four Hundred Thousand Dollars
($2,400,000) on an annual basis; provided, however, any withdrawal liability related to the
Connecticut Health Care Associates Pension Plan shall be the responsibility of GWHN and
GWHN shall indemnify the Company and its Affiliates for any such liabilities, and upon
payment in full of the withdrawal liability, GWHN’s indemnity obligations pursuant to this
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Section 12.1(iv) shall terminate, or (v) any claim made by a third party with respect to the
operation of the Facilities prior to the Effective Time.

12.2  Indemnification by VHS Sub. Subject to the limitations set forth in Section 12.4
hereof, VHS Sub shall defend and indemnify and hold each of GWHN and the Company, and
each of their respective affiliates, officers, directors, employees, agents, or independent
contractors, wholly harmless from and against any and all losses, liabilities, damages, costs
(including, without limitation, court costs and costs of appeal) and expenses (including, without
limitation, reasonable attorneys’ fees) that such persons incur as a result of, or with respect to, (i)
any misrepresentation or breach of warranty by VHS Sub under this Agreement or (ii) any
breach by VHS Sub of, or any failure by VHS Sub to perform, any covenant or agreement of, or
required to be performed by, VHS Sub under this Agreement.

12.3  Indemnification by the Company. Subject to the limitations set forth in Section
12.4 hereof, the Company shall defend and indemnify and hold each of VHS Sub and GWHN,
and each of their respective officers, directors, employees, agents, or independent contractors,
wholly harmless from and against any and all losses, liabilities, damages, costs (including,
without limitation, court costs and costs of appeal), and expenses (including, without limitation,
reasonable attorneys’ fees) that such persons incur as a result of, or with respect to, (i) any
misrepresentation or breach of warranty by the Company under this Agreement, (ii) any breach
by the Company of, or any failure by the Company to perform, any covenant or agreement of, or
required to be performed by, the Company under this Agreement, (iii) any of the Assumed
Liabilities, or (iv) any claim made by a third party with respect to the operation of the Facilities
following the Effective Time.

12.4  Limitations. GWHN, VHS Sub, and the Company shall be liable under Section
12.1(i), Section 12.2(i), or Section 12.3(i) (i.e., for misrepresentations and breaches of
warranties), as applicable, only when total indemnification claims exceed $150,000. No party
shall be liable for any indemnification pursuant to Section 12.1(i), Section 12.2(i), or Section
12.3(i), as applicable, for any claims for misrepresentations and breaches of warranty that are the
basis upon which any other party shall have failed to consummate the transactions described
herein pursuant to Section 8.1 or Section 9.1, as applicable, or that are based upon
misrepresentations and breaches of warranty that have been waived pursuant to the initial
paragraph of Section 8 or Section 9, as applicable. The liability of GWHN, VHS Sub, and the
Company for indemnification under Section 12.1(i), Section 12.2(i), or Section 12.3(i),
respectively, shall be limited to an amount equal to $3,000,000. Notwithstanding anything to the
contrary, the limitations contained in this Section 12.4 shall not apply to any indemnification
claims arising under Section 12.1(i), Section 12.2(i), or Section 12.3(i) as a result of the
intentional misrepresentation or fraud of GWHN, VHS Sub, or the Company, respectively.

12,5 Notice and Control of Litigation. If any claim or liability is asserted in writing
by a third party against a party entitled to indemnification under this Section 12 (the
“Indemnified Party”) that would give rise to a claim under this Section 12, the Indemnified Party
shall notify the person giving the indemnity (the “Indemnifying Party”) in writing of the same
within fifteen (15) days of receipt of such written assertion of a claim or liability. The
Indemnifying Party shall have the right to defend a claim and control the defense, settlement, and
prosecution of any litigation. If the Indemnifying Party, within fifteen (15) days after notice of
such claim, fails to defend such claim, the Indemnified Party shall (upon further notice to the
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Indemnifying Party) have the right to undertake the defense, compromise, or settlement of such
claim on behalf of and for the account and at the risk of the Indemnifying Party, subject to the
right of the Indemnifying Party to assume the defense of such claim at any time prior to
settlement, compromise, or final determination thereof. Anything in this Section 12.5
notwithstanding, (i) if there is a reasonable probability that a claim may materially and adversely
affect the Indemnified Party other than as a result of money damages or other money payments,
the Indemnified Party shall have the right, at its own cost and expense, to defend, compromise,
and settle such claim, and (ii) the Indemnifying Party shall not, without the written consent of the
Indemnified Party, settle or compromise any claim or consent to the entry of any judgment that
does not include as an unconditional term thereof the giving by the claimant to the Indemnified
Party of a release from all liability in respect of such claim. The foregoing rights and agreements
shall be limited to the extent of any requirement of any third party insurer or indemnitor. All
parties agree to cooperate fully as necessary in the defense of such matters. Should the
Indemnified Party fail to notify the Indemnifying Party in the time required above, the indemnity
with respect to the subject matter of the required notice shall be limited to the damages that
would have resulted absent the Indemnified Party’s failure to notify the Indemnifying Party in
the time required above after taking into account such actions as could have been taken by the
Indemnifying Party had it received timely notice from the Indemnified Party.

12.6  Notice of Claim. If an Indemnified Party becomes aware of any breach of the
representations or warranties of the Indemnifying Party hereunder or any other basis for
indemnification under this Section 12 (except as otherwise provided for under Section 12.5), the
Indemnified Party shall notify the Indemnifying Party in writing of the same within forty-five
(45) days after becoming aware of such breach or claim, specifying in detail the circumstances
and facts that give rise to a claim under this Section 12. Should the Indemnified Party fail to
notify the Indemnifying Party within the time frame required above, the indemnity with respect
to the subject matter of the required notice shall be limited to the damages that would have
nonetheless resulted absent the Indemnified Party’s failure to notify the Indemnifying Party in
the time required above after taking into account such actions as could have been taken by the
Indemnifying Party had it received timely notice from the Indemnified Party.

12.7  Mitigation of Damages. A party entitled to indemnification under this Section 12
shall make commercially reasonable efforts to (i) mitigate the amount of any indemnification
claim it has or may have against the person giving the indemnity and (ii) pursue claims under
insurance policies relating to the facts and circumstances giving rise to the indemnification
claim. For purposes of determining the amount of liability under this Section 12, appropriate
reductions shall be made to reflect the amount actually recovered pursuant to any insurance
policy or other third party recovery that is received by the party entitled to indemnification in
respect of the facts and circumstances giving rise to the indemnification claim. If an
indemnification payment is received by the party entitled to indemnification, and the party
entitled to indemnification later receives insurance proceeds or other third party recoveries that
were not previously credited against such indemnification payment when made, the party entitled
to indemnification shall promptly, but in no event later than fifteen (15) days after the actual
receipt of such insurance proceeds or other third party recoveries, pay to the party giving the
indemnity a sum equal to the lesser of (x) such insurance proceeds and other third party
recoveries less the cost of expenses incurred by the indemnified party in collecting such
insurance proceeds or other third party recovery and (y) the actual amount of the indemnification
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payment previously paid by the party giving the indemnity with respect to such indemnification
claim.

12.8 Indemnity Reserve. In order for VHS Sub to have meaningful financial recourse
against GWHN for indemnification claims, GWHN agrees to maintain liquid assets that have no
restriction on their use in the amount of (a) at least $7,500,000 for a period of three (3) years
after the Closing and (b) at least $5,000,000 for an additional two (2) year period after the initial
three (3) year period; provided, however, that if, as of the third anniversary of the Closing Date,
VHS Sub has pending indemnification claims, or is reasonably likely to have indemnification
claims, against GWHN in excess of $5,000,000, then GWHN shall maintain liquid assets that
have no restriction on their use in the amount of at least $7,500,000 until the fifth anniversary of
the Closing Date.

13. MISCELLANEOUS.

13.1  Schedules and Other Instruments. Each Schedule and Exhibit to this Agreement
shall be considered a part hereof as if set forth herein in full. From the date hereof until the
Closing Date, GWHN, VHS Sub, or the Company may update its Schedules, subject to the other
parties’ approval rights described below. Any other provision herein to the contrary
notwithstanding, all Schedules, Exhibits, or other instruments provided for herein and not
delivered at the time of execution of this Agreement or that are incomplete at the time of
execution of this Agreement shall be delivered or completed within ten (10) days after the date
hereof or ten (10) days prior to the Closing, whichever is sooner. It shall be deemed a condition
precedent to the obligations of the parties hereto that each of the Schedules, Exhibits, and related
documents, instruments, books, and records shall meet with the approval of such parties. If a
party, in its reasonable discretion, determines that it should not consummate the transactions
contemplated by this Agreement because of any information contained in a Schedule, Exhibit, or
other instrument that is delivered to such party after the execution of this Agreement, then such
party may terminate this Agreement on or before the Closing by giving written notice thereof to
the other party.

13.2  Additional Assurances. The provisions of this Agreement shall be self-operative
and shall not require further agreement by the parties except as may be herein specifically
provided to the contrary; provided, however, at the request of a party, the other party or parties
shall execute such additional instruments and take such additional actions as the requesting party
may deem necessary to effectuate this Agreement. In addition and from time to time after
Closing, GWHN shall execute and deliver such other instruments of conveyance and transfer,
and take such other actions as VHS Sub and/or the Company reasonably may request, more
effectively to convey and transfer full right, title, and interest to, vest in, and place the Company
in legal and actual possession of, any and all of the Facilities and the Assets. GWHN shall also
furnish the Company with such information and documents in its possession or under its control,
or which GWHN can execute or cause to be executed, as will enable the Company or the
Company Entities to prosecute any and all petitions, applications, claims, and demands relating
to or constituting a part of the Facilities or the Assets. Additionally, GWHN shall cooperate and
use its best efforts to have its present directors, officers, and employees cooperate with VHS Sub
and/or the Company on and after Closing in furnishing information, evidence, testimony, and
other assistance in connection with any action, proceeding, arrangement, or dispute of any nature
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with respect to matters pertaining to all periods prior to Closing in respect of the items subject to
this Agreement.

13.3 Consented Assignment. Anything contained herein to the contrary
notwithstanding, this Agreement shall not constitute an agreement to assign any claim, right,
contract, license, lease, commitment, equity interest, sales order, or purchase order if an
attempted assignment thereof without the consent of the other party thereto would constitute a
breach thereof or in any material way affect the rights of GWHN thereunder, unless such consent
is obtained. Each of GWHN and VHS Sub shall use its commercially reasonable efforts to
obtain any third party consents to the transactions contemplated by this Agreement. If such
consent is not obtained, or if an attempted assignment would be ineffective or would materially
affect the rights thereunder of GWHN so that the Company would not in fact receive all such
rights, GWHN and the Company shall cooperate in good faith in any reasonable arrangement
designed to provide for the Company the benefits under any such claim, right, contract, license,
lease, commitment, equity interest, sales order, or purchase order, including, without limitation,
enforcement of any and all rights of GWHN against the other party or parties thereto arising out
of the breach or cancellation by such other party or otherwise.

13.4 Consents, Approvals, and Discretion. Except as herein expressly provided to the
contrary, whenever this Agreement requires any consent or approval to be given by a party, or
whenever a party must or may exercise discretion, the parties agree that such consent or approval
shall not be unreasonably withheld or delayed and such discretion shall be reasonably exercised.

13.5 Legal Fees and Costs. In the event a party elects to incur legal expenses to
enforce or interpret any provision of this Agreement by judicial proceedings, the prevailing party
shall be entitled to recover such legal expenses, including, without limitation, reasonable
attorneys’ fees, costs, and necessary disbursements at all court levels, in addition to any other
relief to which such party shall be entitled.

13.6 Liquidated Damages.

@) Each of the parties to this Agreement acknowledges that: (i) the
agreements contained in Section 11.1(b) are an integral part of the transactions contemplated by
this Agreement; (ii) without these agreements, the parties would not enter into this Agreement;
(iii) it would be extremely difficult and impracticable, if not impossible, to ascertain with any
degree of certainty the amount of damages that would be suffered by GWHN in the
circumstances in which the Termination Fee is payable; and (iv) the Termination Fee is not a
penalty, but rather is liquidated damages in a reasonable amount, negotiated as the parties’
reasonable estimate of GWHN’s damages in the circumstances in which the Termination Fee is
payable. Notwithstanding anything to the contrary in this Agreement, GWHN’s right to receive
payment of the Termination Fee pursuant to Section 11.1(b) shall be the sole and exclusive
remedy of GWHN or any of its Affiliates against the Company or any of its Affiliates or any of
their respective stockholders, partners or members for any and all losses that may be suffered
based upon, resulting from or arising out of the circumstances giving rise to such termination,
and upon payment of the Termination Fee in accordance with Section 11.1(b), none of the
Company or any of its Affiliates or any of their respective stockholders, partners or members
shall have any further liability or obligation relating to or arising out of this Agreement or the
transactions contemplated by this Agreement.
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(b) If the Company fails to pay the Termination Fee pursuant to Section
11.1(b) when due and, in order to obtain such payment, GWHN commences a suit or suits that
result in a judgment or judgments against the Company for the Termination Fee, then the
Company shall pay to GWHN its costs and expenses (including attorneys’ fees and expenses) in
connection with such suit and the collection and enforcement of such judgment(s), together with
interest on the amount of the Termination Fee from the date such payment was required to be
made until the date of payment at the “prime rate” of Bank of America, N.A. in effect on the date
such payment was required to be made.

13.7 Choice of Law; Venue. The parties agree that this Agreement shall be governed
by and construed in accordance with the laws of the State of Connecticut without regard to
conflict of laws principles. Any dispute or proceeding arising out of or relating in any way to the
subject matter of this Agreement shall be brought only in the United States District Court for the
District of Connecticut or any Connecticut state court having appropriate jurisdiction over the
matter.

13.8  Benefit/Assignment. Subject to provisions herein to the contrary, this Agreement
shall inure to the benefit of and be binding upon the parties hereto and their respective legal
representatives, successors, and permitted assigns. No party may assign this Agreement without
the prior written consent of the other parties; provided, however, that any party may, without the
prior written consent of the other parties, assign its rights and delegate its duties hereunder to one
or more Affiliates (as defined in Section 13.20), but in such event, the assignor shall be required
to remain obligated hereunder in the same manner as if such assignment had not been effected.

13.9 Brokerage Fees. Each party agrees to be solely liable for and obligated to satisfy
and discharge all loss, cost, damage, or expense arising out of claims for fees or commissions of
brokers employed or alleged to have been employed by such party.

13.10 Cost of Transaction. Whether or not the transactions contemplated hereby shall
be consummated, the parties agree as follows: (i) GWHN shall pay the fees, expenses, and
disbursements of GWHN and its agents, representatives, accountants, and legal counsel incurred
in connection with the subject matter hereof and any amendments hereto, (ii) VHS Sub shall pay
the fees, expenses, and disbursements of VHS Sub and its agents, representatives, accountants,
and legal counsel incurred in connection with the subject matter hereof and any amendments
hereto, and (iii) the Company shall pay the fees, expenses, and disbursements of the Company
and its agents, representatives, accountants, and legal counsel incurred in connection with the
subject matter hereof and any amendments hereto. In addition, GWHN shall pay the premium
costs related to the standard owner’s Title Policy and the Company shall be responsible for the
costs associated with any extended owner’s Title Policy (including all endorsements), and the
Company shall be responsible for all costs associated with the Surveys referenced in Section 7.4.

13.11 Confidentiality. The Confidentiality Agreement, dated April 5, 2011, between
GWHN and VHS shall remain in full force and effect during the term hereof and shall survive
termination of this Agreement. It is understood by the parties hereto that the information,
documents, and instruments delivered by a party to the other parties hereto are of a confidential
and proprietary nature. VHS Sub and the Company shall comply with and recognize all
confidentiality and non-disclosure requirements that apply to GWHN, specifically including the
privacy requirements of the Administrative Simplification subtitle of HIPAA and state
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requirements, and comply with all policies and safeguards relating to protected health
information (as defined by federal regulations implementing HIPAA). VHS Sub and the
Company shall comply with the policies adopted by GWHN in respect of the Facilities and the
medical staff for access, use, and disclosure of protected health information. Each of the parties
hereto agrees that both prior and subsequent to the Closing it will maintain the confidentiality of
all such confidential information, documents, or instruments of the other party, including any
information, documents or instruments delivered to it by each of the other parties hereto or their
agents in connection with the negotiation of this Agreement or in compliance with the terms,
conditions, and covenants hereof and will only disclose such information, documents, and
instruments to its duly authorized officers, members, directors, representatives, and agents
(including consultants, attorneys, and accountants of each party) and applicable governmental
authorities in connection with any required notification or application for approval or exemption
therefrom. Notwithstanding the foregoing, confidential information acquired by the Company as
part of the Assets is the property of GWHN prior to Closing and the property of the Company
from and after the Closing. Each of the parties hereto further agrees that if the transactions
contemplated hereby are not consummated, it will return all such documents and instruments and
all copies thereof in its possession to the other parties to this Agreement. Each of the parties
hereto recognizes that any breach of this Section 13.11 would result in irreparable harm to the
other parties to this Agreement and their Affiliates (as defined in Section 13.20 below) and that
therefore any party to this Agreement shall be entitled to an injunction to prohibit any such
breach or anticipated breach, without the necessity of posting a bond, cash, or otherwise, in
addition to all of its other legal and equitable remedies. Nothing in this Section 13.11, however,
shall prohibit the use of such confidential information, documents, or information for such
governmental filings as in the opinion of a party’s counsel are required by law or governmental
regulations or are otherwise required to be disclosed pursuant to applicable state law.

13.12 Public Announcements. The parties collectively agree that no party hereto shall
release, publish, or otherwise make available to the public in any manner whatsoever any
information or announcement regarding the transactions herein contemplated without the prior
written consent of the other parties, except for information and filings reasonably necessary to be
directed to governmental agencies to fully and lawfully effect the transactions herein
contemplated or required in connection with securities and other laws.

13.13 Waiver of Breach. The waiver by any party of a breach or violation of any
provision of this Agreement shall not operate as, or be construed to constitute, a waiver of any
subsequent breach of the same or any other provision hereof.

13.14 Notice. Any notice, demand, or communication required, permitted, or desired to
be given hereunder shall be deemed effectively given when personally delivered, when received
by receipted overnight delivery, or five (5) days after being deposited in the United States mail,
with postage prepaid thereon, certified or registered mail, return receipt requested, addressed as
follows:

GWHN: Greater Waterbury Health Network, Inc.

Attention: President
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With a simultaneous copy to: Carmody & Torrance LLP
195 Church Street
New Haven, Connecticut 06509
Attention: Ann H. Zucker

The Company: VHS Waterbury Health System, LLC
c/o Vanguard Health Systems, Inc.
20 Burton Hills Boulevard, Suite 100
Nashville, Tennessee 37215
Attention: Members

With a simultaneous copy to: Vanguard Health Systems, Inc.
20 Burton Hills Boulevard, Suite 100
Nashville, Tennessee 37215
Attention: General Counsel

VHS Sub or VHS: Vanguard Health Systems, Inc.
20 Burton Hills Boulevard, Suite 100
Nashville, Tennessee 37215
Attention: Vice Chairman

With a simultaneous copy to: Vanguard Health Systems, Inc.
20 Burton Hills Boulevard, Suite 100
Nashville, Tennessee 37215
Attention: General Counsel

or to such other address, and to the attention of such other person or officer, as any party may
designate, with copies thereof to the respective counsel thereof as notified by such party.

13.15 Severability. In the event any provision of this Agreement is held to be invalid,
illegal, or unenforceable for any reason and in any respect, such invalidity, illegality, or
unenforceability shall in no event affect, prejudice, or disturb the validity of the remainder of this
Agreement, which shall be and remain in full force and effect, enforceable in accordance with its
terms.

13.16 Gender and Number. Whenever the context of this Agreement requires, the
gender of all words herein shall include the masculine, feminine, and neuter, and the number of
all words herein shall include the singular and plural.

13.17 Divisions and Headings. The divisions of this Agreement into sections and
subsections and the use of captions and headings in connection therewith are solely for
convenience and shall have no legal effect in construing the provisions of this Agreement.

13.18 Survival. All of the representations, warranties, covenants, and agreements made
by the parties in this Agreement or pursuant hereto in any certificate, instrument, or document
shall survive the consummation of the transactions in the manner described herein, and may be
fully and completely relied upon by GWHN, VHS Sub, and the Company, as the case may be,
notwithstanding any investigation heretofore or hereafter made by any of them or on behalf of
any of them, and shall not be deemed merged into any instruments or agreements delivered at the
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Closing or thereafter. Each party acknowledges that no representations or warranties are made
except as specifically set forth herein. Notwithstanding anything in this Section 13.18 that may
be to the contrary, any claim, demand, or cause of action with respect to a breach of any
representation or warranty made in this Agreement (other than representations or warranties
and the representations or warranties contained in Sections 4.7, 4.8, 4.12, 4.14, 4.15, 4.16 and
4.22, which shall survive until the longer of five (5) years or 90 days after the expiration of the
applicable statute of limitations relating to the underlying claim, including extensions and
waivers), must be made or brought, if at all, within eighteen (18) months after the Closing Date.
For the avoidance of doubt, this Section 13.18 shall not affect any rights to bring claims after
eighteen (18) months based on (a) any covenant or agreement of the parties that contemplates
performance after the Closing, (b) the obligations of GWHN under Section 12.1(ii), 12.1(iii) or
12.1(iv), (c) the obligations of VHS Sub under Section 12.2(ii), or (d) the obligations of the
Company under Sections 11.1(b), 12.3(ii), 12.3(iii) or 12.3(iv), or (e) the obligations of the
parties under Section 12.7.

13.19 Dispute Resolution. The parties hereby agree that, prior to pursuing any other
legal remedy, any controversy or claim arising out of this Agreement shall be resolved through
the following procedures:

(@) In the event of a controversy or claim arising under this Agreement, either
party may give the other party notice of such dispute pursuant to Section 13.14 hereof, and
promptly thereafter the parties will jointly appoint a mutually acceptable mediator to mediate the
dispute. If the parties are unable to agree on a mutually acceptable mediator within thirty (30)
days after receipt of notice of a dispute, then the parties shall request assistance from the
American Arbitration Association in finding a mutually acceptable mediator. Each party shall
bear its own costs incurred in the mediation and shall bear one-half the costs and expenses of the
mediator and any similar parties that may assist in the mediation.

(b) The parties agree to participate in good faith in the mediation and
negotiations related thereto for a period of thirty (30) days, unless a longer period is otherwise
agreed.

13.20 Affiliates. As used in this Agreement, the term “Affiliate” means, as to the entity
in question, any person or entity that directly or indirectly controls, is controlled by, or is under
common control with the entity in question, and the term “control” means possession, directly or
indirectly, of the power to direct or cause the direction of the management and policies of an
entity, whether through ownership of voting securities, by contract, or otherwise. The term
“Affiliate” does not include any Partial Subsidiaries or any stockholder of VHS.

13.21 Waiver of Jury Trial. EACH PARTY HERETO HEREBY IRREVOCABLY
WAIVES ANY AND ALL RIGHTS IT MAY HAVE TO DEMAND THAT ANY ACTION,
PROCEEDING, OR COUNTERCLAIM ARISING OUT OF OR IN ANY WAY RELATED TO
THIS AGREEMENT OR THE RELATIONSHIPS OF THE PARTIES HERETO BE TRIED
BY JURY. THIS WAIVER EXTENDS TO ANY AND ALL RIGHTS TO DEMAND A
TRIAL BY JURY ARISING FROM ANY SOURCE, INCLUDING, BUT NOT LIMITED TO,
THE CONSTITUTION OF THE UNITED STATES OR ANY STATE THEREIN, COMMON
LAW, OR ANY APPLICABLE STATUTE OR REGULATIONS. EACH PARTY HERETO
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ACKNOWLEDGES THAT IT IS KNOWINGLY AND VOLUNTARILY WAIVING ITS
RIGHT TO DEMAND TRIAL BY JURY.

13.22 Accounting Date. The transactions contemplated hereby shall be effective for
accounting purposes as of 12:01 a.m. on the day following the Closing Date, unless otherwise
agreed in writing by GWHN and VHS Sub. The parties will use commercially reasonable efforts
to cause the Closing to be effective as of a month end.

13.23 No Inferences. Inasmuch as this Agreement is the result of negotiations between
sophisticated parties of equal bargaining power represented by counsel, no inference in favor of,
or against, either party shall be drawn from the fact that any portion of this Agreement has been
drafted by or on behalf of such party.

13.24 No Third Party Beneficiaries. The terms and provisions of this Agreement are
intended solely for the benefit of GWHN, VHS Sub, and the Company and their respective
permitted successors or assigns, and it is not the intention of the parties to confer, and this
Agreement shall not confer, third party beneficiary rights upon any other person.

13.25 Enforcement of Agreement. The parties hereto agree that irreparable damage
would occur in the event that any of the provisions of this Agreement was not performed in
accordance with its specific terms or was otherwise breached. It is accordingly agreed that the
parties shall be entitled to an injunction or injunctions to prevent breaches of this Agreement and
to enforce specifically the terms and provisions hereof in any court of competent jurisdiction,
this being in addition to any other remedy to which they are entitled at law or in equity.

13.26 Entire Agreement/Amendment.  This Agreement supersedes all previous
contracts or understandings, including any offers, letters of intent (including the letter of intent
dated October 29, 2012), proposals, or letters of understanding, and constitutes the entire
agreement of whatsoever kind or nature existing between or among the parties respecting the
within subject matter, and no party shall be entitled to benefits other than those specified herein.
As between or among the parties, no oral statements or prior written material not specifically
incorporated herein shall be of any force and effect. The parties specifically acknowledge that in
entering into and executing this Agreement, the parties rely solely upon the representations and
agreements contained in this Agreement and no others. All prior representations or agreements,
whether written or verbal, not expressly incorporated herein are superseded, and no changes in or
additions to this Agreement shall be recognized unless and until made in writing and signed by
all parties hereto. This Agreement may be executed in two (2) or more counterparts, each and all
of which shall be deemed an original and all of which together shall constitute but one and the
same instrument. This Agreement may not be amended other than by written instrument signed
by the parties hereto.

13.27 VHS Guaranty. VHS hereby unconditionally and absolutely guarantees the
prompt performance and observation by VHS Sub of each and every obligation, covenant, and
agreement of the Company and VHS Sub arising out of, connected with, or related to, this
Agreement or any ancillary documents hereto and any extension, renewal, and/or modification
thereof. The obligation of VHS under this Section 13.27 is a continuing guaranty and shall
remain in effect, and the obligations of VHS shall not be affected, modified, or impaired upon

{W2235415}
60

00144



the happening from time to time of any of the following events, whether or not with notice or
consent of VHS:

@) the compromise, settlement, release, change, modification, amendment
(except to the extent of such compromise, settlement, release, change, modification, or
amendment) of any or all of the obligations, duties, covenants, or agreements of any party under
this Agreement or any ancillary documents hereto; or

(b) the extension of the time for performance of payment of money pursuant
to this Agreement, or of the time for performance of any other obligations, covenants, or
agreements under or arising out of this Agreement or any ancillary documents hereto or the
extension or the renewal thereof.

13.28 Other Owners of Assets. The parties acknowledge that certain Assets may be
owned by Affiliates of GWHN and not GWHN. Notwithstanding the foregoing, and for purposes
of all representations, warranties, covenants, and agreements contained herein, GWHN agrees
that (i) its obligations with respect to any Assets shall be joint and several with any Affiliate that
owns or controls such Assets, (ii) the representations and warranties herein, to the extent
applicable, shall be deemed to have been made by, on behalf of and with respect to, such
Affiliates in their ownership capacity, and (iii) it has the legal capacity to cause, and it shall
cause, any Affiliate that owns or controls any Assets to meet all of GWHN’s obligations under
this Agreement with respect to such Assets. GWHN hereby waives any defense to a claim made
by VHS Sub or the Company under this Agreement based on the failure of any person who owns
or controls the Assets to be a party to this Agreement.

13.29 Risk of Loss. Notwithstanding any other provision hereof to the contrary, the risk
of loss in respect of casualty to the Assets shall be borne by GWHN prior to the time of Closing
and by the Company thereafter.

13.30 Equipment Leases. In the event that certain of GWHN’s equipment leases with
respect to the business of the Facilities are determined to be capital leases rather than operating
leases, then, at or following the Closing, the Company shall refinance those leases either (a)
through VHS Sub on the same general economic terms and conditions as embodied in the
underlying lease, or (b) through a third party lender on terms and conditions reflecting prevailing
market rates.

SIGNATURE PAGE FOLLOWS
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed in
multiple originals by their authorized officers, all as of the date first above written.
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GREATER WATERBURY HEALTH NETWORK,
INC.

By:

Title:

VHS WATERBURY HEALTH SYSTEM, LLC

By:

Title:

VHS WATERBURY MANAGEMENT COMPANY,
LLC

By:

Title:

VANGUARD HEALTH SYSTEMS, INC.

By:

Title:
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VHS Draft 4/17/2013

AMENDED AND RESTATED OPERATING AGREEMENT

This Amended and Restated Operating Agreement, dated , 2013, is
between VHS Waterbury Management Company, LLC, a Delaware limited liability company
(“WMC”), Greater Waterbury Health Network, Inc. (“GWHN”), a Connecticut non-stock
corporation, and VHS Waterbury Health System, LLC, a Delaware limited liability company
(the *Company;” WMC, GWHN and the Company are also individually referred to as “party”
and collectively as “parties”). Capitalized terms are defined in Article 1.

RECITALS:

WHEREAS, on , 2013, GWHN, WMC and Vanguard executed the
Contribution Agreement relating to the Hospital Businesses owned and operated by GWHN and
its Affiliates;

WHEREAS, this Agreement and the various terms and covenants set forth in this
Agreement were incorporated by reference into the Contribution Agreement and were a material
element of the Contribution Agreement and the overall transactions contemplated by the
Contribution Agreement;

WHEREAS, on , 2013, WMC formed the Company under the Act pursuant
to the filing of a Certificate of Formation with the Delaware Secretary of State and the execution
of an operating agreement dated as of , 2013;

WHEREAS, GWHN desires to become a Member of the Company; and

WHEREAS, to reflect the admission of GWHN as a new Member of the Company and to
reflect certain other new terms and conditions relating to the transaction contemplated by the
Contribution Agreement, the Members and the Company now desire to amend and restate the
operating agreement of the Company upon the terms and conditions set forth herein.

NOW, THEREFORE, in consideration of the mutual promises, covenants and
undertakings hereinafter contained, and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the Members and the Company do hereby amend
and restate the operating agreement as follows:

AGREEMENT:
1. GENERAL.
As used herein, the following terms have the following meanings:

1.1  Act means the Delaware Limited Liability Company Act, as revised or amended
from time to time.
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1.2 Adjusted Capital Account Deficit means, with respect to any Member, the
deficit balance, if any, in such Member’s Capital Account as of the end of the relevant Fiscal
Year, after giving effect to the following adjustments:

@) Credit to the Capital Account any amounts that the Member is obligated to
restore pursuant to this Agreement or as determined pursuant to Treasury Regulations
section 1.704-1(b)(2)(ii)(c), or that the Member is deemed to be obligated to restore
pursuant to the penultimate sentences of Treasury Regulations sections 1.704-2(g)(1) and
1.704-2(i)(5); and

(b) Debit to such Capital Account the items described in Treasury Regulations
sections 1.704-1(b)(2)(ii)(d)(4), 1.704-1(b)(2)(i1)(5) and 1.704-1(b)(ii)(d)(6).

The foregoing definition of Adjusted Capital Account Deficit is intended to comply with the
provisions of Treasury Regulations section 1.704-1(b)(2)(ii)(d) and shall be interpreted
consistently therewith.

1.3 Affiliate means, with respect to any Person, any other Person that directly or
indirectly controls, is controlled by, or is under common control of such Person, but does not
include any institutional stockholder of VVanguard.

1.4 Affirmative Election is defined in Section 6.1(b).

1.5  Bankruptcy means, with respect to any Person: (i) the inability of such Person
generally to pay its debts as they become due, or an admission in writing by such Person of its
inability to pay its debts generally or a general assignment by such Person for the benefit of
creditors; the filing of any petition or answer by such Person seeking to adjudicate it bankrupt or
insolvent, or seeking for itself any liquidation, winding up, reorganization, arrangement,
adjustment, protection, relief, or composition of such Person or its debts under any Legal
Requirement relating to bankruptcy, insolvency, or reorganization or relief of debtors, or
seeking, consenting to, or acquiescing in the entry of an order for relief or the appointment of a
receiver, trustee, custodian, or other similar official for such Person or for any substantial part of
its property, or corporate action taken by such Person to authorize any of the actions set forth
above; and (ii) without the consent or acquiescence of such Person, the entering of an order for
relief or approving a petition for relief or reorganization or any other petition seeking any
reorganization, arrangement, composition, readjustment, liquidation, dissolution, or other similar
relief under any present or future bankruptcy, insolvency, or similar Legal Requirement, or the
filing of any such petition against such Person which petition shall not be dismissed within 90
days, or, without the consent or acquiescence of such Person, the entering of an order appointing
a trustee, custodian, receiver or liquidator of such Person or of all or any substantial part of the
property of such Person which order shall not be dismissed within 60 days.

1.6 Board of Directors or Board has the meaning given such term in Section 5.1(a).
1.7 Board of Trustees has the meaning given such term in Section 5.3.
1.8  Book Basis means, with respect to any asset, the asset’s adjusted basis for federal

income Tax purposes, except as follows.

{W2235412} -2-

00149



(@) The initial Book Basis for any asset (other than money) shall be the fair
market value of property at the time of contribution contributed by a Member, as set forth
on Exhibit A;

(b) The Book Basis of all Company assets shall be adjusted to equal their
respective gross fair market values, as reasonably determined by all of the Members as of
the following times: (i) the acquisition of an additional Membership Interest in the
Company by any new or existing Member in exchange for more than a de minimis
Capital Contribution; (ii) the distribution by the Company to a Member of more than a de
minimis amount of cash or property as consideration for a Membership Interest in the
Company, if (in any such event) such adjustment is necessary or appropriate, in the
reasonable judgment of all of the Members to reflect the relative economic interests of
the Members in the Company; or (iii) the liquidation of the Company for federal income
Tax purposes pursuant to Treasury Regulations section 1.704-1(b)(2)(ii)(g), provided
that, if a Member or former Member whose Membership Interest in the Company is
being purchased or liquidated does not accept the proposed adjustment to the Book Basis
of any asset or assets, then such adjustment shall be determined by the following
procedure: the disagreeing Members shall each select a qualified appraiser; unless the
same Person is selected, the two appraisers shall then jointly nominate a third, neutral
qualified appraiser, who shall determine the appropriate adjustment and whose
determination, absent manifest error, shall be final and conclusive on the Company and
the Members;

(© The Book Basis of any Company asset distributed to any Member shall be
adjusted to equal its gross fair market value on the date of distribution;

(d) The Book Basis of the Company’s assets shall be increased (or decreased)
to reflect any adjustments to the adjusted basis of such assets pursuant to Code section
734(b) or Code section 743(b), but only to the extent that such adjustments are taken into
account in determining Capital Accounts pursuant to Treasury Regulations section 1.704-
1(b)(2)(iv)(m) and Section 4.8; provided that Book Basis shall not be adjusted pursuant to
this subparagraph (d) to the extent that an adjustment pursuant to subparagraph (b) of this
definition is necessary or appropriate in connection with a transaction that would
otherwise result in an adjustment pursuant to this subparagraph (d); and

(e) If the Book Basis of an asset has been determined or adjusted pursuant to
subparagraph (a), (b), or (d) above, such Book Basis shall thereafter be adjusted by the
Depreciation taken into account from time to time with respect to such asset for purposes
of computing Profits and Losses.

1.9  Book/Tax Disparity Property means any property owned by the Company that

has a Book Basis different from its adjusted Tax basis to the Company, and any property (other
than money) contributed to the capital of the Company by a Member shall be Book/Tax
Disparity Property if its fair market value at the time of contribution is not equal to the
Company’s initial federal income Tax basis in the property.

1.10 Capital Account has the meaning given such term in Section 3.4.
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1.11  Capital Call has the meaning given such terms in Section 3.2.

1.12 Capital Contribution means, with respect to any Member, the amount of money
or property contributed or deemed contributed to the Company with respect to the Membership
Interests held by such Member pursuant to the terms of this Agreement. Any property
contributed by a Member to the Company shall be valued at the fair market value of the property
on the date of contribution, it being understood that the fair market value of the property being
contributed by GWHN or its Affiliates by or on behalf of GWHN shall be as set forth on Exhibit
A. The principal amount of a promissory note that is not readily traded on an established
securities market and which is contributed to the Company by the maker of the note or a Person
related to the maker of the note within the meaning of Treasury Regulations section 1.704-
1(b)(2)(i1)(c) shall not be included in the Capital Contribution of any Member until the Company
makes a taxable disposition of the note or until (and to the extent) principal payments are made
on the note, all in accordance with Treasury Regulations section 1.704-1(b)(2)(iv)(d)(2).

1.13 Cash Available for Distribution means all cash funds of the Company on hand
or in bank accounts beneficially owned by the Company, less the sum of the following: (i) all
regularly scheduled principal and interest payments on indebtedness of the Company and all
other sums paid to lenders; (ii) the outstanding principal amount of the Line of Credit, together
with interest thereon; (iii) all cash expenditures incurred incidental to the operation of the
Company’s business pursuant to the operating and capital budgets; and (iv) working capital and
reserves in an amount that the Manager reasonably deems to be necessary for the Company.

1.14  Certificate means the Certificate of Formation of the Company.

1.15 Class A Member means WMC, its successors and permitted assigns, and any
other Person admitted to the Company as a Class A Member in accordance with this Agreement.

1.16 Class B Affiliate means, with respect to each Class B Member, an Affiliate of
such Member, other than a natural Person.

1.17 Class B Member means GWHN, its successors and permitted assigns, and any
other Person admitted to the Company as a Class B Member in accordance with this Agreement.

1.18 Closing means the consummation of the transactions described in the
Contribution Agreement.

1.19 Closing Date means , 2013.

1.20 Code means the Internal Revenue Code of 1986, as amended, and Treasury
Regulations and interpretations thereunder.

1.21 Company means the limited liability company that is the subject of this
Agreement.

1.22 Company Minimum Gain has the same meaning as “partnership minimum gain”
under Treasury Regulations section 1.704-2(d).
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1.23 Consolidated Debt means, at any time with respect to any Person, the principal
amount of all indebtedness required to be reflected on the liability side of a consolidated balance
sheet of such Person and its subsidiaries (other than current liabilities that are not in respect of
indebtedness for borrowed money or capital lease obligations) prepared in accordance with
generally accepted accounting principles at such time, determined on a pro forma basis for any
transactions completed as of the most recently ended fiscal quarter, net of cash on the balance
sheet at the end of such fiscal quarter.

1.24  Consolidated Leverage Ratio means, at any time, the ratio of Consolidated Debt
at such time to Consolidated Pro Forma EBITDA for the four fiscal quarters ended on the date of
determination or, if the date of determination is not the last day of a fiscal quarter, for the then
most recently ended four fiscal quarters.

1.25 Consolidated Pro Forma EBITDA means, for any Person, earnings before
depreciation, interest expense, investment income, income Taxes and amortization of such
Person and its consolidated subsidiaries for the most recently ended four fiscal quarters, in each
case determined in accordance with generally accepted accounting principles, adjusted to
exclude extraordinary gains or losses, non-cash charges and adjustments (other than non-cash
charges or adjustments related to any inventory or accounts receivable and non-cash charges that
require an accrual of or reserves for cash charges for any future period), determined on a pro
forma basis for any transactions completed as of the most recently ended fiscal quarter.

1.26  Contribution Agreement means that certain Contribution Agreement, dated as of
, 2013, by and among WMC, Vanguard and GWHN, as amended from time

to time.

1.27 Credit Agreement means the agreement pursuant to which VHFC shall provide
to the Company a line of credit for the purpose of making capital expenditures and other general
corporate purposes upon the terms and conditions set forth therein.

1.28 Depreciation means, for each Fiscal Year or other period, an amount equal to the
depreciation, amortization or other cost recovery deduction allowable with respect to an asset for
such year or other period, except that if the Book Basis of an asset differs from its adjusted basis
for federal income Tax purposes at the beginning of such year or other period, Depreciation shall
be an amount that bears the same ratio to such beginning Book Basis as the federal income Tax
depreciation, amortization or other cost recovery deduction for such year or other period bears to
such beginning adjusted Tax basis, provided that if such depreciation, amortization or other cost
recovery deduction with respect to any such asset for federal income Tax purposes is zero for
any Fiscal Year, Depreciation shall be determined with reference to the asset’s Book Basis at the
beginning of such year using any reasonable method selected by the Manager.

1.29 Election Period is defined in Section 6.1(b).
1.30 Essential Service means any of the services listed or described on Schedule 1.30.

1.31 Fair Market Value means the value of the Membership Interests determined by
the mutual agreement of the Members. If the Members cannot agree as to the Fair Market Value
of the Membership Interests within 30 days, then Fair Market Value shall be determined by
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independent appraisers selected by each of GWHN and WMC, qualified to value health care
businesses, who shall value the Company and the Membership Interests at the sole cost and
expense of the Member selecting each such appraiser. Such appraisers shall be appointed within
fifteen (15) days of the date that the Members determine that they cannot agree as to Fair Market
Value. In the event the two valuations are within 10% of each other (i.e., if the higher of the two
valuations is no greater than 1.10 times the lower valuation), the valuations shall be averaged and
the average valuation shall be the Fair Market Value. In the event the two valuations are more
than 10% of one another (i.e., if the higher of the two valuations is no greater than 1.10 times the
lower valuation), the appraisers, within fifteen (15) days of completion of the last valuation shall
meet and select an appraiser with the qualifications as set forth above and who shall value the
Company and the Membership Interests, which valuation shall be deemed the Fair Market Value.
The costs and expenses of the third appraiser shall be split equally between GWHN and WMC.
The Fair Market Value as determined in accordance with this definition shall be binding on all
Members. The appraisers shall take into consideration all factors that affect value, including, but
not limited to, the marketability or lack thereof of the Membership Interests and the terms of this
Agreement, including restrictions on transfer.

1.32 Fiscal Year means (i) the period commencing on the effective date of this
Agreement and ending on June 30, (ii) any subsequent 12-month period commencing on July 1
and ending on June 30, or (iii) any portion of the period described in clause (ii) for which the
Company is required to allocate Profits and Losses and other items of Company income, gain,
loss or deduction pursuant to Article 4.

1.33 Governmental Authorities means any executive, legislative or judicial agency,
authority, board, body, commission, court, department, instrumentality or office of any federal,
state, city, county, district, municipality, foreign or other government or quasi-government unit
or political subdivision.

1.34  GWHN Member means GWHN and its successors and any other Affiliate of
GWHN that is admitted as a Class B Member.

1.35 Hospital means Waterbury Hospital.

1.36 Hospital Business means an acute care hospital, specialty hospital, rehabilitation
facility, diagnostic imaging center, inpatient or outpatient psychiatric facility, ambulatory or
other type of surgery center, nursing home, skilled nursing facility, home health or hospice
agency, physician clinic or physician medical practice, insurance company, health benefits
provider or administrator, and any other business (including a non-Hospital Business) reasonably
related or incidental to or complementary to any of the foregoing Hospital Businesses.

1.37 Investments means shares of capital stock of any corporation, equity interests in
partnerships or limited liability companies, or other equity or debt instruments in any other
Person, and proceeds from the sale thereof.

1.38 Legal Requirements means, with respect to any Person, all statutes, laws,
ordinances, codes, rules, regulations, restrictions, orders, judgments, rulings, writs, injunctions,
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decrees, determinations or awards of any Governmental Authority having jurisdiction over such
Person or any of such Person’s assets or businesses.

1.39 Line of Credit has the meaning given such term in Section 3.8.

1.40 Management Services Agreement means the agreement pursuant to which the
Company has delegated to WMC the management of the day-to-day operation of the Hospital
and the Hospital Businesses upon the terms and conditions set forth therein.

1.41 Manager means WMC, its successors and permitted assigns.

1.42 Material Dispute means a dispute, disagreement, or difference of opinion
between the Class A Directors and the Class B Directors regarding any of the matters set forth in
Section 5.1(e), as a result of which any such item fails to receive the approval of the Board at
two consecutive meetings of the Board of Directors.

1.43 Member means a Class A Member or a Class B Member.
1.44  Membership Interests means the interest of a Member in the Company.

1.45 Member Nonrecourse Debt Minimum Gain has the same meaning as “partner
nonrecourse debt minimum gain” under Treasury Regulations section 1.704-2(i)(2) and shall be
determined in accordance with Treasury Regulations section 1.704-2(i)(3).

1.46 Member Nonrecourse Deductions has the same meaning as “partner
nonrecourse deductions” under Treasury Regulations section 1.704-2(i)(1). The amount of
Member Nonrecourse Deductions with respect to a Member’s Nonrecourse Debt for each Fiscal
Year of the Company equals the excess (if any) of the net increase (if any) in the amount of
Member Nonrecourse Debt Minimum Gain attributable to such Member’s Nonrecourse Debt
during such Fiscal Year over the aggregate amount of any distributions during such Fiscal Year
to the Member that bears the economic risk of loss for such Member’s Nonrecourse Debt to the
extent that such distributions are from the proceeds of such Member’s Nonrecourse Debt which
are allocable to an increase in Member Nonrecourse Debt Minimum Gain attributable to such
Member’s Nonrecourse Debt, determined in accordance with Treasury Regulations section
1.704-2(i)(2).

1.47 Nonrecourse Debt has the same meaning as “nonrecourse liability” under
Treasury Regulations section 1.704-2(b)(3).

1.48 Nonrecourse Deductions has the meaning set forth in Treasury Regulations
section 1.704-2(b)(1). The amount of Nonrecourse Deductions for a Fiscal Year equals the
excess (if any) of the net increase (if any) in the amount of Company Minimum Gain during that
Fiscal Year over the aggregate amount of any distributions during that Fiscal Year of proceeds of
a Nonrecourse Debt that are allocable to an increase in Company Minimum Gain, determined
according to the provisions of Treasury Regulations section 1.704-2(c).

1.49 Offer means a bona fide written offer pursuant to which a Person that is not an
Affiliate of Vanguard would purchase some or all of the Membership Interests owned by the
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Class A Member for the consideration and upon the other terms and conditions set forth in such
offer.

1.50 Percentage Interest means (i) from the formation of the Company until and
through the Closing Date, 100% to WMC, and (ii) after the Closing Date, 80% to the Class A
Members as a class and 20% to the Class B Members as a class, in each case allocated among the
Class A Members and Class B Members in the manner set forth on Exhibit A, subject in all
events to adjustment as provided in this Agreement.

1.51 Permitted Transferee means any one or more of (i) Vanguard, (ii) any
Subsidiary of Vanguard and (iii) any Person who is a lender or other “Secured Creditor” under
and pursuant to the Principal Credit Agreement or other financial institution as collateral for
loans or other indebtedness.

1.52 Person means any natural person, corporation, partnership, trust, trustee,
foundation, limited liability company or other legal entity.

1.53 Principal Credit Agreement means the Credit Agreement, dated as of
January 29, 2010 (as amended, modified, restated, and/or supplemented from time to time),
between Vanguard Health Holding Company I, LLC, Vanguard Health Holding Company I,
LLC, the lenders from time to time party thereto, Bank of America, N.A., as Administrative
Agent and as Collateral Agent, and the other parties thereto, providing for the making of loans
to, and the issuance of, and participation in, letters of credit for the account of the borrower
thereunder, and any credit agreement or credit facility that replaces the foregoing agreement.

1.54 Profits and Losses means, for each Fiscal Year or other period, an amount equal
to the Company’s taxable income or loss for such Fiscal Year or period, determined in
accordance with Code section 703(a) (for this purpose, all items of income, gain, loss or
deduction required to be stated separately pursuant to Code section 703(a)(1) shall be included in
taxable income or loss), with the following adjustments:

@) Any income of the Company that is exempt from federal income Tax and
not otherwise taken into account in computing Profits and Losses pursuant to this Section
shall be added to such taxable income or loss;

(b)  Any expenditures of the Company described in Code section 705(a)(2)(B)
or treated as Code section 705(a)(2)(B) expenditures pursuant to Treasury Regulations
section 1.704-1(b)(2)(iv)(i), and not otherwise taken into account in computing Profits
and Losses pursuant to this Section shall be subtracted from taxable income or loss;

(©) All items of gain or loss resulting from any disposition of the Company’s
property shall be determined based on the Book Basis of such property rather than the
adjusted Tax basis thereof;

(d) If the Book Basis of any Company asset is adjusted pursuant to

subparagraph (b) or (c) of the definition of Book Basis, the amount of such adjustment
shall be taken into account as gain or loss from the disposition of such asset for purposes
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of computing Profits or Losses unless such gain or loss is specially allocated pursuant to
Article 4;

(e) In lieu of the depreciation, amortization and other cost recovery deduction
taken into account in determining such taxable income or loss, there shall be deducted
Depreciation, computed in accordance with the definition of such term; and

()] Notwithstanding any other provision of this Section, any items which are
specially allocated pursuant to Article 4 shall not be taken into account in computing
Profits or Losses.

The amounts of items of Company income, gain, loss, or deduction available to be
specially allocated pursuant to Article 4 shall be determined by applying rules analogous to those
set forth in subparagraphs (a) through (f) above.

1.55 Regulatory Allocations has the meaning given such term in Section 4.9.
1.56 Standards are defined in Section 2.6(d).
1.57 Subject Interest is defined in Section 6.1(b).

1.58 Subsidiary means, with respect to any Person, (i) any corporation more than 50%
of whose stock of any class or classes having by the terms thereof ordinary voting power to elect
a majority of the directors of such corporation (irrespective of whether or not at the time stock of
any class or classes of such corporation shall have or might have voting power by reason of the
happening of any contingency) is at the time owned by such Person and/or one or more
Subsidiaries of such Person, (ii) any partnership, limited liability company, association, joint
venture or other entity in which such Person and/or one or more Subsidiaries of such Person has
more than a 50% equity interest at the time and the management of which is controlled, directly
or indirectly, by such Person or through one or more Subsidiaries of such Person and (iii) any
entity that is organized as a not-for-profit business organization and (A) whose accounts are
required in accordance with generally accepted accounting principles to be consolidated with the
accounts of such Person or (B) whose sole member is such Person.

1.59 Tax means any income, unrelated business income, gross receipts, license,
payroll, employment, excise, severance, occupation, privilege, premium, net worth, windfall
profits, environmental (including Taxes under section 59A of the Code), customs duties, capital
stock, franchise, profits, withholding, social security, unemployment, disability, real property,
personal property, recording, stamp, sales, use, services, service use, transfer, registration,
escheat, unclaimed property, value added, alternative or add-on minimum, estimated or other
Tax, assessment, charge, levy or fee of any kind whatsoever, including payments or services in
lieu of Taxes, interest or penalties on and additions to all of the foregoing, that are due or alleged
to be due to any Governmental Authority, whether disputed or not.

1.60 Tax Item means, with respect to any property, all items of Profits and Losses

(including Tax depreciation) recognized or allowable to the Company with respect to such
property, as computed for federal income Tax purposes.
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1.61 Tax Return means any return, declaration, report, claim for refund, information
return, filing obligation of any Code section 501(c)(3) organization, or statement, including
schedules and attachments thereto and amendments, relating to Taxes.

1.62 Treasury Regulations means the Income Tax Regulations promulgated under the
Code, as such regulations may be amended from time to time (including corresponding
provisions of succeeding regulations).

1.63  UBIT has the meaning given such term in Section 6.3(d).

1.64 Vanguard means Vanguard Health Systems, Inc., a Delaware corporation and the
ultimate parent company of WMC, and its successors and assigns.

1.65 VHFC means Vanguard Health Financial Company, LLC, a Delaware limited
liability company and an Affiliate of WMC and Vanguard.

1.66 WMC has the meaning given such term in the preamble of this Agreement.
2.  ORGANIZATION.

2.1  Formation. The parties agree to operate a limited liability company under and
pursuant to the Act, subject to the terms and conditions contained in this Agreement.

2.2 Name. The name of the Company shall be VHS Waterbury Health System, LLC.
The Company shall do business under the name “

2.3 Principal Place of Business; Treatment as a Partnership. The principal place of
business of the Company is expected to be located at 64 Robbins Street, Waterbury, Connecticut
06721. The Company will not take any action to prevent the Company from being taxed as a
partnership for federal income Tax purposes, but is not intended to be operated or treated as a
partnership for purposes of section 303 of the federal Bankruptcy Code.

24  Term. The term of the Company commenced on the date of the filing of the
Certificate with the Office of the Secretary of State of Delaware, and shall continue in perpetuity,
unless earlier terminated in accordance with the provisions hereof or as provided by law.

2.5  Regqistered Office and Agent. The registered office of the Company shall be
located at 9 East Loockerman Street, Dover, Delaware 19901, County of Kent, and the
Company’s registered agent for service of process at such location shall be National Registered
Agents, Inc.

2.6 Purpose; Nature of the Business.

@ The purposes of the Company are (i) to increase the ability and
commitment of the Hospital Businesses to provide health care services in Waterbury,
Connecticut and its surrounding communities (including charity care and community
health services), (ii) to provide efficient and cost-effective rendering of health care
services for the benefit of health care consumers in Waterbury, Connecticut and its
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surrounding communities, (iii) to provide quality medical care, (iv) to own, manage,
operate, lease, or take any other action in connection with operating the Hospital
Businesses, (v) to acquire (through asset acquisition, stock acquisition, lease, or
otherwise) and develop other services and property, both real and personal, in connection
with providing health care related services, (vi) to enter into such financial arrangements
as the Board of Directors may determine to be necessary, appropriate or advisable,
including borrowing money and issuing evidences of indebtedness and securing the same
by mortgage, deed of trust, security interest or other encumbrance upon one or more or
all of the Company’s assets, (vii) to sell, assign, lease, exchange, or otherwise dispose of,
or to finance or refinance, one or more of the Company’s assets, and (viii) generally to
engage in such other business and activities and to do any and all other acts and things
that the Board of Directors deems necessary, appropriate or advisable from time to time
in furtherance of the purposes of the Company as set forth in this Section.

(b) In furtherance of the purposes of the Company, the Board of Directors and
the Manager shall conduct the business and operations of the Company in such a manner
as to satisfy the charitable purposes generally required of hospitals under section
501(c)(3) of the Code and the community benefits standards set forth in Revenue Ruling
69-545, as modified and amended, including (i) accepting without discrimination all
Medicare and Medicaid patients, (ii) operating emergency rooms and accepting all
patients with an emergency condition in the emergency room without regard to source of
payment or the ability of such emergency patients to pay and accepting indigent patients
in accordance with the indigent care policies at the Hospitals, (iii) maintaining an open
medical staff, (iv) providing public health programs of educational benefit to the
community, and (v) generally promoting the health, wellness, and welfare of the
community by providing quality health care to a broad cross section of the community at
a reasonable cost.

(c) The Company shall comply with the requirements of sections 501(r)(3) -
(6) of the Code with respect to conducting a community needs health assessment,
establishing a written financial assistance policy, limiting amounts charged for
emergency and other medically necessary services for those qualifying for financial
assistance, and foregoing extraordinary collection actions against an individual before
determining whether that individual is eligible for financial assistance. The Company
shall provide to GWHN such information as GWHN reasonably requests to allow
GWHN to comply with the reporting requirements of section 501(r) of the Code and with
other state and federal reporting requirements of GWHN and the GWHN Member,
including Form 990 and applicable schedules, Form 990T, and Connecticut charity care
and other similar reports, if and to the extent required by GWHN or the GWHN Member.

(d) The Members hereby acknowledge and agree that the operations of the
Company shall not be conducted in a manner solely designed to maximize profits. In the
event there is a conflict between the operation of the Company in accordance with the
Standards and any duty to maximize profits, the Board of Directors and the Manager
shall satisfy the Standards without regard to the consequences for maximizing
profitability of the Company. The requirements set forth in clauses (i), (ii) and (iii) of
Section 2.6(a), 2.6(b), 2.6(c) and 2.6(d) are referred to herein as the “Standards.”
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2.7 The Company shall commit to expend not less than $55 million dollars on capital
items and the development and improvement of ambulatory services in the greater Waterbury
community by not later than seven (7) years after Closing. Notwithstanding the above capital
commitment, in the event that any legal requirement is enacted or imposed after the Closing Date
that discriminates against, or adversely affects a disproportionate number of, for-stock hospitals
or other for-profit health care entities, or causes the Company to suffer a material decline in
consolidated earnings before interest, taxes, depreciation and amortization on a consolidated
basis, then the Company shall be relieved of its obligation to provide the above capital
commitment and shall be required to consult with the Board of Trustees to determine an alternate
mutually agreeable capital commitment of the Company that is reasonable and appropriate in
light of the changed circumstances caused by the new legal requirement.

3.  CAPITALIZATION OF THE COMPANY.

3.1 Initial Capital Contributions. The Members shall contribute, or be deemed to
contribute, as initial Capital Contributions to the Company, the cash and/or property to the
capital of the Company as set forth on Exhibit A.

3.2 Additional Capital Contributions.

@) The Manager shall have the right and obligation to call for additional
Capital Contributions (a “Capital Call”) to fund the working capital needs of, or capital
expenditures by, the Company from time to time, to the extent cash flows from
operations or borrowings under the Line of Credit are not available for such purposes.
The Manager shall call for Additional Capital Contributions if, after giving effect to any
borrowing required to fund the Company’s working capital needs or capital expenditures,
the Company’s Consolidated Leverage Ratio would exceed 4.00:1.00. Such Capital Call
shall be set forth in a written notice (“Call Notice) delivered to each Member setting
forth the aggregate amount of the additional Capital Contribution so called, the
proportionate amount thereof called from the Class A Members (as a class) and the Class
B Members (as a class) and the funding date therefor (which may be no earlier than 15
business days following the delivery of such notice).

(b) If a Class A Member or Class B Member fails to make the additional
Capital Contribution as required by this Agreement, then the other Member(s) shall have
the right, but not the obligation, to contribute the aggregate amount of the additional
Capital Contribution specified in the Call Notice (both the portion allocated to the Class
A Members and the portion allocated to the Class B Members) to the Company, in which
event, the relative Percentage Interests of the Members shall be adjusted to reflect the
Capital Contributions actually made by the Members.

3.3  No Interest or Right to Withdraw. No Member shall have the right to demand the
return of, or otherwise withdraw, its contribution or to receive any specific property of the
Company except as specifically provided in this Agreement. No Member shall have the right to
demand and receive property other than cash in return for its contributions. No interest shall be
paid on Capital Contributions or on balances in the Capital Accounts.
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3.4  Capital Accounts. The Company will maintain for each Member an account (its
“Capital Account”) determined from time to time as follows:

@ Each Member’s Capital Account will be increased by the amount of cash
and the fair market value of property contributed to the Company by the Member, the
Member’s distributive share of Profits, any items in the nature of income or gain
specially allocated to the Member, and the amount of any Company liabilities that are
assumed by the Member or that are secured by any property distributed by the Company
to the Member;

(b) Each Member’s Capital Account will be decreased by the amount of cash
and the fair market value of property distributed by the Company to the Member, the
Member’s distributive share of Losses, any items in the nature of loss or deduction
specially allocated to the Member, and the amount of any liabilities of the Member that
are assumed by the Company; and

(© In determining the amount of any liability for purposes of this Section,
there shall be taken into account Code section 752(c) and any other applicable provisions
of the Code and Treasury Regulations.

For the purpose of clarity, the assumption by the Company of certain liabilities of GWHN or its
Affiliates pursuant to the Contribution Agreement (including the assumption of the capital lease
obligations described on Schedule 2.3(d) to the Contribution Agreement) shall not result in any
decrease in the Capital Account of the GWHN Member pursuant to the foregoing clause (b).

The foregoing provisions and the other provisions of this Agreement relating to the maintenance
of Capital Accounts are intended to comply with Treasury Regulations section 1.704-1(b), and
shall be interpreted and applied in a manner consistent with such Section. If the Manager
determines that it is prudent to modify the manner in which the Capital Accounts, or any debits
or credits thereto, are computed in order to comply with the Treasury Regulations, the Manager
may make such modification, but only if it is not likely to have a material effect on amounts
distributable to any Member upon the dissolution of the Company. The Manager also shall (i)
make any adjustments that are necessary or appropriate to maintain equality between the Capital
Accounts of the Members and the amount of Company capital reflected on the Company’s
balance sheet, as computed for book purposes in accordance with Treasury Regulations section
1.704-1(b)(2)(iv)(9), and (ii) make any appropriate modifications if unanticipated events might
otherwise cause this Agreement not to comply with Treasury Regulations section 1.704-1(b).

3.5  Effect of Transfer of Membership Interests. If all or a portion of a Member’s
Membership Interests are transferred in accordance with the terms of this Agreement, the
transferee shall succeed to the Capital Account of the transferor to the extent of the Membership
Interests so transferred, provided that no transfer of any Membership Interests shall, in and of
itself, relieve the transferor of any obligation to the Company.

3.6 No Further Capital Contributions. Other than the contributions of cash and/or
property described on Exhibit A, no Member shall be obligated to make, and no Member shall
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make, any contributions to the capital of the Company except pursuant to a Capital Call pursuant
to Section 3.2.

3.7 Assumption of Capitalized Leases. In connection with the consummation of the
transactions described in the Contribution Agreement, the Company has assumed certain
capitalized lease obligations more particularly described on Schedule 2.3(d) to the Contribution
Agreement.

3.8  Revolving Line of Credit. Pursuant to the Credit Agreement, VHFC shall also
extend to the Company a $55 million revolving line of credit (the “Line of Credit”) to be drawn
upon as needed by the Company for working capital, capital expenditures and other permitted
purposes to the extent that such financial needs cannot be funded out of the Company’s cash
flow from operations, provided that the Company may not make any borrowing under the Line
of Credit (i) if an event of default has occurred and remains uncured under the Credit Agreement
or (i) to the extent that, immediately after giving effect to the borrowing of such revolving loans,
the Company’s Consolidated Leverage Ratio would exceed 4.00:1.00. The Manager shall be
authorized and obligated to demand an advance permitted under the Line of Credit when needed
as described in this Section. The Company’s indebtedness arising by virtue of advances under
the Line of Credit shall be evidenced by, and repayable as provided in, a note in the form
attached to the Credit Agreement, shall bear interest at a per annum rate of interest equal to
Vanguard’s weighted average cost of indebtedness for borrowed money adjusted quarterly, and
shall also be secured by all of the assets of the Company.

3.9 No Member Loans. Except as otherwise provided in the Credit Agreement, none
of the Members and their Affiliates shall be obligated to lend money to the Company.

3.10 Non-Member Loans. If the Company elects in its discretion to refinance the
indebtedness advanced to the Company pursuant to the Credit Agreement in whole or in part,
then upon such refinancing, the Credit Agreement shall terminate and VHFC’s obligation to
provide further credit pursuant thereto shall expire and be of no further force or effect.

4.  ALLOCATION OF INCOME AND LOSS; CASH DISTRIBUTIONS.

4.1  Allocation of Profits and Losses. After giving effect to the special allocations
described in this Article, Profits and Losses of the Company for any Fiscal Year shall be
apportioned among and allocated to the Members in accordance with the Percentage Interest of
each Member as of the first day of the Fiscal Year, provided that, if the Percentage Interest of
any Member changes during any Fiscal Year, Profits and Losses for each month shall be
allocated among the Members in proportion to the Percentage Interest of each Member as of the
first day of such month, and each Member’s share of Profits and Losses for such Fiscal Year
shall be equal to the sum of its share of Profits and Losses for each month during the Fiscal Year.
For purposes of allocating Profits and Losses of the Company, any and all Capital Contributions
made by a Member shall be deemed made on the date of the Capital Contribution (the
“Contribution Date”) (if the Contribution Date is the first of a month), on the first day of the
month in which the Contribution Date occurs (if the Contribution Date is after the first but prior
to the 15™ of a month), and/or on the first day of the month after the Contribution Date occurs (if
the Contribution Date is on or after the 15" of a month).
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4.2 Member Minimum Gain Chargeback. If there is a net decrease in Company
Minimum Gain for any Fiscal Year, each Member shall be specially allocated items of income
and gain for such Fiscal Year (and, if necessary, for subsequent years) in an amount equal to
such Member’s share of the net decrease in Company Minimum Gain during such Fiscal Year,
determined in accordance with Treasury Regulations section 1.704-2(g)(2). Allocations pursuant
to the preceding sentence shall be made among the Members in proportion to the respective
amounts required to be allocated to each of them pursuant to such Treasury Regulation. The
items to be so allocated shall be determined in accordance with Treasury Regulations section
1.704-2(f)(6). Any special allocation of items of income and gain pursuant to this Section shall
be made before any other allocation of items under this Article. This Section is intended to
comply with the “minimum gain chargeback” requirement in Treasury Regulations section
1.704-2(f) and shall be interpreted consistently therewith.

4.3  Member Nonrecourse Debt Minimum Gain Chargeback. If there is a net decrease
during a Fiscal Year in the Member Nonrecourse Debt Minimum Gain attributable to a
Member’s Nonrecourse Debt, then each Member with a share of the Member Nonrecourse Debt
Minimum Gain attributable to such debt, determined in accordance with Treasury Regulations
section 1.704-2(i)(5), shall be specially allocated items of income and gain for such year (and, if
necessary, subsequent years) an amount equal to such Member’s share of the net decrease in the
Member Nonrecourse Debt Minimum Gain attributable to such Member’s Nonrecourse Debt,
determined in accordance with Treasury Regulations section 1.704-2(i)(4). Allocations pursuant
to the preceding sentence shall be made among the Members in proportion to the respective
amounts to be allocated to each of them pursuant to such Treasury Regulation. Any special
allocation of items of income and gain pursuant to this Section for a Fiscal Year shall be made
before any other allocation of items under this Article, except only for special allocations
required under Section 4.2. The items to be so allocated shall be determined in accordance with
Treasury Regulations section 1.704-2(i)(4). This Section is intended to comply with the
provisions of Treasury Regulations section 1.704-2(i)(4) and shall be interpreted consistently
therewith.

4.4  Qualified Income Offset. Notwithstanding Sections 4.2 and 4.3, any Member who
unexpectedly receives an adjustment, allocation or distribution described in Treasury
Regulations section 1.704-1(b)(2)(ii)(d)(4), (5) or (6) shall be allocated items of income or gain
(including gross income if necessary) in an amount and manner sufficient to eliminate, to the
extent required by the Treasury Regulations, the Adjusted Capital Account Deficit of such
Member as quickly as possible. The provisions of this Section are intended to comply with the
provisions of Treasury Regulations section 1.704-1(b) (2)(ii)(d) and shall be so interpreted.

45  Gross Income Allocation. If any Member has a deficit Capital Account at the end
of any Fiscal Year in excess of the sum of (i) the amount (if any) such Member is obligated to
restore pursuant to any provision of this Agreement, and (ii) the amount such Member is deemed
to be obligated to restore pursuant to the penultimate sentences of Treasury Regulations sections
1.704-2(g)(1) and 1.704-2(i)(5), each such Member shall be specially allocated items of income
and gain in the amount of such excess as quickly as possible, provided that an allocation
pursuant to this Section shall be made only if and to the extent that such Member would have a
deficit Capital Account in excess of such sum after all other allocations provided for in this
Article have been made as if Section 4.4 and this Section were not in the Agreement.
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4.6  Nonrecourse Deductions. Nonrecourse Deductions for any Fiscal Year or other
period shall be specially allocated to the Members in proportion to their Percentage Interests.

4.7 Member Nonrecourse Deductions. Member Nonrecourse Deductions for any
Fiscal Year or other period shall be specially allocated, in accordance with Treasury Regulations
section 1.704-2(i)(1), to the Member or Members who bear the economic risk of loss for the
Member Nonrecourse Debt to which such deductions are attributable.

4.8  Code Section 754 Adjustments. To the extent an adjustment to the adjusted Tax
basis of any Company asset under Code section 734(b) or 743(b) is required to be taken into
account in determining Capital Accounts pursuant to Treasury Regulations section 1.704-
1(b)(2)(iv)(m), the amount of such adjustment to the Capital Accounts shall be treated as an item
of gain (if the adjustment increases the basis of the asset) or loss (if the adjustment decreases
such basis), and such gain or loss shall be specially allocated to the Members in a manner
consistent with the manner in which their Capital Accounts are required to be adjusted pursuant
to such section of the Treasury Regulations.

4.9  Curative Allocations. The allocations set forth in Sections 4.2 through 4.8 (the
“Regulatory Allocations”) are intended to comply with certain requirements of Treasury
Regulations sections 1.704-1(b) and 1.704-2. Notwithstanding any other provisions of this
Article (other than the Regulatory Allocations and the following two sentences), the Regulatory
Allocations shall be taken into account in allocating other Profits and Losses, and items of
income, gain, loss, and deduction among the Members so that, to the extent possible, the net
amount of such allocations of other Profits and Losses, and other items and the Regulatory
Allocations to each Member shall be equal to the net amount that would have been allocated to
each such Member if the Regulatory Allocations had not occurred. For purposes of applying the
preceding sentence, Regulatory Allocations of Nonrecourse Deductions and Member
Nonrecourse Deductions shall be offset by subsequent Regulatory Allocations only if and to the
extent that the Manager determines that such Regulatory Allocations are not likely to be offset
by subsequent Regulatory Allocations under Section 4.2 or Section 4.3, and there has been a net
decrease in Company Minimum Gain (in the case of allocations to offset prior Nonrecourse
Deductions) or a net decrease in Member Nonrecourse Debt Minimum Gain attributable to a
Member Nonrecourse Debt (in the case of allocations to offset prior Member Nonrecourse
Deductions). The Manager shall apply the provisions of this Section and shall divide the
allocations hereunder among the Members, in such manner as will minimize the economic
distortions upon the distributions to the Members that might otherwise result from the
Regulatory Allocations.

4.10 Other Allocation Rules.

@ Except as otherwise provided in Section 4.10(c), for income Tax purposes,
all items of income, gain, loss, deduction, and credit of the Company for any Tax period
shall be allocated among the Members in accordance with the allocations of Profits and
Losses prescribed in this Article.

(b) For purposes of determining the Profits and Losses or other items
allocable to any period, Profits and Losses and such other items shall be determined on a
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daily or monthly basis as determined by the Members under Code section 706 and the
Treasury Regulations thereunder.

(©) All Tax Items in respect of any Book/Tax Disparity Property are required
to be allocated among the Members in manner provided by section 704(c) of the Code (as
specified in Treasury Regulations sections 1.704-1(b)(2)(iv)(f) and 1.704-1(b)(2)(iv)(9))
and that the principles of section 704(c) of the Code require that such Tax Items must be
shared among the Members so as to take account of the variation between the adjusted
Tax basis and the Book Basis of each such item of Book/Tax Disparity Property. Thus,
notwithstanding anything in Section 4.1 or Section 4.2 to the contrary, the Members’
distributive shares of Tax Items in respect of Book/Tax Disparity Property shall be
separately determined and allocated among the Members in accordance with the
principles of section 704(c) of the Code. Except as otherwise provided herein, for
purposes of making Tax allocations pursuant to section 704(c) of the Code, the Members
shall negotiate in good faith to determine the method or methods to be used by the
Company and, if necessary, shall consider in good faith the use of a method or methods
that will eliminate or minimize the distortions caused by the “ceiling rule” described in
Treasury Regulations section 1.704-3(c).

(d) For purposes of determining the Members’ proportionate shares of the
“excess nonrecourse liabilities” of the Company described in Treasury Regulations
section 1.752-3(a)(3), their respective interests in Member profits shall be in the same
proportions as their Percentage Interests.

4.11 Distribution of Cash Available for Distribution. Cash Available for Distribution,
whether arising from operations in the normal course of the Company’s business, from the sale
or refinancing of Company assets or otherwise, shall be apportioned among and distributed to the
Members in accordance with the Percentage Interest of each Member, at such times as
reasonably determined by the Board of Directors.

4.12  Allocations and Distributions in Respect of Transferred Membership Interests. If
any Member transfers any of its Membership Interests during any accounting period in
compliance with the provisions of Article 8, Profits and Losses attributable to the respective
period shall be divided and allocated between the transferor and the transferee by taking into
account their varying interests during the applicable accounting period in accordance with Code
section 706(d), using the method selected by the Manager under Section 4.10(b) to allocate
Profits and Losses and other items. All Company distributions on or before the effective date of
the transfer shall be made to the transferor, and all distributions thereafter shall be made to the
transferee. Solely for purposes of making Company Tax allocations and distributions, the
Company shall recognize a transfer on the day following the day of transfer. Neither the
Company nor the Manager shall incur any liability for making allocations and distributions in
accordance with the provisions of this Section, whether or not the Manager or the Company had
knowledge of any transfer of any Membership Interests.

4.13 Persons Deemed Owners. The Company, the Members, and any agent or manager
of the Company or the Members may treat the Persons whose names are recorded in the books
and records of the Company as the owners of the Membership Interests for the purpose of
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receiving distributions pursuant to this Agreement and for all other purposes whatsoever, and the
Company shall not be affected by notice to the contrary.

5. COMPANY AND HOSPITAL GOVERNANCE.

5.1 Board of Directors.

@) The business and affairs of the Company shall be governed and managed
by a board of directors (the “Board of Directors”). The Board of Directors, acting
collectively as provided in this Section 5.1, shall constitute the “manager” of the
Company (as such term is defined in Section 18-101(10) of the Act and as contemplated
by Section 18-401 of the Act). The Board of Directors shall consist of twelve members,
with six members (the “Class A Directors”) being elected or appointed by the Class A
Member and six members (the “Class B Directors”) being elected or appointed by the
Class B Member. Notwithstanding the foregoing, from and after either (i) the date upon
which the Class B Member sells, assigns or transfers all or any portion of its Membership
Interests to any Person other than a Class B Affiliate or (ii) the first date upon which the
Percentage Interest of the Class B Members is less than 20%, then the Class A Member
and the Class B Member shall be entitled to elect to the Board of Directors the following
number of directors, respectively: (A) if the Percentage Interest of the Class B Member is
greater than ten percent but less than 20%, then the Class A Member shall elect nine
directors and the Class B Member shall elect three directors; and (B) if the aggregate
Percentage Interest of the Class B Member is ten percent or less, then the Class A
Member shall elect eleven directors and the Class B Member shall elect one director. If
the number of Class B Directors is reduced by application of the preceding sentence, the
Class B Member shall specify which director or directors then holding office are to
remain Class B Directors and the other Class B Directors shall automatically become
Class A Directors. Each director shall serve at the pleasure of the class of Members for
whom they serve for a term of three years, commencing on the date hereof, unless he or
she sooner resigns or is removed. A Class A Director may be removed without cause only
by the Class A Member and a Class B Director may be removed without cause only by
the Class B Member. The unexpired term of a Class A Director shall be filled by the
Class A Member and the unexpired term of a Class B Director shall be filled by the Class
B Member.

(b) Subject to matters delegated to the Manager in the Management Services
Agreement or to the officers of the Company as described herein, the Board of Directors’
responsibilities include oversight of and/or responsibility for: the Hospital Board of
Trustees; development of the Company’s strategic plans; adopting corporate vision,
mission and values statements and developing policies and monitoring progress toward
strategic goals; operating and capital budgets and facility planning; assuring compliance
with Joint Commission accreditation and criteria; and fostering community relationships
and identifying service and education opportunities.

(© The Board of Directors shall meet not less often than quarterly in

Waterbury, Connecticut. In addition, each member of the Board of Directors shall be
available at all reasonable times to consult with other members of the Board of Directors
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on matters relating to the duties of the Board of Directors. Meetings of the Board of
Directors shall be held at the call of the Manager, the Chairman of the Board of Directors,
or any three members of the Board of Directors requesting such meeting through the
Chairman, upon not less than two business days written or telephonic notice to the
members of the Board of Directors, such notice specifying all matters to come before the
Board of Directors for action at such meeting. The presence of any member of the Board
of Directors at a meeting shall constitute a waiver of notice of the meeting with respect to
such member unless such member attends the meeting for the sole purpose of objecting to
the holding of such meeting. The Board of Directors may permit any or all of its
members to participate in a regular or special meeting by, or conduct the meeting through
the use of, any means of communication by which all members participating may
simultaneously hear each other during the meeting. A member participating in a meeting
by this means is deemed to be present in person at the meeting. Except as otherwise
provided in this Agreement, a quorum shall exist for all purposes if a majority of all
members of the Board of Directors are present and a majority of all Class A Directors and
a majority of all Class B Directors are present again; provided that a director shall not be
counted toward the quorum if he or she is attending the meeting for the sole purpose of
objecting to the holding of such meeting. Except as otherwise provided in this
Agreement, an action shall constitute the action of the Board of Directors only if a
majority of the Class A Directors and a majority of the Class B Directors present at such
meeting affirmatively vote in favor of the proposed action. Notwithstanding the above,
however, if the Percentage Interest of the Class B Member is less than 20%, then (i) the
quorum for a meeting is a majority of the Board of Directors and (ii) an action approved
by a majority of the members of the Board of Directors present at such meeting shall
constitute the action of the Board of Directors. Any action required or permitted by the
Act to be taken at a meeting of the Board of Directors may be taken without a meeting,
without prior notice and without a vote if a consent or consents in writing, setting forth
the action so taken, shall be signed by the directors having not less than the minimum
number of votes that would be necessary to authorize or take such action at a meeting at
which all directors entitled to vote thereon were present and voted.

(d) The Company shall adopt the conflicts of interest policy with respect to its
Board of Directors in the form attached as Exhibit B. All responsibilities of the Board of
Directors under this Agreement shall be exercised by the Board of Directors as a body,
and no member of the Board of Directors, acting alone, shall have the authority to act on
behalf of the Company or the Board of Directors. In no event shall the Board of Directors
(or any member thereof) be deemed a manager under the Act or have the authority to act
on behalf of, or to bind in any way, the Company. The actions of the Board of Directors
shall be carried out by the Manager as provided for in this Agreement and the
Management Services Agreement.

(e) Notwithstanding anything to the contrary contained in this Agreement, the
Management Services Agreement, the Act, or the Certificate, each of the following acts
shall require the approval of the Board as set forth in Section 5.1(c):

(1) Modifying or discontinuing the provision of any Essential Service;

{W2235412} -19-

00166



{W2235412}

(2) incurring any indebtedness for borrowed money (including capital
leases) in excess of $10 million that is not included within an approved budget,
provided that the incurrence of debt under the Credit Agreement shall not
require additional Board approval;

3) adopting, modifying, or terminating any indigent care, charity care
or conflict of interest policy;

4) modifying, amending, or replacing the Management Services
Agreement between the Company and WMC or entering into any other
agreement or arrangement with an Affiliate of either Member that is either not in
the ordinary course of business or not based on commercially reasonable terms
and fair market compensation;

(5) appointing the Board of Trustees contemplated by Section 5.3;

(6) changing the general character of the business anticipated to be
conducted by the Company on the date hereof (it being understood and agreed
that such business is the development, ownership, and operation of health care
related facilities and the delivery of health care services);

(7 changing the name of the Hospital,

(8) approving the merger, consolidation, dissolution or Bankruptcy, or
the sale of all or substantially all of the assets, of the Company;

9) admitting any additional Members or issuing any Membership
Interests, except as provided in this Agreement;

(10) establishing or changing the mission, values or purposes of the
Company;

(11) selecting the accreditation body of the Hospital and making any
changes thereto;

(12) making a distribution of Cash Available for Distribution;

(13) adjusting, arbitrating, compromising, or settling any claims in
excess of $10 million in favor of or against the Company, to the extent that such
claims are not covered by the Company’s insurance policies;

(14) adjusting, arbitrating, compromising, or settling any claims in
favor of or against the Company by a Member or an Affiliate of a Member,
other than immaterial claims in the ordinary course of business; and

(15) the purchase of any Investment by the Company.
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U] Notwithstanding anything to the contrary in this Agreement or the Act,
without the approval of a majority of the Class A Members and a majority of the Class B
Members, the Manager shall have no right to do any of the following acts, each of which
is considered outside the ordinary course of the Company’s business:

1) amending this Agreement or the Certificate, except as provided in
Section 11.9 hereof;

(2) dissolving or liquidating the Company at will;
3) performing any act in contravention of this Agreement;

4) changing or reorganizing the Company into any other legal form;
or

(5) knowingly performing any act that would subject any Member to
liability as a general partner in any jurisdiction.

(9) Notwithstanding the foregoing in this Section 5.1, with respect to any vote
of the Board of Directors concerning the approval of an annual operating or capital
budget, or any change or amendment thereto, (i) each Class A Director shall have two
votes and each Class B Director shall have one vote, (ii) the quorum shall be the presence
of the number of directors having the ability to cast a majority of the votes eligible to be
cast on the matter and (iii) an action approved by a majority vote of the members of the
Board of Directors present at such meeting shall constitute the action of the Board of
Directors.

() Except as expressly set forth in this Agreement, the Directors shall not
have any duties or liabilities, including fiduciary duties, to the Company or any Member
and the provisions of this Agreement, to the extent that they restrict, eliminate or
otherwise modify the duties and liabilities, including fiduciary duties, of the Directors
otherwise existing at law or in equity, are agreed by the Members to replace such other
duties and liabilities.

5.2  Appointment of Officers of the Company. The Company shall have as officers of
the Company, a Chairman of the Board of Directors, a Chief Executive Officer, and such other
officers as the Board of Directors shall from time to time determine. Other than the Chairman of
the Board of Directors, all officers of the Company shall be full-time employees of the
Company, including employees leased to the Company by the Manager, a Member or any
Affiliate of a Member. Each appointed officer of the Company shall hold office until his or her
successor shall have been appointed or until his or her earlier death, resignation or removal.
Appointed officers of the Company shall have such duties, responsibilities and authorities as the
Board of Directors shall determine, except that the following offices shall carry the following
duties, responsibilities and authorities:

(@) The Chairman of the Board of Directors shall preside over all meetings of
the Board of Directors. Each Chairman of the Board of Directors shall serve for a three-
year term. The initial Chairman shall be selected by GWHN; thereafter, the Chairman
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shall be selected alternately by the Class A Directors and the Class B Directors. In the
event that any Chairman resigns, is removed or otherwise fails to complete his or her
term as Chairman (the “Exiting Chairman”), the position of Chairman for the remainder
of the term of the Exiting Chairman shall be filled by an individual elected in the same
manner that the Exiting Chairman was elected,

(b) The Chief Executive Officer shall, subject to the control of the Board of
Directors, supervise and control the business and affairs of the Company in compliance
with the Standards and shall see that all orders and resolutions of the Board of Directors
are carried into effect; the Chief Executive Officer shall have all powers and duties of
hiring, firing, supervision and management usually vested in the general manager and
president of an entity; the Chief Executive Officer may sign with any other officer of the
Company thereunto authorized by the Board of Directors any deeds, bonds, mortgages,
contracts, checks, notes, drafts or other instruments which the Board of Directors has
authorized to be executed, except in cases where the signing and execution thereof has
been expressly delegated by this Agreement or by the Board of Directors to some other
officer of the Company; the Chief Executive Officer shall keep the Board of Directors
and the Manager fully informed and shall provide reports and other information to the
Board of Directors and the Manager as they may request with respect to the business of
the Company; the Chief Executive Officer shall also perform such other duties as may be
prescribed by the Board of Directors; and the Chief Executive Officer shall to the extent
not inconsistent with the policies, procedures, guidelines and directions of the Board of
Directors, operate in accordance with the policies, procedures and directions of the
Manager; and

(© The other officers of the Company shall report to the Chief Executive
Officer and the Manager and shall have such authority and duties that are delegated to
each as determined by the Board of Directors, Chief Executive Officer and the Manager.
Each officer shall carry out his or her responsibilities then consistent with the Standards.

5.3  Hospital Boards of Trustees. The Board of Directors shall form a board of trustees
for the Hospital (the “Board of Trustees”). The Board of Directors shall have the authority to
appoint additional or replacement trustees to the Board of Trustees. The Board of Trustees shall
consist of twelve (12) members, with at least six (6) of such members being physicians on the
Hospital’s active medical staff and the remaining members being local community leaders. The
Hospital’s Chief Executive Officer shall be an ex officio, non-voting member of the Board of
Trustees. The Board of Trustees shall be an advisory board that meets on a regular basis and has
the following responsibilities: (a) participating in the adoption of a vision, mission, and values
statement for the Hospital Businesses; (b) participating in development and review of operating
and capital budgets and facility planning for the Hospital Businesses and advising the Board of
Directors with respect to the same (it being understood that ultimate authority for budgets and
planning resides with the Board of Directors); (c) monitoring quality and performance
improvement at the Hospital Businesses; (d) granting medical staff privileges and, when
necessary and with the advice of counsel, taking disciplinary action consistent with the
Hospital’s Medical Staff Bylaws; (e) assuring medical staff compliance with Joint Commission
requirements (with the advice of counsel); (f) providing advice and consultation regarding
physician recruitment efforts; (g) fostering community relationships and identifying service and
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educational opportunities; and (h) performing such other activities and duties as may be directed
or delegated to it by the Board of Directors.

5.4  Board of Directors Deadlock or Dispute. It is the intention of the parties that the
members of the Board of Directors will make a good faith effort to resolve any dispute,
disagreement, or difference of opinion arising among the Class A Directors and Class B
Directors with respect to the Company or this Agreement, including any dispute, disagreement,
or difference of opinion regarding a matter that constitutes a Material Dispute. In resolving any
Material Dispute, the members of the Board of Directors shall act in accordance with the
following procedures:

@ First, two or more senior executives of each of GWHN and WMC shall
negotiate in good faith in an effort to resolve the Material Dispute. The senior executives
shall meet in Waterbury, Connecticut or such other location within the State of
Connecticut as from time to time may be mutually agreed by the parties and such
meetings shall be in person to the extent practicable. If the Material Dispute is still not
resolved after such meeting(s), either category of Directors may invoke the Material
Dispute resolution procedures set forth in this Section 5.4(a) by sending written notice to
the other invoking the procedures of this Section 5.4(a). For a period of thirty (30) days
following the receipt of such written notice, the Class A Directors and the Class B
Directors shall act in good faith to resolve the Material Dispute by mutually selecting,
engaging, and meeting with an individual who will serve as a mediator for the purpose of
resolving the Material Dispute. If applicable to the nature of the Material Dispute, the
mediator shall give priority to the fulfillment by the Company of the Standards in
reaching such resolution. The Members agree to participate in the mediation of the
Material Dispute to its conclusion. The mediation shall be terminated by: (i) the
execution of a settlement agreement or similar statement by the parties, (ii) a written
declaration of the mediator that the mediation is terminated, or (iii) a written declaration
by the parties following no fewer than five (5) full days of mediation to the effect that the
mediation process is terminated. The mediator shall be disqualified as a witness, expert,
or counsel for any party with respect to the Material Dispute and any related matters. The
entire mediation process shall be confidential, and no conduct, statements, promises,
offers, views, or opinions associated with the mediation process shall be discoverable or
admissible in any legal proceeding for any purpose; provided, however, that evidence that
is otherwise discoverable or admissible is not excluded from discovery or admission as a
result of its use in the mediation. The Company shall pay the reasonable fees and related
expenses of the facilitator or mediator.

(b) In the event that the Material Dispute has not been resolved pursuant to
the procedures set forth in Section 5.4(a), then the Class A Member(s) shall have the right
(the “Class A Call Right”) to purchase from the Class B Member(s), and the Class B
Member(s) shall have the obligation, to sell to the Class A Member(s) all of the
Membership Interests then owned by the Class B Member(s). If a Class A Member wishes
to exercise the Class A Call Right, it shall provide notice (the “Call Notice”) thereof to the
Class B Member(s) within 90 days following the failure to resolve the Material Dispute
pursuant to the procedures set forth in Section 5.4(a). The purchase price for the
Membership Interests of the Class B Member(s) shall be equal to the Fair Market Value of
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the Company multiplied by the Percentage Interest of the applicable Class B Member. The
Members shall take all actions reasonably necessary to cause the closing of the sale of the
Membership Interests owned by the Class B Members to occur within 90 days from the
date on which the Class B Member(s) receives the Call Notice. The purchase price to be
paid to Class B Member(s) under this Section 5.4(b) shall be paid in cash.

6. COVENANTS OF THE PARTIES.

6.1 Right of First Refusal.

@ So long as GWHN is a Member of the Company, WMC shall not effect or
permit to occur any sale, assignment or transfer of its Membership Interests, other than to
a Permitted Transferee, unless WMC first complies with the provisions of Section 6.1(b).

(b) If WMC (or any of its Affiliates) receives an Offer that it desires to accept,
WMC shall promptly provide a written notice to GWHN, setting forth the material terms
of, or enclosing a copy of, the Offer. If GWHN notifies WMC within 45 days after the
date on which notice (and a copy) of the Offer was given to GWHN (the “Election
Period”) that GWHN irrevocably elects to purchase or acquire all (but not less than all)
of the equity interest in the Company that is the subject of the Offer (the “Subject
Interest”) for the consideration to be paid to WMC (or any of its Affiliates) pursuant to
the Offer (sometimes referred to hereinafter as an “Affirmative Election”), then such
election shall be binding upon GWHN and WMC. If GWHN makes an Affirmative
Election, the parties shall negotiate in good faith until 30 days after expiration of the
Election Period the terms and conditions of a definitive agreement to be executed by
WMC and GWHN containing the principal terms set forth in the Offer, but otherwise
containing substantially the same representations and warranties regarding the Hospital
Businesses as are set forth in the Contribution Agreement, provided that any
representations and warranties of WMC about the Hospital Businesses shall relate to the
Company’s period of ownership only. If the Offer includes any non-cash consideration,
GWHN shall be entitled to substitute cash in an amount equal to the fair market value of
such non-cash consideration. GWHN shall acquire the Subject Interest at a closing to be
held within five business days following the date upon which the last material regulatory
approval required in connection with the sale of the Subject Interest is obtained, subject
to reasonable extensions mutually acceptable to WMC and GWHN, provided that in no
event shall the closing be held later than 180 days after WMC gives GWHN notice (and a
copy) of the Offer.

(© If (i) GWHN fails to make an Affirmative Election within the Election
Period or (ii) after making an Affirmative Election and entering into a definitive
agreement with WMC, GWHN defaults in its obligation under such definitive agreement
to timely purchase the Subject Interest, then WMC may (but shall not be obligated to) sell
or transfer the Subject Interest to the proposed purchaser named in the Offer in
accordance with the terms and conditions of the Offer within 180 days after the event
described in clause (i) or (ii) above, provided that, if the sale to such proposed purchaser
does not occur on or before the expiration of such 180-day period, then the provisions of
this Section shall apply anew with respect to the sale of the Subject Interest thereafter.
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6.2  Financial Consolidation. WMC believes that Vanguard may consolidate the
financial results of the Company with the other financial results of VVanguard in accordance with
generally accepted accounting principles. If the law, regulations, or accounting principles
change, or if Vanguard’s outside auditor notifies Vanguard that this Agreement must be modified
for Vanguard to consolidate the Company’s financial results, then WMC will provide written
notice to GWHN stating the modifications necessary to achieve such consolidation and such
modifications shall immediately take effect. Thereafter the parties shall conduct good faith
discussions to seek to reorganize and restructure the governance structure in a way that is
acceptable to both parties.

6.3  Class B Member Put Options. WMC hereby grants to GWHN the irrevocable
right, at GWHN’s option, to sell to WMC, and to require WMC to purchase from GWHN,
GWHN’s entire Membership Interest as follows:

@) Upon the tenth anniversary of the Closing Date, provided that GWHN
must exercise the right described in this Section 6.3(a), if at all, within 90 days after the
tenth anniversary of the Closing Date;

(b) Within 90 days of the date upon which there is a final judicial judgment
that VVanguard breached this Agreement;

(© Within 90 days of the date in which Vanguard provided to GWHN the
written notice contemplated by Section 6.2, if (i) WMC’s modifications to this
Agreement materially adversely impact GWHN?’s rights under this Agreement, and (ii)
the parties are unable to reorganize and restructure the governance structure in a way that
is acceptable to both parties; or

(d) At any time, if, in the reasonable opinion of outside legal counsel for a
Class B Member, the enactment, promulgation, or judicial or regulatory interpretation of
any Legal Requirement would either cause the continued participation of the Class B
Member in the Company to jeopardize the tax-exempt status of the Class B Member,
result in the imposition of unrelated business income Tax (“UBIT”), result in the
imposition of income tax on GWHN or result in this Agreement being in whole or in part
illegal; however, in such event the Members shall enter into good faith negotiations to
amend this Agreement or otherwise restructure the Class B Member’s participation in the
Company as necessary to prevent such result. To the maximum extent possible, any such
amendment or restructuring shall preserve the underlying economic, financial, and
governance arrangements between the Members. If the parties cannot agree to amend this
Agreement or restructure the Class B Member’s participation in the Company so that
such participation no longer jeopardizes the tax-exempt status of the Class B Member or
results in the imposition of UBIT or income tax, the Class B Member shall have the
option to sell described above.

6.4  Class A Member Call Option. GWHN hereby grants to WMC the irrevocable
right, at WMC'’s option, to purchase from GWHN, and to require GWHN to sell, all or a portion
of GWHN’s Membership Interests in the Company as follows:
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@) If GWHN has not offered to sell to WMC Membership Interests in the
Company within 90 days after the tenth anniversary of the Closing Date, then upon the
expiration of such 90 day period, WMC shall have the right to purchase, and to require
GWHN to sell, GWHN’s Membership Interests in the Company, provided that WMC
must exercise the ri%ht described in this Section 6.4(a), if at all, within 90 days after the
expiration of the 90" day after the tenth anniversary of the Closing Date;

(b) At any time, if the rules and regulations of the Securities and Exchange
Commission require, or WMC’s auditors reasonably believe that such rules and
regulations require, that, for Vanguard to consolidate the financial results of the Company
with the other financial results of Vanguard in accordance with generally accepted
accounting principles, WMC must own a greater percentage of Membership Interests in
the Company than WMC owns at such time, WMC shall have the right to purchase, and
to require GWHN to sell, Membership Interests in the Company sufficient to ensure that
WMC owns that percentage of Membership Interests in the Company so required for
Vanguard to consolidate the financial results of the Company with the other financial
results of VVanguard in accordance with generally accepted accounting principles; and

(©) 90 days of the date upon which there is a final judicial judgment that
GWHN breached this Agreement.

6.5 Purchase Price; Closing.

@ The purchase price of the Class B Member’s Membership Interest being
sold pursuant to Section 6.3 shall be an amount equal to the Percentage Interest being
sold by the Class B Member on the date that the Class B Member exercises the put option
multiplied by the Fair Market Value of the Company, and the purchase price of the Class
B Member’s Membership Interest being sold pursuant to Section 6.4 shall be an amount
equal to the Percentage Interest being sold by the Class B Member on the date that the
Class A Member exercises the call option multiplied by the Fair Market Value of the
Company.

(b) The closing of the sale and purchase of the Class B Member’s
Membership Interest pursuant to Section 6.3 shall occur within 90 days after the Class B
Member exercises the put option. The closing of the sale and purchase of the Class B
Member’s Membership Interest pursuant to Section 6.4 shall occur within 90 days after
the Class A Member exercises the call option.

7. MANAGEMENT OF THE COMPANY.

7.1  Manager. Subject to the ultimate oversight and authority of the Board of
Directors, and subject to the limitations imposed upon the Manager in this Agreement and in the
Management Services Agreement, the Manager shall manage the day-to-day operations of the
Company and act on behalf of the Company pursuant to and in accordance with the terms of this
Agreement and the Management Services Agreement.

7.2  Right to Rely on Manager. No Person dealing with the Company shall be required
to inquire into, or to obtain any other documentation as to, the authority of the Manager to take
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any action permitted under the Management Services Agreement. Furthermore, any Person
dealing with the Company may rely upon a certificate signed by the Manager as to the following:

@) the identity of the Manager or any Member;

(b) the existence or nonexistence of any fact or facts that constitutes a
condition precedent to acts by the Manager or which are in any other manner germane to
the affairs of the Company;

(©) the Persons who are authorized to execute and deliver any instrument or
document of the Company; or

(d) any act or failure to act by the Company on any other matter whatsoever
involving the Company or any Member.

8. ADDITIONAL MEMBERS; TRANSFERS OF MEMBERSHIP INTERESTS.

8.1  Additional Members. Additional Members may be nominated for membership by
one or more of the existing Members. New Members shall be admitted upon the approval of the
Board of Directors as provided in Section 5.1(e)(9). Additional Members shall participate in the
governance, Profits and Losses and distributions of the Company in accordance with this
Agreement. Exhibit A shall be amended upon the admission of any additional Member to set
forth such Member’s name, Capital Contribution and Percentage Interest.

8.2  Transfers. No Member shall sell or otherwise transfer any Membership Interests
held by it except as provided in this Agreement, provided that a Member may transfer all (but not
less than all) of its Membership Interest to an Affiliate of such Member, other than to a natural
person. Any Member who sells or otherwise transfers all or any portion of its Membership
Interest in accordance with this Agreement shall promptly notify the Manager of such transfer
and shall furnish to the Manager the name and address of the transferee and such other
information as may be reasonably requested by the Manager.

8.3  Compliance with Law. No Member shall make any disposition of all or any
portion of its Membership Interests unless and until (i) there is then in effect a registration
statement under the Securities Act of 1933, as amended, covering such proposed disposition and
such disposition is made in accordance with such registration statement, or (ii) such Member has
given the Company notice of the proposed disposition and, if requested by the Manager,
furnished the Company with an opinion of counsel reasonably satisfactory to the Manager that
the disposition will not require registration of the Membership Interest under the Securities Act
of 1933, as amended.

9. BOOKS AND RECORDS; TAX MATTERS.

9.1 Bank Accounts; Investments. The Manager shall (i) establish one or more bank
accounts into which the Company’s funds may be deposited, and in such event, no funds other
than the Company’s funds shall be deposited into the Company’s bank accounts, or (ii) deposit
the Company’s cash revenues into a central account established in the name of VVanguard or one
of its Affiliates. Positive balances with respect to the Company’s funds in the central account
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shall bear interest from the last day of each calendar month until the last day of the next
succeeding month at a rate per annum, during each interest period applicable thereto, equal to the
average annual overnight institutional prime money market rate earned by Vanguard and its
Affiliates during the applicable period. Negative balances (i.e., overdrafts) shall be permitted to
exist in the central account only if and to the extent that the Company may obtain advances
under the Line of Credit, and any such negative daily balances shall be deemed advances under
the Line of Credit and shall bear interest at the rate provided therein and be subject to all the
other terms and provisions set forth therein. The Company’s funds in the central account may be
invested in such securities and investments as the Manager, Vanguard or any Vanguard Affiliate
may select until such funds are withdrawn for the Company’s purposes in accordance with this
Section.

9.2 Books and Records. The Manager shall keep books of account and records
relating to the Company’s business. The books shall be prepared in accordance with generally
accepted accounting principles using the accrual method of accounting. The accrual method of
accounting shall also be used by the Company for income Tax purposes. The Company’s books
and records shall at all times be maintained at the principal business office of the Company or its
accountants (and, to the extent required by the Act, at the registered office of the Company) and
shall be available for inspection by the Members or their duly authorized representatives during
reasonable business hours. The books and records shall be preserved for the applicable statute of
limitations for final Tax Returns.

9.3  Determination of Profit and Loss; Financial Statements. All items of Company
income, expense, gain, loss, deduction and credit shall be determined with respect to and
allocated in accordance with this Agreement for each Member for each Fiscal Year. Within 30
days after the close of each calendar month, and within 90 days after the close of each Fiscal
Year, the Company shall cause to be prepared, at Company expense, financial statements of the
Company for the preceding month or Fiscal Year, including a balance sheet, profit and loss
statement, statement of cash flows and statement of the balances in the Members’ Capital
Accounts, prepared in accordance with the terms of this Agreement and generally accepted
accounting principles consistently applied with prior periods. These financial statements shall be
furnished upon written request to any Member.

9.4  Tax Returns and Information. The Company shall prepare or cause to be prepared
all federal, state, and local income and other Tax Returns that the Company is required to file
and shall furnish such Tax Returns to the Members, together with a copy of each Member’s form
K-1 and any other information that any Member may reasonably request relating to such Tax
Returns, within such time after the expiration of the Company’s taxable year, including any
extension thereof as is permitted by law, rule or regulation (including any permitted extensions).

9.5  Tax Audits. The Class A Member shall be the “tax matters partner” of the
Company under Code section 6231(a)(7). The Class A Member shall inform the Members of all
matters that may come to its attention in its capacity as tax matters partner by giving the
Members notice thereof within ten days after becoming so informed.

10. DISSOLUTION AND TERMINATION.
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10.1 Events Causing Dissolution and Termination. The Company shall be dissolved
upon (i) the sale of all or substantially all of the assets of the Company and the distribution of the
net proceeds therefrom (other than reasonable reserves for contingent liabilities and the expenses
associated with dissolution and liquidation, as determined by the Board of Directors), (ii) at any
time with the unanimous written consent of the Members, and (iii) any other event as may be
provided by law. The Company shall be terminated when the winding up of Company affairs has
been completed following dissolution.

10.2 Winding Up Affairs on Dissolution. Upon dissolution of the Company, the Board
of Directors, or the Persons required or permitted by law to carry out the winding up of the
affairs of the Company, shall promptly notify all Members of such dissolution, shall wind up the
affairs of the Company, shall prepare and file all instruments or documents required by law to be
filed to reflect the dissolution of the Company, and after paying or providing for the payment of
all liabilities and obligations of the Company in accordance with applicable law, shall distribute
the assets of the Company as provided by law and the terms of this Agreement.

10.3  Distributions on Dissolution. After dissolution, distributions of cash to Members
shall be made in accordance with Article 4. Assets of the Company may be distributed in kind on
the basis of the then-fair-market-value thereof as determined by an independent appraiser
selected by the Board of Directors or the Person or Persons carrying out the winding up of the
affairs of the Company in accordance with Section 10.2.

10.4 Distributions in Accordance with Capital Accounts. In the event the Company is
“liquidated” within the meaning of Treasury Regulations section 1.704-1(b)(2)(ii)(g),
distributions shall be made in all cases in accordance with the Members’ positive Capital
Account balances determined after all adjustments to the Members’ Capital Accounts for the
taxable year. Such distribution shall be made within the time periods required by Treasury
Regulations section 1.704-1(b).

10.5 Deemed Distribution and Re-contribution. Notwithstanding any other provisions
of this Article, if the Company is liquidated within the meaning of Treasury Regulations section
1.704-1(b)(2)(ii)(g) but the Company is not required to be dissolved and wound up pursuant to
Sections 10.1 and 10.2, the assets of the Company shall not be liquidated, the Company’s
liabilities shall not be discharged, and the Company’s affairs shall not be wound up. Instead,
solely for federal income Tax purposes, the Company shall be deemed to have contributed the
assets and liabilities of the Company in kind to a new company in exchange for an interest in the
new company, and deemed to have immediately thereafter distributed those interests in the new
company to the Members in proportion to their respective Percentage Interests in the Company.

11. GENERAL PROVISIONS.

11.1  Applicable Law. This Agreement and the rights of the Members shall be governed
by and construed and enforced in accordance with the laws of the State of Delaware.

11.2  Counterparts. This Agreement may be executed in two or more counterparts, each
and all of which shall be deemed an original and all of which together shall constitute but one
and the same instrument. This Agreement, and any executed counterpart of a signature page to
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this Agreement, may be transmitted by fax or e-mail, and delivery of an executed counterpart of
a signature page to this Agreement by fax or e-mail shall be effective as delivery of a manually
executed counterpart of this Agreement.

11.3 Binding Effect. Except as herein otherwise provided to the contrary, this
Agreement shall be binding upon, and inure to the benefit of, the Members and their successors
and permitted assigns.

11.4  Waiver of Partition. The property of the Company is not and will not be suitable
for partition and shall be dealt with as a single, integral unit. Accordingly, each of the Members
hereby irrevocably waives any and all rights that such Member may have to maintain an action
for partition of any of the property of the Company, either as a partition in kind or a partition by
sale.

11.5 Notices. All notices given pursuant to this Agreement shall be in writing and shall
be deemed effective when personally delivered or when placed in the United States mail,
registered or certified with return receipt requested, or when sent by prepaid telegram or
facsimile followed by confirmatory letter. For purposes of notice, the addresses of the Members
shall be those set forth under their names on Exhibit A, provided that each Member may change
its notice address by giving at least five days notice to the Company and the other Members in
the manner set forth above.

11.6  Construction. Every covenant, term and provision of this Agreement shall be
construed simply according to its fair meaning and not strictly for or against any Member. The
failure by any party to enforce any term or provision hereof specifically or any rights of such
party shall not be construed as the waiver by that party of its rights hereunder. The waiver by any
party of a breach or violation of any provision of this Agreement shall not operate as, or be
construed to be, a waiver of any subsequent breach of the same or other provision hereof.

11.7 Time of the Essence. Time is of the essence with respect to this Agreement.

11.8 Entire Agreement. This Agreement contains the entire understanding among the
Members relating to the subject matter hereof, and all prior agreements or understandings
relating to the subject matter of this Agreement are hereby superseded and of no further force or
effect.

11.9 Amendments. Except as otherwise expressly provided in this Section,
amendments or modifications may be made to this Agreement only by setting forth such
amendments or modifications in a document approved by all of the Members, and any alleged
amendment or modification herein which is not so documented shall not be effective as to any
Member. Subject to the foregoing restrictions, however, (a) each Member shall execute any
amendment to this Agreement that is (i) necessary to ensure that Vanguard may consolidate the
financial results of the Company with the other financial results of VVanguard in accordance with
generally accepted accounting principles consistent with Article 6, or (ii) required by this
Agreement, and (b) any authorized officer of the Company may, without the consent of any
Member, amend this Agreement and execute, swear to, acknowledge, deliver, file, and record
whatever documents may be required in connection therewith to reflect:
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@) a change in the location of the principal place of business of the Company
or a change in the registered office or the registered agent of the Company;

(b) admission of a Member into the Company or termination of any Member’s
interest in the Company in accordance with and subject to Article 8; or

(©) qualification of the Company as a limited liability company under the laws
of any state where the Company does business.

11.10 Severability. This Agreement is intended to be performed in accordance with, and
only to the extent permitted by, all applicable laws, ordinances, rules, and regulations. If any
provision of this Agreement or the application thereof to any Person or circumstance shall, for
any reason and to any extent, be invalid or unenforceable, but the extent of such invalidity or
unenforceability does not destroy the basis of the bargain among the Members as expressed
herein, the remainder of this Agreement and the application of such provision to other Persons or
circumstances shall not be affected thereby, but rather shall be enforced to the greatest extent
permitted by law.

11.11 Gender and Number. Whenever required by the context, as used in this
Agreement, the singular number shall include the plural and the neuter shall include the
masculine or feminine gender, and vice versa.

11.12 Attorneys’ Fees. If any dispute among the parties to this Agreement should result
in litigation, the prevailing party in such dispute shall be entitled to recover from the losing party
all fees, costs and expenses of enforcing any right of such prevailing party under or with respect
to this Agreement, including reasonable fees and expenses of attorneys and accountants and all
fees, costs and expenses of appeals.

11.13 Article and Section Headings. The division of this Agreement into Articles and
Sections, and the use of captions and headings in connection therewith are solely for
convenience of reference only, are not intended, to any extent or for any purpose, to limit or
define the text of any Section and shall have no legal effect in construing the provisions of this
Agreement.

11.14 No Requirement to Refer. No provision of this Agreement, or the relationship
between the parties created by this Agreement, is intended by the parties hereto to include an
agreement or requirement that any physician who is affiliated with any Member (collectively
referred to as the “Affiliated Referring Providers”) utilize the services or otherwise direct
patients to facilities owned or operated by the Company or its Affiliates or as an inducement to
the Affiliated Referring Providers to make any such referral. Nothing in this Agreement shall be
construed as prohibiting Affiliated Referring Providers from obtaining or maintaining medical
staff membership at, or admitting patients to, health care facilities other than those health care
facilities owned by the Company. The parties hereto agree that the benefits under this
Agreement do not require, are not payment for, and are not in any way contingent upon, the
admissions, referral, or other arrangement for the provision of any items or service reimbursed
under Medicare, Medicaid, or any other state or federal health care program.
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11.15 Waiver of Jury Trial. EACH PARTY HERETO HEREBY IRREVOCABLY
WAIVES ANY AND ALL RIGHTS IT MAY HAVE TO DEMAND THAT ANY ACTION,
PROCEEDING, OR COUNTERCLAIM ARISING OUT OF OR IN ANY WAY RELATED TO
THIS AGREEMENT OR THE RELATIONSHIPS OF THE PARTIES HERETO BE TRIED
BY JURY. THIS WAIVER EXTENDS TO ANY AND ALL RIGHTS TO DEMAND A TRIAL
BY JURY ARISING FROM ANY SOURCE, INCLUDING, BUT NOT LIMITED TO, THE
CONSTITUTION OF THE UNITED STATES OR ANY STATE THEREIN, COMMON LAW,
OR ANY APPLICABLE STATUTE OR REGULATIONS. EACH PARTY HERETO
ACKNOWLEDGES THAT IT IS KNOWINGLY AND VOLUNTARILY WAIVING ITS
RIGHT TO DEMAND TRIAL BY JURY.

11.16 Certain References.

@) References to “this Agreement” mean this Amended and Restated
Operating Agreement of VHS Waterbury Health System, LLC, as it may be amended
from time to time in accordance with its terms.

(b) References to “herein,” *“hereinafter,” *“hereof,” “hereto,” and
“hereunder” mean this Agreement, unless the context otherwise requires.

() References to “include” or *“including” mean “including without
limitation.”

(d) References to any “Article” or “Section” mean such Article or Section of
this Agreement, unless otherwise specifically provided.

[Signature Page Follows]

{W2235412} -32-

00179



IN WITNESS WHEREOF, the undersigned, being all of the Members of the Company,
have executed and acknowledged this Agreement as of the day first above written.

VHS WATERBURY MANAGEMENT GREATER WATERBURY HEALTH
COMPANY, LLC NETWORK, INC.

By: By:

Title: Title:

VHS WATERBURY HEALTH SYSTEM, LLC

By:
Title:
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Exhibit A
Names, Addresses, Percentage Interest and Capital Contribution of the Members

As of the date hereof, the names and addresses and the Percentage Interests and initial
Capital Contributions of the Members are set forth below.

Percentage
Name and Address Interest Initial Capital Contribution
VHS Waterbury Management Company, Inc. 80% $
20 Burton Hills Boulevard, Suite 100
Nashville, Tennessee 37215
Greater Waterbury Health Network, Inc. 20% $

{W2235412} A-1

00181



Exhibit B
Conflicts of Interest Policy

See attached.
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Schedule 1.30
Essential Services

Emergency Department/Services (including trauma services)
General Medical Services

Inpatient and Outpatient Surgery

Radiology and Diagnostic Services

Obstetrics

Comprehensive Cardiology Services

Intensive Care Services

Neonatal Intensive Care Services
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VHS Draft 12/258/2012
MANAGEMENT SERVICES AGREEMENT

This Management Services Agreement (“Agreement”), dated as of
2013, is between [VHS Waterbury Health System], LLC, a Delaware limited liability company
(the “Company”), and [VHS Waterbury Management Company, LLC], a Delaware limited
liability company (the “Manager”).

RECITALS:

WHEREAS, pursuant to a Contribution Agreement (the “Contribution Agreement”),
dated as of , 2013, by and among Greater Waterbury Health Network, Inc.
(“GWHN?”), [VHS Waterbury Health System, LLC], the Manager and VVanguard Health
Systems, Inc., and an Amended and Restated Operating Agreement (the “Operating
Agreement”) by and between GWHN, the Manager and the Company, the Company will
acquire, lease, own and operate Waterbury Hospital and its related businesses (collectively, the
“Facilities”); and

WHEREAS, the Manager, through its personnel and personnel of its Affiliates, possesses
certain experience and expertise in the development, supervision of operations, and
administrative aspects, of businesses such as the Facilities; and

WHEREAS, the Company wishes to retain the Manager to perform certain financial,
technical, managerial, and administrative support services (collectively, the “Management
Services”) for the Facilities and the Company, including management of the day-to-day
operations of the Company and the Facilities.

NOW THEREFORE, in consideration of the mutual covenants and promises of the
parties hereto, it is mutually agreed as follows:

AGREEMENT:

1. Engagement. The Company hereby retains the Manager, and the Manager hereby
agrees to be retained by the Company, to provide Management Services upon the terms and
conditions hereinafter set forth. Manager represents and warrants that it is qualified and able to
provide the Management Services and to assume the other duties and responsibilities set forth in
this Agreement. Manager shall provide all services described herein in good faith, consistent
with industry standards, and with due care consistent with the care that Manager believes
appropriate and in the best interest of the Company in its business judgment. Subject to the
terms and conditions of this Agreement, the Manager shall devote such time to the business of
the Company as may be necessary to fulfill the Company purposes and manage and supervise the
Company’s business and affairs. Manager shall at all times use its commercially reasonable
efforts to operate the Hospital in conformity with (i) the Contribution Agreement and Operating
Agreement, (ii) the accreditation standards of The Joint Commission (the “Joint Commission”)
or its successor, (iii) the conditions of participation for the Medicare and Medicaid programs, (iv)
good and ethical business practices of the health care industry in the community served by the
Facilities, and (v) the “Standards,” as such term is defined in the Operating Agreement.
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2. Manager’s Duties and Responsibilities.

2.1  Manager’s Duties. Subject to the ultimate oversight and authority of the
board of directors of the Company (the “Board”), and subject to the limitations imposed upon
the Manager in this Agreement and in the Operating Agreement, the Manager shall manage the
day-to-day operations of the Company and act on behalf of the Company pursuant to and in
accordance with the terms of this Agreement, the Contribution Agreement and the Operating
Agreement. The Manager may take the following actions on behalf of the Company if, as, and
when it deems any such action to be necessary, appropriate, or advisable, at the sole cost and
expense of the Company, subject however in all respects to the limitations imposed on the
Manager in the Contribution Agreement, the Operating Agreement and this Agreement:

@) acquire and enter into any contract of insurance that the Manager deems
necessary and proper for the protection of the Company, for the conservation of the
Company’s assets, or for any purpose convenient or beneficial to the Company;

(b) employ from time to time individuals (including employees of the
Members of the Company or any of their Affiliates) on such terms and for such
compensation as the Manager shall determine (but not in an amount that would be
considered unreasonable based upon the scope of an individual employee’s duties and
responsibilities);

(©) make decisions as to changes in accounting principles and elections,
whether for book or tax purposes (and such decisions may be different for each purpose);
however, if made for book purposes such decisions must be consistent with generally
accepted accounting principles and if made for tax purposes such decisions must be
consistent with the Internal Revenue Code and Internal Revenue Service regulations;

(d) set up or modify record keeping, billing and accounts payable accounting
systems;

(e alienate, mortgage, pledge or otherwise encumber, sell, exchange, lease or
purchase real and/or personal property in fulfililment of the Company purposes;

()] open checking and savings accounts in banks or similar financial
institutions in the name of the Company and deposit cash in and withdraw cash from such
accounts if in the ordinary course of business;

(9) borrow money for Company purposes from any source, including from
any Member of the Company (“Member”) or any of its Affiliates, and if security is
required therefor, mortgage or grant security interests in the Company’s assets or
properties, if consistent with the Operating Agreement and if in the ordinary course of
business;

(h) make all required principal and interest payments and perform all other
obligations of the Company and its subsidiaries under and pursuant to promissory notes
and other instruments and agreements relating to the incurrence of indebtedness for
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borrowed money and capital lease obligations of the Company and its subsidiaries,
including any such sums or obligations owed to Members or their Affiliates;

(1) adjust, arbitrate, compromise, sue or defend, abandon or otherwise deal
with and settle any and all claims in favor of or against the Company, as the Manager
deems proper;

() enter into, make, perform and carry out all types of contracts, leases and
other agreements, and amend, extend or modify any contract, lease or agreement at any
time entered into by the Company, provided that the Manager uses good faith efforts to
ensure that each such contract, lease or agreement is representative of fair market value,
is the result of an arm’s length transaction, is consistent with the Operating Agreement,
and is in the ordinary course of business;

(k) execute and deliver, on behalf of and in the name of the Company, any
and all contracts, leases, agreements, instruments, notes, certificates, titles or other
documents deemed necessary or desirable by the Manager; and

() do all acts necessary or desirable to carry out the business for which the
Company is formed or which may facilitate the Manager’s exercise of its powers
hereunder.

2.2  Manager as Agent. The Company shall retain all powers incident to
ownership of the Facilities, including, without limitation, the power to determine the general and
fiscal policies and maintain the full and complete control of the administration of the Facilities.
The Company shall own and hold all licenses, contracts, certificates, and accreditations relating
to the Facilities and shall be the “provider of services” within the meaning of the third party
contracts for services. Nothing in this Agreement is intended to alter, weaken, displace, or
modify the ultimate authority of the Board as set forth in the Contribution Agreement and
Operating Agreement. Manager shall cause the business and operations of the Facilities to be
conducted in accordance with the Company purposes (as described in the Operating Agreement),
including satisfying the Standards.

2.3  Excluded Individuals. Manager represents and warrants that neither it nor
any of its employees is (a) excluded, suspended, debarred, or otherwise ineligible to participate
in Medicare and any other federal health care programs (as defined in 42 U.S.C. § 1320a-7b(f))
or federal or Connecticut procurement or nonprocurement programs; (ii) designated a Specially
Designated National or Blocked Person by the Office of Foreign Asset Control of the U.S.
Department of Treasury; or (c) convicted (as defined by 42 U.S.C. § 1320a-7(i)) of a criminal
offense that would lead to mandatory exclusion from federal health care program. Manager shall
notify the Company promptly after Manager learns that any of its employees, agents or
subcontractors is a person described in any of the foregoing clauses.

3. Compliance with Law. In performing its duties and obligations under this
Agreement, Manager shall comply with (i) all federal, state, and local laws, rules, and
regulations now in force, or which may hereafter be in force, which are applicable to the
Company, Manager, or the Facilities, including, without limitation, the federal Anti-Kickback
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Statute (42 US.C. 8§ 13201-7b(b)) and the federal Physician Self-referral Law (42 U.S.C. §
1395nn), (ii) any state laws corresponding in substance to the foregoing federal laws, and (iii) all
Company and Facility policies, procedures, rules, and regulations.

4. Key Personnel; Other Hospital Employees.

4.1  Key Personnel. During the term of this Agreement, Manager shall use
commercially reasonable efforts to recruit and employ qualified executives who shall serve as
Chief Executive Officer, Chief Operating Officer (if such a position is deemed necessary by
Manager), Chief Financial Officer, and Chief Nursing Officer of the Facilities (collectively, the
“Key Personnel”). Except as otherwise provided in the Operating Agreement with respect to the
Chief Executive Officer of the Facilities, Manager shall be responsible for the selection,
continued service and termination of the Key Personnel.

4.2 Other Personnel. All other personnel of the Facilities shall be employees
or independent contractors of Manager (or its Affiliates). Manager will also use commercially
reasonable efforts to recruit and employ such additional individuals as the Company may
reasonably request. All personnel shall be employed at will and may be discharged at any time
and for any reason. All work and services by the employees will be performed at the Facilities or
at such other place as may be reasonably designated by Manager as being in the best interest of
the Company. The Company shall not act as an employer with respect to any employees and
shall have no responsibility, authority or liability as such. Manager reserves the right, in its
capacity as employer, to direct, supervise and discipline (including hire, fire and terminate) the
employees, provided that the Company may reasonably request that Manager release or replace
any employee, which request shall be promptly considered by Manager, and provided further
that matters with respect to professional competency shall be determined with the assistance of
the appropriate Hospital or Medical Staff committee. The Manager shall have the authority to
designate tasks to be performed and shall have the authority to instruct and oversee the
employees in the manner, means and method of accomplishing such tasks. Furthermore,
Manager’s personnel director (or, if a designated personnel director does not exist, the employee
discharging substantially similar duties) shall determine the number and qualifications of
employees required for the efficient operation of the Facilities and establish and revise wage
scales, employee benefit packages, in-service training programs, staffing schedules, and job
descriptions, all in order to accomplish the goals and objectives of the Company and in
accordance with operating budgets approved by the Board. Manager shall provide the Board and
the appropriate Medical Staff or Hospital committee with a regular flow of information on these
subjects, so as to assist the Board in establishing personnel-related policies and resolving related
issues.

4.3  Compensation of and Benefits for Employees. Manager shall be
responsible for and pay all salaries and wages, and associated federal, state and local payroll
taxes, and Social Security and worker’s compensation insurance taxes and premiums, related to
or associated with the employment of the employees, and will timely pay such amounts directly
to the employees or the appropriate agency, division or department, as applicable. Consistent
with the Contribution Agreement, Manager shall also maintain employee health, welfare and
fringe benefit plans, programs and arrangements in effect for the employees as authorized and
provided pursuant to those plans, programs and arrangements as of such date, or as thereafter
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amended. Manager will also be responsible for preparing and filing all tax returns required to be
filed by Manager as a result of Manager’s employment of its employees (including withholding
tax returns and unemployment tax returns).

5. Included Management Services. The Manager will provide or offer to provide to
the Company for the benefit of the Facilities the following Management Services:

@) General Management Oversight. The Manager will provide advisory,
consultative, and other direct services to the Company and appropriate oversight of the
Company so as to achieve the directives of the Board. The Manager will also supervise
and oversee the Company’s business affairs by, among other things, directing the general
activities of management, regularly monitoring the activities and performance of the
Facilities, providing adequate training and education for management, and establishing
policies, procedures, guidelines and directives for the effective management of the
Company and the Facilities.

(b) Health Financing (Reimbursement). The Manager will provide third party
reimbursement strategies, consultation services on reimbursement strategy, and
compliance with all applicable reimbursement rules. The Manager will also file all
required cost reports related to periods ending after the date of this Agreement based
upon data provided by the Facilities, and will coordinate all appeals and audits. If the
Manager engages third party consultants to prepare cost reports for the Facilities, then the
cost of such consultants shall not be included in the Management Services Fee. If the
Manager determines that legal action is required in connection with the foregoing
matters, the cost of such action shall not be included in the Management Services Fee.
Any legal action with respect to reimbursement matters will be coordinated through the
General Counsel of the Manager. The Manager will also provide methodologies for
monthly bookings of contractual allowances by the Facilities and will provide critical
review of bookings.

(© Financial Operations Support. The Manager will provide consultation
and support for patient accounting and receivables management, management
engineering, process improvement, business office operations, medical staff programs
and practice promotions, productivity enhancement and management reporting systems.
Manager will also select outside contractors for such services if additional consultation or
services are required for the Company.

(d) Capital Management. The Manager will provide assistance in preparing
and evaluating all capital expenditures of the Facilities. The Manager will also provide a
full range of capital expenditure support in pro forma preparation and analysis.

(e Operational Licenses. Manager shall obtain and maintain, on behalf and
at the expense of the Company, all licenses, certifications, permits, and accreditations
necessary for the operation of the Hospital (in the name of and held by the Company.)

)] Market Development. The Manager will be responsible for assisting in the
development of the Facilities’ market and working with field operations in developing
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those leads, structuring transactions, and coordinating due diligence and closing
transactions, subject to the approval of the Board.

(9) Real Estate Development. The Manager will provide assistance in the
development of medical office buildings and in the purchase or sale of real estate
(including site selection), financing, leases, construction layout and all other facets of
medical office buildings and their design and operation.

() National Managed Care Development. The Manager will solicit,
negotiate and execute payor contracts on behalf of the Company and assist in the
development of provider networks to contract with third party administrators and other
providers.

() Budgets/Financial Planning. Manager shall provide inflation data,
analyze current trends in the health care industry and budget software and training, and
shall aid in setting financial goals and preparing preliminary budgets for the Facilities for
the Board’s approval. Manager shall provide pro forma modeling, return on investment
calculations, bench marking and assumption testing. Manager shall provide support in
pro forma preparation and analysis consistent with the level of support provided by
Manager and its Affiliates to their other hospitals. Manager shall also provide periodic
reports to the Board on provision of charity care and compliance with the Standards.

() Corporate Finance-Treasury. The Manager will provide a centralized
cash management system for all Company funds. The Manager will manage commercial
and investment bank relations, maintain all bank accounts, provide investment
management for employee benefit plans, manage the Company’s facility-specific debt, if
any, and related interest expense. The Manager will also manage relationships with
credit rating agencies and manage intercompany banking functions. The Manager will be
available to consult on all financial transactions relating to the Facilities. Fees associated
with bank accounts maintained for the Company shall be paid by the Company.

(k) Corporate Finance-Tax. The Manager will be responsible for preparing,
submitting to the Company for approval and execution, and filing federal and state
income or franchise tax returns, annual reports, federal excise tax returns, self-
procurement tax returns and escheat reports relating to the Facilities. All other tax
returns will be prepared and filed by the Company. Property taxes are outsourced to third
parties at the cost and expense of the Company. If other tax preparers are engaged by the
Manager on behalf of the Company, the cost for the services of such tax preparers shall
not be included as part of the Management Services Fee. The Manager will also
coordinate audits and appeals of all taxes as part of the Management Services Fee. Third
party studies undertaken to reduce the Company’s liability to any taxing authority will be
the responsibility of the Company.

() Corporate Finance-Accounting. The Manager will provide general
accounting consultation, training and expertise in the use of its financial systems,

intercompany accounting and miscellaneous other systems. Manager shall oversee the
maintenance of the accounting systems of the Facilities and supervise the preparation of
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monthly and annual balance sheets, statements of income and loss, and other financial
and operational reports. Manager shall have the responsibility and authority to make all
decisions as to accounting principles and elections, whether for book or tax purposes (and
such decisions may be different for each purpose as contemplated by Section 2.1(c)) and
to set up or modify record keeping, billing, and accounts payable accounting systems.
Manager shall also provide to the Board such other reports regarding the Facilities and
conditions as the Board may reasonably request.

(m)  Corporate Finance-Insurance. The Manager will arrange for insurance
products for the Company at then-available rates. The Manager shall enter into insurance
contracts that are consistent with prudent industry practices to protect the Facilities. The
Company will bear the premiums or costs of any insurance products that Manager obtains
for the Company, including internal allocations of self-insured reserves and premiums.

(n) Human Resources-Employee Relations. The Manager will consult with
the Board about employee relations matters, including compliance with law, compliance
with the Company’s policies, the establishment of fair practices in relationship to the rest
of the health care industry, and collective bargaining, Employee Retirement Income
Security Act (“ERISA”), affirmative action, employee grievance, and other employee
relations issues.

(o) Human Resources-Compensation. The Manager will implement within
the Company competitive pay practices and industry norms consistent with the annual
operating budget.

(p) Human Resource-Employee Benefits. The Manager will provide and
administer standard employee benefit packages that are initially consistent with those
described in the Contribution Agreement, and any changes in the employee benefit
packages will be comparable in the aggregate to those generally provided to employees at
other Facilities operated by the Manager’s Affiliates in the New England market, in
compliance with ERISA, and consistent with the annual operating budget.

(a) Human Resources-Executive Recruiting. The Manager will provide
executive recruiting services, including consultation with corporate executive recruiters.
The Manager will identify and recommend to the Board appropriate compensation
packages for the Company’s executives. Executive recruiting fees will be paid by the
Company.

(N Compliance Program; HIPAA Compliance. The Manager will implement
and maintain a compliance program to improve internal communication and employee
feedback to the Manager, provide information on how the Company is operating, address
employee misconduct, and generally improve the morale of all employees who are held
to a common high standard of conduct. The Manager will require every officer and
employee to attend compliance training programs, encourage employees to report legal or
ethical violations to the Manager’s senior compliance officer without fear of retaliation,
even on an anonymous basis, and ensure that all allegations are investigated and, where
appropriate, violations remedied. The Manager will also make available to the Company
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the Manager’s HIPAA compliance officer, who may be consulted by the Company on
any issue relating to HIPAA matters as often as reasonably necessary, and who will
provide HIPAA compliance training to the appropriate departmental personnel.

(s) Internal Audit. The Manager will conduct periodic internal audits of the
Facilities intended to ensure that, in addition to the policies and procedures of the
Company, the Company follows good internal business controls and practices relevant to
financial reporting with an emphasis placed on those controls and processes that mitigate
significant risks, as required by the Sarbanes-Oxley Act of 2002. The Manager will
report to the Board the results of all such internal audits. If requested, the Manager will
provide reports to and answer questions from any Member of the Company regarding the
internal audit. During an audit, the Manager will perform various reviews and tests
related to financial statement integrity, financial controls and operational effectiveness,
particularly in critical areas of accounts receivable management, materials management,
health information management and cash management. The Manager will provide
recommendations to help ensure the integrity of the Company’s financial data, reduce
expenses, and to capture revenue and cash flow appropriately. The Manager will also
provide operational support by conducting its reviews in such a manner as to streamline
processes, reduce waste and identify outdated procedures and processes. The Manager
will assist the Company’s external auditors, if any, in annual audits (the cost of which
shall not be included in the Management Services Fee) and will support operations in
evaluating the adequacy of the Company’s financial reserves.

® Legal. The Manager employs a staff of experienced health care attorneys
who may be consulted by the Company’s general counsel on any legal issue relating to
the Company’s operations or its legal affairs as often as reasonably necessary. The
consulting services of the Manager’s staff attorneys include legal consultation related to
business acquisitions, real estate purchases and sales, managed care contracts, physician
contracts, service contracts, medical office building issues, physician recruitment,
maintenance contracts, bioethical issues, patient confidentiality issues, fraud and abuse
issues, and construction contracts. If the Manager believes that outside legal counsel is
required for a specific issue, the Manager’s legal department will assist the Company’s
general counsel with selecting, overseeing and negotiating fees for the work of outside
counsel. The Company understands that it may be necessary or appropriate from time to
time to engage outside counsel or consultants to assist in various matters, including
human resources, labor relations and employee actions, medical malpractice, workers’
compensation, licensure and regulatory, tax disputes or appeals, Medicare, Medicaid and
Tricare issues, and that the costs of such outside counsel and consultants are not included
in the Management Services Fee but will be charged directly to the Company.

(v Public Affairs. The Manager will monitor federal and state legislative and
policy issues. It will provide contacts with appropriate national groups such as the
Federation of American Health Systems and the American Hospital Association. The
Manager will also negotiate membership agreements with national groups, and the costs
of such memberships will be allocated to, and paid by, the Company.

{W2235422} -8-
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(v) Clinical Protocols. The Manager will provide support to the Company’s
clinical operations relating to evidence-based care, patient safety and other strategic
initiatives that support continuous quality improvement.

(w)  Accreditation and Conditions of Participation Compliance: The Manager
will provide support to the Company in maintaining compliance with all governmental
regulatory bodies, such as the Centers for Medicare & Medicaid Services, and with the
Joint Commission, while maintaining a continuous survey readiness culture.

(x) Design, Construction and Equipment Planning. The Manager will
provide oversight in facility design and construction and equipment planning, and
assistance in the selection of architects, contractors, equipment and technology for the
Company.

(y) Information and Telecommunication Services. The Manager employs a
staff of experienced information systems and telecommunications managers who may be
consulted by the Company on any issue relating to the Company’s information system
and telecommunications needs as often as reasonably necessary. The consulting services
of the Manager’s information systems and telecom corporate staff are included in the
Management Services Fee. Those services include setting strategic and tactical direction
and coordination of all information and telecommunication related activities, providing
leadership in all major system and/or hardware selection activities, negotiating and
maintaining vendor contractual relationships, evaluating vendor contracts for possible re-
negotiation to decrease costs and/or increase services, monitoring/administering all
corporate negotiated vendor agreements, providing education on technology trends and
cost effective system solutions, providing system implementation planning and
monitoring, ensuring systems are being utilized to best optimize operations, ensuring any
corporate or facility policies, procedures and standards are applied, and providing
operating and capital budgeting assistance. In addition, the Manager will also assist the
Company and its information systems and telecom staff with day-to-day management of
information systems and telecom operations, including report printing, data entry,
reviewing/correcting error reports, network/local system backups, file maintenance,
project management of system implementations, application support, hardware and
network support, maintaining an information systems disaster plan, meeting requirements
of the Joint Commission, preparing and administering the information systems and
telecommunications operating budget, following policies and procedures of the Facilities
relative to information systems, validating data integrity, assisting management with
capital budget planning, and coordinating the development of strategic information
systems and telecommunications plans. The cost of day-to-day information systems and
telecom operations, including information systems and telecom hardware, equipment,
software and other applications, is not included in the Management Services Fee.

6. Manager Compensation and Expenses.

6.1  Management Services Fee. As compensation for the Management
Services described in Section 5, the Company will pay a fee (“Management Services Fee”)
equal to ||l of the Company’s annual consolidated net revenues, payable monthly. In
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addition, the Company will reimburse the Manager for its direct out-of-pocket expenses. For
purposes of this section, “net revenues” means the Company’s gross revenues less its
contractual adjustments, charity care (but not bad debt expenses) and administrative discounts as
determined under the accrual method of accounting in accordance with generally accepted
accounting principles.

6.2  Reimbursement of Employee Salaries, Wages and Benefit Expenses. It is
the intent of the parties that neither Manager nor any of its Affiliates incur any expense, liability
or obligation under this Agreement as a result of employing, compensating and providing health,
welfare and fringe benefit plans, programs and arrangements for the employees, and that
Manager also not be compensated by the Company more than the actual out-of-pocket cost
incurred by Manager and its Affiliates for doing so. Accordingly, the Company shall reimburse
Manager for all out-of-pocket costs incurred by Manager and its Affiliates in employing,
compensating and providing health, welfare and fringe benefit plans, programs and arrangements
for the employees pursuant to this Agreement, which costs shall consist of the salary and wages
of Manager’s employees, the employer portions of taxes or other assessments attributable thereto
not withheld from the employees’ salaries or wages, and all out-of-pocket fees, charges, claim
costs, premium costs and costs of administration paid by Manager with respect to the health,
welfare and fringe benefit plans, programs and arrangements provided by Manager, including the
ongoing costs associated with offering COBRA coverage to any employees (or dependents
thereof) who terminate employment with Manager (or otherwise incur a qualified event) during
the term of this Agreement. Manager’s reimbursed expenses shall be without mark-up or profit
added to such actual expenses. The Company shall reimburse Manager for such expenses within
five (5) days after publication of the financial statements for the prior month showing the
accrued payroll and benefit expenses incurred by Manager during the prior month.

6.3  Reimbursement of Other Expenses. Manager shall include an estimate of
its annual out-of-pocket expenses relating to the provision of Management Services pursuant to
this Agreement in the annual operating budget for the Facilities prepared by Manager for the
Company. The Company shall reimburse Manager on a monthly basis for all reasonable out-of-
pocket expenses incurred in connection with the Management Services provided pursuant to this
Agreement, including fees to third parties and other reasonable expenses incurred on behalf of
the Company for such services, but without duplication of amounts reimbursed pursuant to
Section 6.2. Manager’s reimbursed expenses shall be without mark-up or profit added to such
actual expenses. Manager shall prepare an itemization with supporting documentation of such
expenses on a monthly basis to be submitted to the Company and to the members of the Board
by the fifteenth (15th) of the subsequent month. The Company shall reimburse Manager for such
expenses within fifteen (15) days after receipt of such itemization with supporting
documentation.

7. Term. Except as provided in Section 8, the initial term of this Agreement shall be
for five (5) years commencing on the date of this Agreement and terminating on
, 2018. The Agreement shall automatically renew for additional terms of five

(5) years.

8. Events of Default; Termination.

{W2235422} -10 -

00194



@ Events of Default. Each of the following is an event of default (“Event of
Default”) hereunder:

@) If the Manager fails to make available to the Company the
Management Services, or fails to perform the Management Services in
accordance with professionally recognized standards, and such failure continues
for thirty (30) days after the Board has provided written notice thereof to the
Manager;

(2) If the Company fails to make or cause to be made any payment to
the Manager required to be made hereunder and such failure continues for thirty
(30) days after notice thereof has been given to the Company, or if the Company
fails to make any payment pursuant to any other agreement between the parties
(provided that any Member shall be given the opportunity for ten (10) days to
make such payment prior to a default being declared);

(3) If either the Manager or the Company takes or acquiesces in the
taking of any action seeking relief under, or advantage of, any applicable debtor
relief, liquidation, receivership, conservatorship, bankruptcy, moratorium,
rearrangement, insolvency, reorganization or other similar law affecting the rights
or remedies of creditors generally, as in effect from time to time. For the purpose
hereof, the term “acquiesces” includes the failure to file, within thirty (30) days
after its entry, a petition, answer or motion to vacate or discharge any order,
judgment or decree providing for any relief under any such law.

(b) Right to Terminate. If any Event of Default occurs and is continuing, the
non-defaulting party may terminate this Agreement and neither party will have any
further obligation whatsoever under this Agreement; provided that the Manager will
immediately be entitled to receive payment of all amounts theretofore unpaid which had
been earned and are due to the Manager up to the date of termination pursuant to the
terms hereof; and termination will not relieve either party of liability in respect of any
breach occurring or liability arising prior thereto.

(© Effect of Termination. If this Agreement is terminated by mutual
agreement of the parties or pursuant to this section, the Manager will promptly turn over
to the Company any and all of the Company’s books and other business records and other
property that are then in the possession of the Manager and will provide an accounting of
the basis upon which the Management Service Fee is calculated up to the date of
termination. In addition, to ensure continuity of employment at the Facilities for such
personnel, Manager will terminate the employment of, and allow the Company or the
successor to Manager’s duties hereunder to employ, all personnel employed by Manager
pursuant to this Agreement.

9. Notices. Any notice, demand or communication required, permitted or desired to
be given hereunder shall be deemed effectively given if given in writing (i) on the date tendered
by personal delivery, (ii) on the date received by fax or other electronic means (including
telegraph and telex), (iii) on the date tendered for delivery by nationally recognized overnight
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courier, or (iv) on the date tendered for delivery by United States mail, with postage prepaid
thereon, certified or registered mail, return receipt requested, in any event addressed as follows:

If to the Company: [VHS Waterbury Health System], LLC
64 Robbins Street
Waterbury, Connecticut 06721
Attn: CEO
Fax:
Email:

If to the Manger: [VHS Waterbury Management Company, LLC]
20 Burton Hills Boulevard, Suite 100
Nashville, Tennessee 37215
Attn: General Counsel
Fax: 615.665.6197
Email: generalcounsel@vanguardhealth.com

or to such other address or number, and to the attention of such other person, as any party may
designate at any time in writing in conformity with this section.

10.  Assignment; Delegation. Neither party may assign its rights or obligations under
this Agreement without the prior written consent of the other party; provided that the Manager
may assign this Agreement to one of its Affiliates, but with each assignment, the assignor shall
be required to remain obligated hereunder in the same manner as if such assignment had not been
effected. As used in this Agreement, “Affiliate” means any corporation or other entity that is
connected with the Manager through one or more corporations or other entities linked through
50% or greater ownership, or any partnership (general or limited) or limited liability company or
tiers of partnerships or limited liability companies of which Affiliates of the Manager are the sole
general partners or have more than a 50% general partnership or limited liability company
interest therein, irrespective of any ownership interest in the Company.

11. Indemnification.

@) Indemnification of the Manager. Except to the extent such
indemnification may be prohibited by law, the Company, its receiver, or its trustee shall
indemnify, protect, defend and hold harmless the Manager from and against any liability
or damage incurred or suffered by the Manager by reason of any act performed or
omitted to be performed by the Manager or its agents or employees in connection with
the Company’s business, including reasonable attorneys’ fees incurred by the Manager in
connection with the defense of any claim or action based on any such act or omission.

(1) If any Member brings a legal action against the Manager, including
a Company derivative suit, the Company shall indemnify, hold harmless and pay
all expenses of the Manager, including reasonable attorneys’ fees incurred in the
defense of such action, unless the Manager is adjudicated guilty of or liable for
willful misconduct, gross negligence, an intentional breach of this Agreement or
the Contribution Agreement or willful misconduct in connection with the
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performance of its duties as Manager. For purposes of this section, the terms
“willful misconduct” or “gross negligence” shall include but not be limited to
acts of fraud and intentional acts that constitute breaches of fiduciary duty.

(2) The Company shall indemnify, hold harmless and pay all
expenses, costs, losses or liabilities incurred by the Manager for its making any
deposit, acquiring any option, making any payment or assuming any obligation in
connection with any property proposed to be acquired by the Company.

(3) Any payment required herein to be made by the Company to the
Manager shall be made promptly following a judicial determination, or agreement
of the Members, that the Manager is entitled to indemnification.

4) Notwithstanding the foregoing provisions of this section, the
Manager shall not be indemnified by the Company from any liability for actions
or omissions that constitute intentional misconduct, willful misconduct, an
intentional violation of the Contribution Agreement or this Agreement or gross
negligence, or for actions or omissions that constitute material violations of state
or federal securities laws (other than those caused by actions of a Class B Member
or caused by or related to information supplied by a Class B Member or
statements or representations made by the Manager in reliance on any warranty or
representation of a Class B Member). In addition, the Manager shall not be
indemnified by the Company against any liability for actions or omissions unless
those actions or omissions were taken in good faith and with the reasonable belief
that such actions or omissions were in or not opposed to the Company’s best
interest, and, in the case of criminal actions or proceedings, that such actions or
omissions were taken without reasonable cause to believe such actions or
omissions would be unlawful.

(b) Indemnification by the Manager. The Manager will indemnify and hold
harmless the Company and its agents and employees of and from any claims, losses,
liabilities and demands of every kind and nature whatsoever, including reasonable
attorneys’ and accountants’ fees and the costs of defending such claims, losses, liabilities
and demands, arising in connection with any acts or omissions by the Manager or any of
its Affiliates, agents or employees in connection with this Agreement, to the extent such
acts or omissions constitute either gross negligence, fraud, intentional misconduct or
willful misconduct.

12.  Access to the Facilities. During the term of this Agreement, to carry out its
obligations the Manager will be given complete access to the Facilities and its records, offices,
and facilities, subject to the confidentiality requirements relating to patients’ records as
established by the Company and applicable law.

13.  Autonomy of Parties. The Manager and the Company shall not, by virtue of this
Agreement, be deemed to be partners or joint venturers, nor shall the Manager be deemed to be
the agent or employee of the Company for any purpose beyond the scope of this Agreement.

The Manager shall not, by entering into and performing this Agreement, incur any liability (other
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than any contingent liability under Section 11) for any of the existing or future obligations,
liabilities or debts of the Company.

14, Modification. Neither this Agreement nor any provision hereof may be amended
or modified (or deemed amended or modified), except by an agreement in writing duly exercised
and acknowledged with the same formality as this Agreement. This Agreement may not be
amended unless a majority of the Class A Directors and a majority of the Class B Directors of
the Company vote in favor of such amendment (as “Class A Directors” and “Class B Directors”
are defined in the Operating Agreement).

15.  Governing Law. All matters affecting the interpretation of this Agreement and
the rights of the parties hereunder shall be governed by the laws of the State of Connecticut,
without reference to principles of conflicts of law.

16.  Waiver of Breach, Right or Remedy. The waiver by any party of any breach or
violation by another party of any provision this Agreement or of any right or remedy permitted
the waiving party in this Agreement (i) shall not waive or be construed to waive any subsequent
breach or violation of the same provision, (ii) shall not waive or be construed to waive a breach
or violation of any other provision, and (iii) shall be in writing and may not be presumed or
inferred from any party’s conduct. All remedies, either under this Agreement, or by law or
otherwise afforded, will be cumulative and not alternative.

17. Independent Covenants. Except as otherwise provided herein, each of the
respective rights and obligations of the parties hereunder shall be deemed independent and may
be enforced independently irrespective of any of the other rights and obligations set forth herein.
No waivers, express or implied, by either party of any breach of any of the covenants,
agreements or duties hereunder by or of the other party shall be deemed to be a waiver of any
other breach hereof or the waiver of any other covenant, agreement or duty.

18. Entire Agreement; Interpretation. This Agreement contains the entire
understanding of the parties with respect to the subject matter hereof, and the parties hereby
acknowledge that there have been and there are no representations, warranties, covenants or
understandings other than those expressly set forth herein which relate to the subject matter
hereof. The headings in this Agreement are for convenience of reference only and shall not
define or limit the provisions hereof. No provision of this Agreement shall be interpreted for or
against any person on the basis that such person was the draftsman of such provision, and no
presumption or burden of proof shall arise favoring or disfavoring any person by virtue of the
authorship of any provision of this Agreement.

19.  Attorneys’ Fees. In the event of a claim or controversy between the parties
relating to any matter arising out of this Agreement, the substantially prevailing party in such
claim or controversy shall be entitled to recovery against the other party of reasonable attorneys’
fees and court costs at all levels. In the event of a claim or controversy in which each party
ultimately substantially prevails in part, each party shall bear its own costs and expenses, and
court costs shall be divided equally.
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20.  Counterparts. This Agreement may be executed in two or more counterparts,
each and all of which shall be deemed an original and all of which together shall constitute but
one and the same instrument. This Agreement, and any executed counterpart of a signature page
to this Agreement, may be transmitted by fax or e-mail, and delivery of an executed counterpart
of a signature page to this Agreement by fax or e-mail shall be effective as delivery of a
manually executed counterpart of this Agreement.

[Signature Page Follows]
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IN WITNESS WHEREOF, this Agreement has been executed by duly authorized agents
of the parties as of the date set forth on the first page of this Agreement.

[VHS WATERBURY HEALTH SYSTEM], [VHS WATERBURY MANAGEMENT

LLC COMPANY, LLC]
By: By:

Title: Title:
{W2235422} -16 -
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I Executive Summary

The health care services provided in the Waterbury area appear to be fragmented,
competitive and in financial distress. Although utilization of inpatient and outpatient
services is high -- profit margins remain low at both St. Mary’s Hospital and the
Waterbury Hospital. Access to care is not yet impacted; however, the long-term viability
of the health care delivery system is at risk - presenting an opportunity to restructure and
develop an efficient and responsive health care delivery system. After an extensive
review of data in this investigation, some of the findings are:

= Saint Mary’s Hospital’s financial measures indicate that the hospital is
insolvent.

* Data suggest that the financial viability of the health system is more
sustainable with one hospital and one outpatient system of care.

* Duplication of services is competitive and costly and limits profitability.

* A merger of St. Mary’s Hospital and Waterbury Hospital is an option;
however, many major issues exist.

* A planned closure of St. Mary’s Hospital may be a viable solution
providing a pre-determined integration plan is in place.

* Utilization data demonstrate a consistent and steady demand for inpatient
and outpatient services will continue in the community.

* A comprehensive primary care system needs to be developed to respond to
the immediate need for access which will ultimately improve the
hospitals’ financial viability and the health status of the community. Data
suggest a lack of primary care services exists forcing individuals to utilize
the Emergency Department as their health care provider.

* Behavioral health services must be expanded in a comprehensive and
cohesive manner.

The financial hardship that St. Mary’s Hospital (SMH) and the Waterbury Hospital (WH)
struggle with is mostly a result of an economically challenged city. Waterbury
experiences a higher rate of uninsured and unemployed compared to the state as a whole
and has a lower per capita income. Socioeconomics and demographics play a significant
role in the financial condition of hospitals since they rely on philanthropic donations and
the balance of government and non-government reimbursement to offset losses.

Additionally, financial hardship can be created when two hospitals are located in close
proximity to each other. The expenses related to marketing, advertising, recruitment and
retention are increased as each hospital is competing for the most qualified employees
and the most profitable patients. Related to the expenses of competition — is duplication.
The duplication that exists in the outpatient market results in the thinning out of
profitable services so neither organization can leverage the profit. These costs are in
addition to those targeted at competing hospitals located in the secondary market. Also
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related to competition is the lack of negotiating power the hospitals face during the
contracting phase with managed care organizations. Typically the commercial discounts

are greater in an area served by two hospitals which decreases the reimbursement from
the most lucrative payer source.

This investigation conducted by the Office of Health Care Access (OHCA) was initiated
to assess the viability of the health care delivery system in the Waterbury area. Several
state agencies have been periodically meeting and discussing the information that OHCA
has been collecting. The other state agencies involved are: Department of Public Health
(DPH), Department of Social Services (DSS), Office of Policy and Management (OPM),
and the Connecticut Health and Educational Facilities Authority (CHEFA).

The purpose of this investigation was to study the socioeconomic factors, utilization of
hospitals services and a review of the financial condition of SMH and WH and the impact
these factors have on ensuring sustainable access to hospital care in the Waterbury area.
Both hospitals have reported negative operating margins for the past two years and have
not experienced a strong fiscal year in some time. For Fiscal Year 2006, SMH reported a
Total Margin of 0.4% and an Operating Margin of (3.7)%; and WH reported a Total
Margin of (2.4)% and an Operating Margin of (3.7)%.

The distressed financial condition of both hospitals, although more severe with SMH, has
restricted access to capital for facilities improvement and renovation projects. Both of
the hospitals’ facilities are aging, they lack sufficient parking, and increasing the capacity
to meet demand for services in the Emergency Departments and patient floors has
become cost-prohibitive. Thus, occupancy rates are high in many service lines and yet
beds, although within licensed bed count, cannot be added.

According to FY06 audited financial statements, St. Mary’s Hospital has enough cash to
pay one (1) day of its short-term commitments and is taking longer than normal to pay its
creditors. Although Waterbury Hospital has more cash on hand and is paying its

creditors earlier than prior years, both hospitals are exhibiting the classic symptoms of
financial distress.

Each of the findings mentioned above will be further discussed in the Discussion and
Conclusions section of this report. All data used in this report can be found in the
Findings of Fact section and the Attachments.
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I1. Summary of Findings

This investigation thoroughly reviewed the socio-economic characteristics, the utilization
of services, and the financial challenges of St. Mary’s Hospital and the Waterbury
Hospital. A detailed analysis of these factors is contained in Attachment A of this report.

This summary is provided as an overview of the key factors that contribute to the on-
going financial losses of the hospitals.

Socio-economic Characteristics:

Although there are seven towns that best define the “Waterbury Area” included in the
investigation, a significant portion of residents who rely on and access St. Mary’s
Hospital and the Waterbury Hospital for health care services live in the towns of
Waterbury, Naugatuck or Watertown. This area consists mostly of:

*  young adults who may be full-time students, single, unemployed or have
no permanent full-time jobs and therefore, likely to be uninsured;

= adisproportionate share of residents who are over 75 years old and live in
the city of Waterbury who maybe inclined to suffer from chronic diseases
that need management;

* minorities that have high hospitalization and uninsured rates;

= residents who are less likely to have a college degree or higher, to be
skilled professionals or employed;

= a labor force that has a comparably higher tendency to work in service,
production, transportation and material moving industries that are
seasonal, temporary or part-time in nature;

= people who eamn less than the statewide average per capita or household
income;

» apopulation that has a high incidence of hospitalizations that could have
been prevented if residents had adequate access to community health
services; and

* 3 federally medically and primary care underserved population.

Utilization:

Utilization data collected in this investigation demonstrated an active use of inpatient and
outpatient health care services. There was no significant decline in utilization which in
other circumstances would be a reason for a deterioration of financial stability — the
Waterbury hospitals show steady volume. This data is summarized for FY 2006 for
SMH and WH combined:

* 27,562 Inpatient discharges (remained steady for the past 3 years)

* 116,644 Emergency Department visits (slight increase over the past 3 years)

= 91,684 Medical and Behavioral Health Clinic visits (overall no increase)

= 245,638 Other “outpatient” visits (i.e., surgery, radiology, etc.)
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Fundamental system issues exist so although there is steady utilization of services, it is
difficult to assess the necessary “size” of the health care system. The Emergency
Departments show a higher utilization than typical — probably related to the lack of
alternatives available; and each hospital stated the difficulty of discharging certain
patients due to an inability to transfer patients to the next level of care.

Combined, the hospital system in the Waterbury area has 704 inpatient beds and 68
bassinets. Over a three-year period, the two hospitals gradually increased the number of
staffed beds to 447 or 62% of licensed beds and 68 bassinets. Most of the beds (72% or
323) are for medical/surgical and critical care, 62 beds are for OB/GYN care, 42 beds for
psychiatry and 36 beds for pediatric care. Based on the demographic profile of the area,
there is excess demand for medical/surgical, critical care and psychiatric beds and
insufficient demand for OB/GYN and pediatric beds. Although the high demand have
resulted in rather high average occupancy rates (approximately 80%) over the year, the
two hospitals have been limited in how many additional beds they can staff because of
space constraints, capital costs, staffing shortages or difficulty with discharging patients
to the appropriate level of care to a different facility (i.e., skilled nursing, rehabilitation).

Medical care is about one-half of the inpatient care the hospitals provide, surgical and
maternity/pediatric care make up one-quarter each and behavioral health care is 5%.
While over the three-year period the number of patients discharged increased by only 1%,
patient days grew by 5%. With the increases in volumes, the cost of providing care per
discharge in the area rose by 20% but growth in revenue did not keep pace with the cost
as would be expected, rather loss per discharge more than doubled. Although both
hospitals were incurring losses in all inpatient care service lines, larger losses were
associated with behavioral health and surgical care. In FY 20006, the loss per discharge
(both hospitals combined) in each service line was $2,834 for behavioral health, $1,871
for surgical care, $794 for maternity/pediatrics care and $127 medical care. But loss per
service line per discharge varied between the two hospitals, the losses for medical,
behavioral health and maternity/pediatric care were lower at St. Mary’s Hospital, while
the loss per discharge associated with surgical care was lower at Waterbury Hospital.
However, some of the differences are explained by what each hospital includes in its
components of costs.

The two hospitals combined have 73 Emergency Department (ED) beds and both
experience the “boarding” of patients that require admission to an inpatient unit. The
hospitals state that staffing, space constraints, and the lack of access to capital constrain
their ability to improve through-put of patients in their respective EDs. Approximately
14% of ED visits in the area result in an inpatient admission and like the state and nation
account for about one-half of all discharges. As in the case of inpatient services, both
hospitals provide ED services at a loss per case.
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In the area of medical and dental outpatient care, an affiliate of St. Mary’s Hospital
provides these services at a loss per visit despite high volumes. An affiliate of Waterbury
Hospital provides some outpatient and HIV treatment services and records high volumes
but was unable to provide cost data for evaluation. Affiliates of both hospitals also
provide outpatient behavioral health clinic services; however, the Waterbury Hospital
provides 90% of these services. Loss per visit is almost the same for both facilities, but
visits per case to the St. Mary’s Hospital behavioral health clinic are three times the visits
made to the Waterbury Hospital clinic.

Other outpatient services such as one-day surgery, radiology/imaging, laboratory,
gastroenterology and other services are the most profitable services both hospitals

provide although the cost at Waterbury Hospital is 1.5 times the cost at St. Mary’s
Hospital.

The financial instability of both hospitals is not a result of low utilization. The hospitals’
combined inpatient discharges for FY06 are 27,562; however, on average the hospitals
combined lose $899 per case. In surgical cases, typically a profitable service, the
combined hospital loss per case is $1,871. The utilization of the emergency departments
is higher than that of the state average which is indicative of a lack of alternative primary
health care services. In FY06, the two hospitals reported 116,644 visits to their EDs.
This presents a fiscal challenge when 42% of their patients are covered by Medicaid and
10% are uninsured. Of the patients that were treated and discharged (not admitted) from
the ED, the hospitals lose a combined $28 per case. This amount of loss per case for such
a large volume is difficult to offset since they realize losses in their inpatient services and
they have a relatively low reimbursement rate from commercial payers.

Hospital Payer Mix:

When all services are combined (inpatient and outpatient) for both hospitals, commercial
payers are the dominant primary payer in the Waterbury Area accounting for 41% of total
patient volume. Medicare accounts for 30%, Medicaid for 23% and the uninsured for 4%
(Table 1). In fact, commercial payers are the leading primary payer (46%) in the sole
profitable areas of service for the hospitals in the “other outpatient services” category,
which include medical clinics, one-day surgery, radiology, laboratory, gastroenterology
and all other services except ED and outpatient psychiatry. The payer mix varies between
services and hospitals. EDs in the area have an unfavorable payer mix with over one-half
of their patient volume being either Medicaid-covered or uninsured and an annually
declining share of commercially-covered patients. Although both hospitals provide care
to a large portion of uninsured patients (9% for St. Mary’s Hospital and 11% for
Waterbury Hospital), St. Mary’s Hospital treats a disproportionate share (49%) of
Medicaid patients in the ED. The payer mix presented in Table 1 is highly correlated to
the demographic profile outlined in Section 3.0 of Attachment A.
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Table 1: Waterbury Area Hospitals Paye

r Mix by Department, FYs 2004 - 2006

Medicre
IMedicaid 25 22 21
Inpatient  |Commercial 31 33 33
Discharges [Worker's Compensation 1 1 1
Self-pay/uninsured 1 1 1 1 2 1 1 1 1
Total 100% 100% 100% | 100% 100% 100% 100% 100% 100%
E Medicare 14 15 15 17 18 18 15 16 16
TICIEeNCy - IMfedicaid 49 46 43 | 34 33 32 42 40 38
Department -
ICommercial 26 27 29 36 37 37 30 32 33
Treated and - -
Discharged [Worker's Compensation 2 2 3 3 3 3 2 3 3
Visits Self-pay/uninsured 9 9 10 11 10 10 10 10 10
Total 100% 100% 100%] 100% 100% 100% 100% 100% 100%
[Medicare 9 13 9 46 47 45 43 44 42
. IMedicaid 55 58 54 37 35 38 38 37 39
Outpatient -
. Commercial 36 28 36 15 16 16 17 17 17
Behavioral :
;i |Worker's Compensation 0 0 0 0 0 0 0 0 0
Health Visits -
Self-pay/uninsured 1 1 0 2 2 2 2 2% 2
Total 100% 100% 100%] 100% 100% 100% 100% 100% 100%
[Medicare 32 33 32 30 31 32 31 32 32
Medicaid 17 17 16 18 18 18 18 18 17
All
o Other f mmercial 474746 | 45 45 45 46 46 45
utpatient f———— .
Visits Worker's Compensation 1 1 3 1 1 1 1 1 2
Self-pay/uninsured 2 2 3 5 S 4 4 3 4
Total 100% 100% 100%] 100% 100% 100% 100% 100% 100%
[Medicare 28 28 28 32 33 33 30 31 31
IMedicaid 26 26 24 20 19 19 23 23 22
" {Commercial 41 41 4 2 492 4 41 42 41
‘Hospltal Total (Worker's Compensation| 2 1 3 1 1 1 1 1 2
Self-pay/uninsured 4 4 4 5 4 4 4 4 4
Total 100% 100% 100% | 100% 100% 100% 100% 100% 100%

Financial Indicators:

There is no single financial measure that, by itself, indicates the financial health of or the
financial difficulty faced by a hospital. Important indicators to consider are the
utilization of services, the payer mix, reimbursement, profit/loss of services, the ability
the hospital has to meet its short-term obligations and its access to capital in order to
continue to improve facilities and equipment. For consecutive years, both hospitals
experienced negative operating margins, also a signal of financial distress.

St. Mary’s Hospital’s financial performance has deteriorated in the past three (3) years its

low current assets to current liabilities ratio, 0.8 in FY06, put the hospital at a higher risk
for technical insolvency (below 10™ percentile). To improve cash flow, the hospital
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shortened the average time it took to collect revenues from billed patients by ten days
down to 38 days but that was not enough to improve the average time it took to pay
creditors, that increased by a day to 72 days (Table 2).

Waterbury Hospital has experienced deterioration in its cash flows as well. The
hospital’s days of cash on hand have reduced from 42 days to 20 days, which is below
state and national medians. It took the hospital seven days more to collect revenues from
billed patients on average, but it paid its creditors five days earlier than it did the year
before. Waterbury Hospital is at very low risk of technical insolvency since its current
assets to current liabilities ratio in FY06 was 2.03 which is above the median for the state
and nation (Table 2).

A serious concern for both hospitals is the difficulties they will have in financing future
debt for capital projects. In order for any hospital to maintain standards of care and to
remain competitive, they need to be able to invest in aging facilities, upgrade to advanced
technologies, and expand or renovate to meet patient demands.

Table 2. Financial Indicators of St. Mary’s Hospital and Waterbury Hospital (FY 2004 — 2006)

| EiGANGARSE:
Net Assets
Hospital ($136,000) $23,760,000 $26,430,000 | $124,628,134 $126,535925 $119,504,105
Health System $1,424,000  $8.469,000  $16,197,000 | $163,330,870 $166,079,218 $158,400,874
Financial Indicators
Current ratio 0.8 1.96 1.78 203 215 1.93
Days of expenses in accounts payable 72 71 69 42 47 56
Days cash on hand 1 3 5 20 34 42
Days of revenue in accounts receivable 38 48 60 49 42 37

Source: Annual Report on the Financial Status of Connecticut’s Short Term Acute Care Hospitals for Fiscal Year 2005, the
hospitals’ Audited Financial Statements &*data submitted by the hospitals in response to the investigation.

Current Ratio: the Current Ratio is the most widely used measure of liquidity. The value of the Current
Ratio measures the number of dollars held in current assets per dollar of current liabilities. From an
evaluation perspective, high values for the Current Ratio imply a good ability to pay short term obligations
and thus a low probability of technical insolvency. Nationally, Current Ratios fluctuate around 2.0.

System of Care

The infrastructure that provides access to outpatient primary care and behavioral health
services overall appears to be fragmented and at capacity. The lack of access to primary
health care is demonstrated by the high utilization of emergency departments and the
high incidence of hospitalizations that could have been prevented if residents had
adequate access to preventive community services (Attachment A). The clinics that each
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hospital operates and the Federally Qualified Health Center in Waterbury also appear to
be at capacity. Additionally, there is a serious concern with the ability for clinic patients

to access specialty care since the majority of physicians do not accept many Medicaid
patients.

In continued research regarding access to pediatric inpatient psychiatric services
(Attachment E), it was recommended that Region 5 (Waterbury being part of) expand
inpatient beds as well as develop a Psychiatric Residential Treatment Facility (PRTF).
The lack of availability of different levels of care is creating long delays to transfer
behavioral health patients to other providers and typically those referrals are out of the
region.
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Findings of Fact

1. Saint Mary’s Hospital (“SMH?”) is an acute care hospital located at
56 Franklin, Waterbury, Connecticut. SMH’s total license capacity is 379 beds
and bassinets.

2. Waterbury Hospital (“WH”) is an acute care hospital located at
64 Robbins Street in Waterbury, Connecticut. WH’s total licensed bed capacity
is 393 beds and bassinets.

35 On May 25, 2006, the Office of Health Care Access (OHCA) pursuant to
Connecticut General Statutes (C.G.S.) Section 192-633 initiated an
investigation to review utilization and capacity of acute care general hospital
services provided in the “Waterbury Area.” The general acute care hospitals
located in the city of Waterbury are St. Mary’s Hospital and The Waterbury

Hospital.

4. Table 1: Financial Performance of St. Mary s and Waterbury Hospitals (FYs 2004 — 2006)
£ A U RO RIS A e EY20067

Operating Loss/Gain $6,306,000 | $(15,270,000) | $(6,393,000) | $(448,506) | $(2,431,845) | $(8,069,534)
Excess of Revenue
over Expenses” $11,480,000 | $(6,581,000) $744,000 $2,275,334 $(30,448) $(5,303,186)
Operating Margin® 4.2% (10.02)% 3.1% (0.2)% (1.2)% 3.7%
Total Margin® 7.68% (4.3)% 0.44% 1.2% (0.01)% 2.4)%

Source Audited Financial Statements.
' Loss or gain from reimbursement of patient services from government and non-government payers.
>Difference between revenue obtained from direct patient care and funds from other sources and expenses.
*Measures profitability and is the ratio of loss or gain per unit total operating revenue.

“ Measures profitability and is the ratio of total operating and non-operating revenue loss or surplus to total
operating revenue.

5. The investigation reviews current availability and utilization of, and demand for
hospital services, system capacity and the challenges these two hospitals face in
meeting demands from the community they serve. This involves an evaluation of:
e the socio-economic make-up of the community that relies on services of the

hospitals, implications on the hospitals’ patient payer-mix and the effect of
reimbursements on hospital operations and future plans;

e current utilization and future demand for all hospital services including
inpatient, emergency department, primary care clinics, outpatient psychiatric
care and ancillary outpatient services in the area; and

¢ challenges that exist in the market in general and their impact on the hospitals’
operations.

6. OHCA determined that the following seven towns most frequently access health
care services at “SMH” and “WH”: Middlebury, Naugatuck, Prospect,
Southbury, Waterbury, Watertown and Wolcott.
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Table 2: Other Connecticut hospitals’ percentage share of discharges originating from the seven selected towns,
FYs 2003-2005

—

35.7 7.7 20.3
Waterbury 53.5 41.2 374 34.9 424 62.7 30.7 86.5
Bridgeport 2.0 3.1 2.6 2.1 1.4 2.1 1.6 2.6
Danbury 5.7 2.1 0.5 38.9 1.1 1.9 0.5 6.8
John Dempsey 0.8 0.8 1.1 0.7 0.8 0.7 1.9 2.7
Griffin 1.1 5.9 1.4 1.7 0.5 04 0.3 5.2
St. Raphael’s 2.8 2.5 4.8 1.8 1.5 14 2.6 2.1
Yale 6.8 5.9 8.7 6.2 3.6 4.7 4.2 2.8
Other* 5.7 6.0 7.8 6.0 4.3 5.8 17.1 0.6
Total (%) 100 100 100 94 100 100 100
# of Discharges 2,062 11,365 3,144 7,413 49,156 7,349 5,395

Source: Office of Health Care Access Acute Care Discharge Database
*Includes the other 23 hospitals, which individually did not discharge a significant share of patients from the seven towns.

7. According to Census 2000 data, approximately 208,861 residents live in the
“Waterbury Area” as defined in Fact 6.

8. A significant portion of residents who rely on services provided by SMH and WH
live in Waterbury, Naugatuck or Watertown and the socio-economics of this
population is described as follows:

¢ young adults who may be full-time students, single, unemployed or have no
permanent full-time jobs and therefore likely to be uninsured;

* adisproportionate share of residents who are over 75 years old live in the city
of Waterbury who maybe inclined to suffer from chronic diseases that need
management.

e minorities that have high hospitalization and uninsured rates;

¢ residents less likely to have a college degree or higher, to be skilled
professionals or employed;

¢ alabor force that has a comparably higher tendency to work in service,
production, transportation and material moving industries that are seasonal,
temporary or part-time in nature;

* people who earn less than the statewide average per capita or household
income;

e apopulation that has a high incidence of hospitalizations that could have been
prevented if residents had adequate access to community health services; and

» a federally medically and primary care underserved population.

9l In November 2005, the Primary Care Office of the Connecticut Department of

Public Health designated the city of Waterbury as a medically and a primary care
underserved area under federal laws.
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10.

Table 3: Licensed and Staffed Acute Care Beds in Waterbury Area by Service Line, FYs 2004 - 2006
Medical/Surgical 479 260 257 249 54% 58% 40% 60%
OB/GYN 64 62 63 63 97% 14% 50% 50%
Psychiatry 50 42 42 42 84% 9% 29% 71%
Critical Care 75 63 55 55 84% 14% 68% 32%
Pediatric 36 20 20 20 56% 4% 50% 50%

Total Beds 704 447 437 429 63% 100% 45% 55%
Total Bassinets 68 68 68 68 100% nla 47% 53%
11. Utilization for inpatient hospital services for the two hospitals combined:
Table 4: Waterbury Area Hospitals Acute Care Discharges by Service Line, FYs 2004 - 2006
“Medical 12,546 12,563 12,055 12,388 0 4 4
Surgical 7,548 7,527 7,352 7,476 0 2 3
Behavioral Health 1,538 1,721 1,650 1,636 -11 4 -7
Matemity/Pediatrics 5,930 5,942 6,118 5,997 0 -3 -3
Total 27,562 27,753 27,175 27,497 -1 2 1
12.  The two hospitals combined have 73 emergency “beds” with the following
breakdown by hospital:
Table 5: Waterbury Area Hospitals Emergency Department Beds, 2006
[Treatment Room 24 Acute ER 21
[Trauma room 2 Prompt Care 5
ehavioral Health 5 Behavioral Health 4
Urgi-care room 7 Surge (for high census & boarders) 5
Total 38 Total 35
13.

when compared to the state and nation.

SMH and WH report high utilization rates of emergency department (ED) visits
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Table 6: Waterbury Area Hospltal Emergency Department Utlllzatlon, FYs 2004 2006

St. Mary

i Treated & Dlschard

56,170 N

54,460 =1

Treated & Admitted’ 8,286 8,177 7,581 8,015

All ED Visits 64,456 63,342 59,625 62,474

Waterbury Treated & Discharged 43,360 45,506 44,581 44,482
Treated & Admitted 8,828 8,126 8,075 8,343

All ED Visits 52,188 53,632 52,656 52,825

Waterbury Area | Treated & Discharged 99,530 100,671 96,625 98,942
Hospitals Treated & Admitted 17,114 16.303 15,656 16,358

All ED Vlsrts

G liG

112,281 |

15.  Utilization of medical outpatient clinics vary by hospital as well as which type of
services are offered. The two tables measure such activity; however, it was not
determined that this data is comparable.

Table 7: St. Mary s Hospltal Medical Clinic Visits by Service Lme, FYs 2004 2006

Family Health

23357

-14

Children's Health 17,732 18,146 17,524 17,801 -2 4 1
Dental 7,460 6,715 6,342 6,839 11 6 15
Total | 47,022 50,174 46,793 47,996 -6 7 0

Table 8: Waterbury Hospltal Clinic Visits by Service Lme, FYs 2004 - 2006

Chase Ou_tpatxent Center

8,581

10,806

10,033

10,712 21 ,
HIV 1,138 997 451 862 121 60
Total | 11,850 9,578 11,257 10,895 -15 5

16. Utilization of Outpatient Psychiatric Clinics vary by hospital as well as which type
of services are offered. The table below measures such activity; however, it was
not determined that this data is comparable.
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Table 9: Waterbury Area Hospitals Outpatient Psychiatric Cases, Visits and Average Visits per
Case, FYs 2004 - 2006

St. Mary's 1,026 929
Waterbury 10,978 11,428 11,854 11,420 -4 -4 -7
Waterbury Area

St Marys | 6712 5808

Waterbury 26,100 28,601 29,566 28,089 -9 -3 -12
Waterbury Area 32,812 34,499 33,297 33,536 -5 4 -1

St. Mary's 7 6 5 6

Waterbury 2 3 2 2

Waterbury Area 3 3 3 3

17.  Utilization of “other” outpatient services (one-day surgery, radiology, laboratory,
GI, etc.) is presented below. Data varies between each hospital and may not be
consistent or necessarily comparable.

Table 10: Waterbury Area Hospitals Other Outpatient Utilization, FYs 2004 - 2006

F_ . e Py— TRems

135516 | 131538 136,177
Waterbury 110,122 | 111,971 | 119.728 113,940 2 6 3
Waterbury Area | 245,638 | 243,509 | 261,206 250,118 1 7 3

18.

Table 11: Waterbury Area Hospitals Primary Payer Payment to Cost, FYs 2003 - 2005

Ratio of cost to charges 044 044 047 | 042 036 034 | 049 046 044
Medicare payment to cost | 1.03 1.12 103 | 089 095 096 | 097 097 0.97
Medicaid paymenttocost | 0.85 080 047 | 068 082 079 | 0.73 073 0.72
Private payment to cost 0.95 1.08 0.96 1.02 1.07 1.06 1.14 1.18 1.20
Source: Office of Health Care Access Hospital Financial Stability Reports for multiple years
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19.
Table 12: Waterbury Area Hospitals Payer Mix by Department, FYs 2004 - 2006
edicare 42 43 43 44 43 43 43 43 43
Medicaid 25 23 23 21 20 20 23 22 21
Inpatient  [Commercial 31 32 32 33 34 34 32 33 33
Discharges |Worker's Compensation 1 1 1 1 1 1 1 1 1
Self-pay/uninsured 1 1 1 1 2 1 1 1 1
100% 100% 100% | 100% 100% 100% 100% 100% 100%
E Medicare 14 15 15 17 18 18 15 16 16
TETECNCY  IMedicaid 49 46 43 | 34 33 32 42 40 38
Department -
Treated and Commercial 26 27 29 36 37 37 30 32 33
Discharged Worker's C(')mpensation 2 2 3 3 3 3 2 3 3
Visits Self-pay/uninsured 9 9 10 11 10 10 10 10 10
100% 100% 100%]| 100% 100% 100% 100% 100% 100%
[Medicare 9 13 9 46 47 45 43 44 42
Outpatient IMedicaid 55 58 54 37 35 38 38 37 39
Behavioral Commercial 36 28 36 15 16 16 17 17 17
Health Visits Worker's C(')mpensation 0 0 0 0 0 0 0 0 0
Self-pay/uninsured 1 1 0 2 2 2 2 2% 2
100% 100% 100% | 100% 100% 100% 100% 100% 100%
Medicare 32 33 32 30 31 32 31 32 32
Medicaid 17 17 16 18 18 18 18 18 17
All Oth
qumﬁ;; Commercial 474746 | 45 45 as 46 46 45
Vints [Worker's Compensation 1 1 3 1 1 1 1 1 2
Self-pay/uninsured 2 2 3 5 5 4 4 3 4
100% 100% 100%| 100% 100% 100% 100% 100% 100%
Medicare 28 28 28 32 33 33 30 31 31
Medicaid 26 26 24 20 19 19 23 23 22
. iCommercial 41 41 41 42 42 42 41 42 41
[Hospital Totall S er's Compensation] 2 13 1 1 1 1 1 2
Self-pay/uninsured 4 4 4 5 4 4 4 4 4
Total 100% 100% 100%]| 100% 100% 100% 100% 100% 100%
20.
Table 13: Waterbury Area Hospitals Acute Care Gain or Loss per Discharge or Case by Service
Line, FYs 2004 - 2006
Medical (127) 62 322 82 306 -81 353
Surgical (1,871) (1,112) (850) (1,282) 68 31 55
Behavioral Health (2,834) (1,805) (1,472) (2,015) 57 23 48
Matemity/Pediatrics (794) (765) (927) (830) 4 -18 -17
Total | (899) (549) (386) (612) 64 42 57

" The combined per case gain/loss is sum of total revenue for the two hospitals minus the sum of their
total costs divided by sum of discharges from both hospitals.
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Table 14: Waterbury Area Hospital Emergency Department Gain or Loss Per
Treated & Discharged Visit, FYs 2004 - 2006

i

St. Mary's I 1 (5 | 24 )
Waterbury” (36) (29) (30) (32)
Waterbury Area Hospitals (28) (21) (1) a7

! For each cell, the combined per case gain/loss is sum of net revenues for the two
hospitals minus the sum of total costs for the two divided by sum of discharges from both

hospitals.

21.  SMH and WH jointly contracted with The Chartis Group, LL.C to conduct an
assessment and financial review to present options of integration of the two
hospitals. The table below summarizes the costs associated with the different
Levels:

Table 15: Projected Costs Associated with Levels of Integration.
Level One Level Two Level Three
(“Millions™) (“Millions™) (“Millions”

A. Affiliation Costs $120 $17.0 $25.0

B. Technical Costs $122 $12.2 $12.2

C. Facilities Costs $10 $ 39 $62.2

$25.2 $33.1 $994

Level 1: Administrative and Operational Support Integration only
Level 2: Limited Clinical Integration and Level 1
Level 3: Full Administrative and Clinical Integration

22.

23.

24.

25.

According to The Chartis Group presentation, all levels of integration show a
positive financial gain 5 years out. There would be a significant spend down or
depletion of WH cash reserves to facilitate the affiliation. Therefore, WH would

be at risk of violating some of its bond covenants and possibly alter its credit
profile and its future access to capital.

According to The Chartis Group presentation, SMH and WH have internal issues
that would need to be addressed, such as: Catholic and Secular organizations,
WH has a unionized workforce, SMH liabilities, and a general cultural divide
between the two organizations.

StayWell Health Center is a federally-qualified health center located in

Waterbury, Connecticut, and provides primary care, dental and behavioral health
services.

In fiscal year 2006, StayWell provided 55,687 visits, a rate of growth of 275%
When compared to fiscal year 2000.
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26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

According to StayWell’s letter to the agency, the organization struggles with
staffing. “With the shortage in qualified nurses, we are frequently competing for
staff. We have seen this to be the case for physicians also. Hiring culturally
competent staff is always a struggle and then unfortunately added to the existing
community shortages. Ultimately, staffing shortages impact access to care when

special outreach services or walk-in hours need to be suspended due to inadequate
staff to assign.”

According to StayWell’s letter, “We have difficulty getting access to Specialists
who are not interested in seeing our patients. The low reimbursement rates for

Title 18 and Title 19 for non-community health care providers has a trickle down
effect on our patients.”

According to a recent telephone conversation held between Commissioner Vogel
and Donald Thompson of StayWell, in general StayWell Health Center’s growth
is limited by the space it occupies.

Connecticut has experienced 6 mergers; one closure of a small rural community
hospital; one acquisition and conversion of a small non-profit to the state’s only
for-profit hospital; and the construction of a new children’s hospital and a 94-bed
community hospital (both results of mergers).

After reviewing the closures and mergers, it was apparent that each circumstance
was different depending upon the financial strengths and weakness of the
hospitals involved. In all of the mergers (in the cities of Bridgeport, Hartford and
Meriden) one hospital was financially capable of absorbing the debt of the less
viable; and in no circumstances was the State of Connecticut financially
responsible for merger/closure activity.

The “Report of the Region 5 Pediatric Inpatient Psychiatric Services
Implementation Group” examined the previous report regarding the current
situation of inpatient services available for children & adolescents and offered
recommendations to address the need and capacity for such services.

Region 5 has six acute care hospitals (Charlotte Hungerford, New Milford,
Sharon, Danbury, St. Mary’s and Waterbury) but has only five inpatient beds to
serve the area and no free-standing psychiatric hospital.

The five inpatient beds for adolescent behavioral health services are located at
Waterbury Hospital.

The Implementation Group recommends an additional 20 to 30 inpatient
psychiatric beds are required in Region 5.

The data indicate that the majority of discharges are from the areas of Waterbury
(27%), Danbury (11%), and Torrington (8%).
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36. The Implementation Group recommends to establish 15 — 25 Psychiatric
Residential Treatment Facility beds in Region §.
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IV. Discussion and Conclusion

The main purpose and intent of the processes undertaken by OHCA under the
Investigative Proceeding of Docket Number 06-30760-INV was to gather and analyze
pertinent data and facts regarding the utilization, capacity and demand, and the challenges
to meet these demands in the Waterbury area. The financial condition of both SMH and
WH were critical to this assessment. The following is a discussion of the results of the
analysis and OHCA’s conclusions. All conclusions are independent of Certificate of
Need decisions and any review and issuance of CHEFA bonds. Any coordination of
services must proceed in full conformance with the antitrust laws.

Throughout this investigation it became evident, either through data or by comments of
those involved, that having two hospitals within the city of Waterbury is a root cause for
the financial hardship experienced by both hospitals. As a community served by one
hospital and one outpatient services system the financial stability of the remaining
hospital would return through:

= Improved commercial payer rates

= Improved payer mix of patients

» Reduced expenses related to marketing/advertising/recruitment

* Reduced expenses in duplicative services

=  Gain a competitive advantage over hospitals located in the secondary

markets

Ideally this one inpatient/outpatient system would further develop an integrated and
comprehensive primary care and behavioral health care system with the overriding goal
to improve the health status of the community and reduce the number of ED visits and
unnecessary hospitalizations.

There has been much discussion regarding the state’s Medicaid reimbursement being a
lead factor in the financial deterioration since a large portion of the patients are covered
by Medicaid. A brief review of the percentage of Medicaid inpatient discharges from
other hospitals located in similar markets shows that St. Mary’s is the third highest
Medicaid inpatient provider and Waterbury Hospital is within the state’s average. As
Table 1 demonstrates, it is difficult to directly correlate the percentage of inpatients by
payer source to profit margins. Payer mix is a strong variable in a hospital’s financial
condition, but other operational factors play a significant role as well. The patient mix
for ED discharges for St. Mary’s is 49% and for Waterbury Hospital is 34% (comparable
data for other hospitals is not available).
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Table 1. FYO06 Inpatient Discharge Patient Mix by Payer Source; Total Discharges, Total Profit Margin
and Operating Profit Margin

Hospital Medicare | Medicaid | Privat | Uninsured Total Total Operating
€ Discharges | Margin Margin
Bridgeport 34% 25% 38% 2% 19,574 4.1% 1.4%
St. Vincent’s 46% 14% 35% 5% 19,672 9.4% 3.8%
Hartford 38% 18% 41% 3% 39,323 2.4% 0.0%
St. Francis 41% 20% 37% 2% 31,647 1.0% -0.1%
Yale-New Haven 28% 25% 44% 2% 50,354 3.9% 2.1%
St. Raphael 53% 13% 33% 1% 25,354 -2.1% -2.6%
Stamford 35% 16% 46% 4% 17,003 6.1% 5.1%
New Britain 41% 21% 35% 3% 18,585 4.3% 3.3%
Statewide 40% 17% 39% 3% 423,051 2.5% 0.6%

Source: OHCA Discharge Database and FY06 Financial Audited Statements (profit margins are hospital only}

Although any improvement to any of the payer reimbursement will benefit the two
hospitals — it alone will not address the fundamental issues of fragmentation, duplication,
competition and the ability to improve access to capital.

Recently the hospitals have engaged in discussions on the matter of integrating or
consolidating services. They jointly contracted a consultant and shared some of the
findings as part of this investigation. The consultant’s analysis explored the potential
options and the costs associated with each option. Realizing that “Level 1 Integration of
Administrative and Operational Support Only” would be the most achievable first step, it
offers limited long-term sustainability, costs an estimated $25 million, would continue
the two-hospital campus with different organizational cultures, and it would have
difficulties differentiating itself in the marketplace. The other levels of integration begin
to consolidate services and structurally become one hospital with two locations. The
costs rise significantly with these options from approximately $33 to $100 million;
however, they begin to realize the benefits of a merged entity.

These figures are only estimates; however, they provide insight to the real costs of

integration. In other mergers that have occurred in Connecticut (Attachment D), typically

one of the hospitals involved was financially capable of absorbing the debt of the less
viable hospital and the associated costs of the merger. Of concem is the inability of the
hospitals to fund the potential integration.

This situation differs from other mergers in the state because both hospitals are in
financial distress and utilization of services remains active. If a merger were to occur,
Waterbury Hospital would be responsible to absorb any liabilities and debt of St. Mary’s
Hospital and that will further weaken the stability of Waterbury Hospital. The hospitals
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are aware of some services that can be consolidated (termination of services from one
hospital and transferring the patients to the remaining program may require Certificate of
Need approval). Such services may include neurology, certain surgical procedures,
orthopedics, cardiology, maternity, neonatology, the on-call system for the coverage of
two EDs, trauma services, and ancillary services (i.e., laundry, laboratory, pathology,
etc.). A slow and deliberate closure of St. Mary’s Hospital may also be a viable option.

In conclusion, St, Mary’s Hospital’s financial measures indicate that the hospital is
insolvent. The annual infusion of state funding, although enabling continued access for
patients, does not address nor resolve the fundamental system issues that are creating the
on-going losses. St. Mary’s Hospital should be responsible for providing adequately for
its employees during this transition and fully fund the pension obligation. In the event of
a closure or merger, the remaining hospital will be able to absorb some of the volume;
however, it will need to reconfigure and possibly expand the inpatient services.
Removing the competition and duplication in the profitable outpatient market is critical to
be able to flow funds back into the remaining hospital system to ensure sustainability.

The infrastructure for primary care and behavioral health care services needs to be re-
designed and a comprehensive and integrated system developed. Ideally, a system of
care that involves the hospital, the community health centers, community providers and
school-based clinics will serve the population well. Additionally, the community may
benefit from a workforce development plan as the system begins to reshape the health
care delivery system.

St. Mary’s Hospital, the Waterbury Hospital and the state agencies were actively
involved in this investigatory process. Both hospitals are committed to providing high
quality patient care and continue discussions regarding how to best sustain access and
return financial stability to the delivery system of the Waterbury community.
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1.0 Introduction

On May 25, 2006, the Office of Health Care Access (OHCA) pursuant to Connecticut General
Statutes (C.G.S.) Section 19a-633 (Appendix A), initiated an investigation to review utilization
and capacity of acute care general hospital services provided in the “Waterbury Area.” The

general acute care hospitals located in the city of Waterbury are St. Mary’s Hospital and The
Waterbury Hospital.

The investigation stemmed from concemns about the long-term viability of either or both
hospitals, and their ability to provide and maintain needed health care services in the
communities they serve vis-a-vis their financial performance in the last two fiscal years (FY)
(Table 1). In addition to providing acute inpatient care, the hospitals serve as a safety net for
residents of the area who do not have access to or cannot afford primary care. Based on the
hospitals audited financial statements, both hospitals are operating at a loss from direct patient
care; the hospitals’ expenses exceed revenue from direct patient care and other operating

revenue; inadequate funds obtained from philanthropic or non-philanthropic sources not directly
related to patient care; as well as other issues discussed in this report.

Table 1: Financial Performance of St. Mary’s and Waterbury Hospitals (FYs 2004 — 2006)
Ty ‘

$(448,506)

Operating Loss/Gain $6,306,000 | $(15,270,000) | $(9,694,000) $(2,431,845) | $(5,262,405)
Excess of Revenue

over Expenses’ $11,480,000 | $(6,581,000) | $(6,197,000) | $2,275,334 $(30,448) $(2,479,026)
Operating Mgin3 4.2% (10.02)% 4.1% (0.2)% (1.2)% (2.2)%
Total Margin4 7.68% 4.3)% (3.0)% 1.2% (0.01)% (1.1)%

Source Audited Financial Statements.

' Loss or gain from reimbursement of patient services from government and non-government payers,
Dl['fcrcncc between revenue obtained from direct patient care and funds from other sources and expenses.
? Measures profitability and is the ratio of loss or gain per unit total operating revenue.

* Measures profitability and is the ratio of total operating and non-operating revenue loss or surplus to total operating
revenue.

The investigation reviews curtent availability and utilization of, and demand for hospital

services, system capacity and the challenges these two hospitals face in meeting demands from
the community they serve. This involves an evaluation of:
¢ the socio-economic make-up of the community that relies on services of the hospitals,
implications on the hospitals’ patient payer-mix and the effect of reimbursements on
hospital operations and future plans;
current utilization and future demand for all hospital services including inpatient,
emergency department, primary care clinics, outpatient psychiatric care and ancillary
outpatient services in the area; and
challenges that exist in the market in general and their impact on the hospitals’
operations.

On the basis of this investigative proceeding, OHCA will make recommendations for ensuring
continued availability and access to health care for the area.

’,
"

/
X4

*,
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2.0  Determining the towns of the “Waterbury Area”

The towns a hospital provides services to make up its primary and secondary service areas.
Primary service area towns are either a significant portion of the hospital’s patient base or most
residents from the towns access services at the hospital; and the secondary service area consists
of all other towns whose residents access the hospital’s services at a steady but lower rate. This
investigation determines which towns will be most adversely impacted if one of the two hospitals
or both are unable to provide services. Therefore, to determine which towns rely significantly on
health care services that the two hospitals provide, OHCA first included towns that comprise the
top 70% of each of the two hospitals’ acute care inpatient discharges. Based on this definition,
OHCA identified Waterbury and Naugatuck for St. Mary’s Hospital and these same towns and
an additional two, Watertown and Southbury, for the Waterbury Hospital (Table 2).

Table 2: Towns of Origin for St. Mary’s Hospital and Waterbury Hospital Top Seventy
Percent Discharges (FY 2003 — 2005)

Waterbury 21,903 60.2 60.2 20,818 46.1 46.1
Naugatuck 3.693 10.2 70.4 4,685 10.4 56.5
Watertown n/a n/a n/a 4610 10.2 66.7
Southbury n/a n/a n/a 2,588 5.7 724

Source: Office of Health Care Access Acute Care Discharge Database

Other towns were included if the combined share of patients originating from that town for the
two hospitals exceeded 70%, demonstrating a significant reliance of the town on the health care
system in Waterbury. Middlebury, Prospect and Wolcott became part of the group because the
two hospitals account for about three-quarters of discharges originating from each town, bringing
the number of towns in the “Waterbury Area” to seven, namely Middlebury, Naugatuck,
Prospect, Southbury, Waterbury, Watertown and Wolcott (Table 3).

Table 3: Percent of Patients from Selected Towns Discharged from St. Mary’s
Hospital and Waterbury Hospital (FY 2003-2005)

Middlebury 21.5% 53.5% 75.0%
Naugatuck 32.5% 41.2% 73.7%
Prospect 35.7% 37.4% 73.1%
Southbury 7.7% 34.9% 42.6%
Waterbury 44.6% 42.4% 87.0%
Watertown 20.3% 62.7% 83.0%
Wolcott 41.2% 30.7% 71.9%

Source: Office of Health Care Access Acute Care Discharge Database
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Patients residing in the seven towns included make up over 80% of each hospital’s discharges.
Although residents of those towns migrate to nearby hospitals to receive care most utilize the
Waterbury hospitals more than any other single hospital (Table 4). Patient migration to access
care in other areas depends on factors such as patient preference, patient ability to travel and
physician referral patterns. Out-migration from local areas also occurs because certain treatment
modalities or physician specialists are available outside the Waterbury area.

Table 4: Other Connecticut hospitals’ percentage share of discharges originating from the seven selected towas,
FYs 2003-2005

St. Mary’s 21.5 325 357 1.9 44.6 20.3 41.2 81.2
Waterbury 53.5 41.2 374 34.9 42.4 62.7 307 86.5
Bridgeport 20 3.1 2.6 2.1 1.4 2.1 1.6 2.6
Danbury 5.7 2.1 0.5 38.9 1.1 1.9 0.5 6.8
John Dempsey 0.8 0.8 1.1 0.7 0.8 0.7 1.9 2.7
Griffin 1.1 59 1.4 1.7 0.5 0.4 0.3 5.2
St. Raphael’s 2.8 2.5 4.8 1.8 1.5 1.4 2.6 2.1
Yale 6.8 5.9 8.7 6.2 3.6 4.7 4.2 2.8
Other* 5.7 6.0 7.8 6.0 4.3 5.8 17.1 0.6
Total (%) 100 100 100 94 100 100 100
# of Discharges 2,062 11,365 3,144 7,413 49,156 7,349 5,395

Source: Office of Health Care Access Acute Care Discharge Database
*Includes the other 23 hospitals, which individually did not discharge a significant share of patients from the seven towns.
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3.0 Socio-economic profile of the Waterbury Area

Socio-economic status, that is age, gender, race or ethnicity, educational attainment, employment
status and income and physician availability, are well-documented joint indicators of health
status, need for health care services, timeliness of heath care treatment, and ability to pay for
health care services. Therefore, this section examines the social and economic characteristics of
the Waterbury area population for insight into the type of services needed, the ability to pay for
and the ease of access to health care services. The section also provides information on the
inherent patient payer mix experienced by both hospitals.

A. Population and age distribution

According to Census 2000, there are approximately 208,861 residents in the Waterbury area,
which is 6% of the state’s population. About 51.4% of the area’s residents live in Waterbury,

14.8% in Naugatuck and 10.4% in Watertown and a combined 23.4% in Southbury, Wolcott,
Prospect and Middlebury (Table 5).

Table 5: Population and Age Distribution of the Waterbury Area

TR e w5 e

B e
Crarlies ai . £ o]

Middlebury

: x I z ¥ . i Li%
26.0% 29.3% 8.0% 8.4% 6,451 3.1%

Naugatuck 29.1% 21.0% 5.4% 6.3% 30,989 14.8%
Prospect 26.9% 26.0% 6.8% 6.3% 8,707 4.2%
Southbury 24.0% 25.1% 9.9% 16.2% 18,567 8.9%
Waterbury 28.9% 19.7% 6.7% 8.2% 107,271 51.4%
Watertown 26.7% 24 8% 7.0% 7.0% 21,661 10.4%
Wolcott 27.9% 34.9% 23.9% 6.9% 6.1% 15,215 7.3%

Total | 28.1% 34.9% 21.8% 6.9% 8.3% 208,861 100.0%
Connecticut | 27.1% 35.8% 23.1% 6.7% 7.0% 3,405,565

Source: U.S. Census Bureau Census 2000

Some age characteristics of this area are:
«+ Children under 19 years old are overrepresented in Naugatuck although there is no
significant difference between children’s share of the area and state population.

Naugatuck and Waterbury residents, representing almost two-thirds of the area, have a

relatively larger share of 20 to 44-year olds. According to OHCA research, 19 to 29 year-

olds are four times as likely to be uninsured because they may be full-time students,
single, unemployed or have no permanent full-time jobs. This means they are less likely
to have health insurance coverage through an employer, are too old to receive coverage
from a parent who has coverage through an employer and are ineligible for Medicaid."

Fewer adults in the 45 to 64 age range, a group that is likely to be employed and insured,

compared to the state.” In Waterbury, there are only 19.7% in this age range compared to

23.1% in the state.

% Waterbury, representing about one-half of the area, has relatively more residents over 75
years than the state, 8.2% versus 7.0%. This age group has the highest potential to suffer
from chronic diseases, experiences greater disease acuity and tend to have higher
hospitalization rates than the general population and therefore costs more to treat.> Older
residents are also less mobile and tend to access care in the local area.
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B. Gender mix

The gender mix provides information on the types and volume of services the area needs. The
gender mix of the area is similar to that of the state with slightly more women than men,
although Southbury, Waterbury, Watertown have relatively more women than average (Table 6).
Generally younger women tend to require hospitalization 2.5 times as more frequently as their
male counterparts due to pregnancies and childbirth, but this disparity narrows, as women get
older. In fact, even at age 65 and over when hospitalizations are 2.6 times the rate for the general
population, men tend to require acute care at a higher rate than women of the same age cohort.*

Middlebury
Naugatuck 15,069 15,920 48.6 51.4
Prospect 4,255 4,452 48.9 S1.1
Southbury 8,633 9,934 46.5 53.5
Waterbury 50,781 56,490 47.3 52.7
Watertown 10,379 11,282 479 52.1
Wolcott 7,411 7,804 48.7 51.3
Total 99,655 109,206 47.7 52.3
Connecticut 1,649,319 1,756,246 48.4 51.6

Source: U.S. Census Bureau Census 2000

C. Racial composition

Research shows that minorities®, especially Blacks and Hispanics or Latinos, are hospitalized at
rates disproportionate to their share of the population than Whites.® Hispanics or Latinos are also
3.5 times as likely to be uninsured as all races in the state.” Six of the towns in the area are
predominantly White compared to the state in general, but because Waterbury, which is about

one-half of the area, has a significantly large minority population, mostly Hispanics and Blacks,
the area has almost 1.5 times more minorities than the state (Table 7).

Table 7: Racial and Ethnic Distribution of Residents in the Waterbury Area

Middlebury 6,451 96.2 1.2 0.4 1.3 0.9
Naugatuck 30,989 88.9 4.5 2.8 1.7 2.1
Prospect 8,707 95.0 1.9 14 0.7 1
Southbury 18,567 96.1 1.6 0.5 1.2 0.7
Waterbury 107,271 58.2 21.8 16.3 1.5 2.3
Watertown 21,661 95.2 1.9 0.7 1.3 0.8
Wolcott 15,215 95.2 1.8 1.2 0.7 1

Total 208,861 75.4 124 9.1 1.4 1.8
Connecticut | 3,405,565 71.5 9.4 9.1 24 1.6

Source: U.S. Census Bureau Census 2000
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D. Educational attainment

In general, higher educational attainment enhances employment prospects and the chances of
gaining employment with an employer who provides health insurance coverage for eligible
employees, especially for skilled labor. In the Waterbury area, fewer residents 25 years and over
graduated from high school or have a college degree than the state in general, 78.9% compared

to 84.0%. The residents are also 1.5 times less likely to have a bachelor’s degree or higher
(Table 8).

Table 8: Educational Attainment of the Waterbury Area 25 Years
and Over Population

Qe

Middlebury |

4,662 91.9

Naugatuck 20,451 83.0 19.0
Prospect 6,015 87.1 22.8
Southbury 13,727 89.2 314
Waterbury 69,791 71.7 13.9
Watertown 14,922 83.8 25.0
Wolcott 10,350 87.8 19.3

Total 139,918 78.9 20.3
Connecticut | 2,295,617 84.0 314

Source: U.S. Census Bureau Census 2000

E. Employment status and occupation

There are also fewer residents of the Waterbury area in the civilian labor force relative to the
state, 49.3% versus 51.6%. The area total is lower mainly because only 46.4% of the city of
Waterbury’s residents are in the labor force (Table 9). Regardless, the city also has the highest
unemployment rate, over 1.5 times the rate for the state, 8.6% versus 5.3%. This means
potentially more people in the area are unable to afford needed health care services.

Table 9: Employment Status of Waterbury Area 16 Years and Over Civilian Labor Force

Middlebury 6,451 52.9 97.5 2.5
Naugatuck 30,989 53.1 94.7 53
Prospect 8,707 55.1 97.9 2.1
Southbury 18,567 44.6 96.9 3.1
Waterbury 107,271 46.4 91.4 8.6
Watertown 21,661 54.9 95.4 4.6
Waolcott 15,215 54.6 95.7 4.3
Total 208,861 49.3 93.7 6.3
Connecticut 3,405,565 51.6 94.7 5.6

Source: U.S. Census Bureau Census 2000
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Only 56.1% residents of the area are in “management and professional’ and “sales and office”
occupations compared to 65.6% of the state as a whole (Table 10). These occupations tend to be
higher paying and permanent full-time positions, which increase the likelihood of being able to
afford and/or qualify for employer-sponsored health insurance (ESI) coverage. Instead, area
residents, especially those residing in Waterbury, have a comparatively higher tendency to be in
“service” and “production, transportation and material moving,” occupations that are seasonal,

temporary or part-time in nature which lessen residents’ ability to qualify for or to afford ESI
when offered.

Table 10: Occupations of Waterbury Area 16 Years and Over Civilian Labor Force

Middlebury 52.1 13.3 20.6 0.0 6.0 8.0
Naugatuck 30.3 15.6 25.1 0.1 10.1 19.0
Prospect 37.1 11.3 28.0 0.1 8.6 14.7
Southbury 47.6 11.6 24.2 0.3 8.3 8.0
Waterbury 25.1 20.1 24.6 0.1 8.8 21.4
Watertown 35.5 16.4 23.6 0.1 8.5 15.9
Wolcott 339 14.6 28.3 0.1 9.6 13.5

Total 31.2 17.1 24.9 0.1 8.9 17.8
Connecticut 39.1 14.3 26.5 0.2 8.0 12.0
Source: U.S. Census Bureau Census 2000

F. Per capita and average household incomes

Higher individual or family incomes are linked to greater ability and willingness to spend on
needed health care services. Per capita and average houschold incomes are the proxies for
measuring what an individual or a family can afford. For most towns in the Waterbury area,
both amounts are below the state average, resulting in a low average for the area in general,
$28,505 versus the state’s $31,816 and $76,939 compared to $82,601 (Table 11).

Table 11: Per Capita and Average Household Income for Waterbury Area Residents

Middlebury 39,129 68,090 105,684
Naugatuck 25,477 56,677 67,314
Prospect 26,881 68,770 79,946
Southbury 34,318 64,437 85,269
Waterbury 21,238 41,258 51,888
Watertown 24,276 57,832 66,766
Wolcott 28,214 71,144 81,709
Total 28,505 64,437 76,939
Connecticut 31,816 59,697 82,601

Source: CT Department of Economic & Community Development 2000 Data from Claritas
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G. Estimated rate and number of uninsured

The “estimated" uninsured rate for Waterbury area residents based on the OHCA 2006

Household Survey is over 1.5 times the rate for the state, that is, 9.8% compared to 6.4% (Table
12).

006

Source: CT Office of Health Care Access 2006 Household Survey and U.S.
Census Bureau 2005 Population Estimates

! The estimated uninsured rate will fall within the given lower and upper

boundaries 95% of the time if the survey were repeated 100 times. The estimated
rate of uninsured for the state is 6.4%.

H. Rate of preventable hospitalization

Preventable hospitalizations (PH) are acute care admissions that would not have occurred, if
patients had received “timely and effective primary care and medical management.”® Such
conditions include asthma, angina, bacterial pneumonia, chronic obstructive pulmonary disease,
congestive heart failure, dehydration, diabetes, hypertension, low birth weight, lower extremity
amputation, pediatric gastroenteritis, perforated appendix and urinary infection. Based on a
methodology developed by the federal Agency for Healthcare Research and Quality (AHRQ),
the Waterbury area has a relatively higher incidence of PH than the state for children and adults,
1.9 versus 1.2 and 1.5 versus 1.2 per 1,000 of the respective population (Table 13). For both age

groups, the city of Waterbury had the highest incidence of PH, which was also twice the state
rate.

Table 13: Ambulatory Care Sensitive Condition* Discharges per
1,000 population, FYs 2000 — 2004

A T "y CE rr T

APatient
Middlebury 1.3
Naugatuck 1.9 1.8
Prospect 1.7 1.5
Southbury 0.7 1.3
Waterbury 4.2 2.5
Watertown 2.3 14
Wolcott 1.8 1.5
Median for Area 1.9 1.5
Median for Connecticut 1.2 1.2

Source: Office of Health Care Access Acute Care Discharge Database
*Conditions include asthma, angina, bacterial pneumonia, chronic
obstructive pulmonary disease, congestive heart failure, dehydration,
diabetes, hypertension, low birth weight, lower extremity amputation,
pediatric gastroenteritis, perforated appendix and urinary infection.
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L Primary care physicians per 1,000 of area population

There is a recognized link between receiving primary care and improved health status. Payers of
health care services broadly define primary care physicians (PCP) to include family or general
practice physicians, pediatricians, internists, nurse practitioners, physician assistants and
naturopathic physicians. These PCPs, including being trained to treat a wide range of diseases,
maintain comprehensive records of patients, refer patients to specialists, coordinate care
provided to patients by specialists and facilities, and manage patients’ chronic health conditions.
Ideally, a PCP should be a patient’s first contact in a health care system. But generally, these
PCPs are not distributed evenly between communities in the state and across the nation. In
November 2005, the Primary Care Office of Connecticut Department of Public Health (DPH)
designated the city of Waterbury as a medically and a primary care underserved area under
federal law as an initial step to improving access to primary health care in the area.’
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4.0 Hospital services utilization, payer reimbursement and mix

This section discusses the utilization of hospital services in the Waterbury area and identifies the
payers of those services. This includes a discussion of acute care inpatient bed capacity,
availability and utilization; emergency department use; outpatient psychiatric and other
outpatient services utilization; and payer mix in these areas of operation. Unless otherwise stated,
the two hospitals provided all the data for this section in response to OHCA’s preliminary
questions for the investigation; FY 2006 data are annualized.

A. Inpatient bed capacity, occupancy and availability

The “size” or “capacity” of inpatient services is the average number of inpatient beds a hospital
staffs. Occupancy is the average number of staffed beds in use by midnight census throughout
the year. The Department of Public Health (DPH) has licensed the two hospitals in the
Waterbury area to operate a maximum of 704 beds and 68 bassinets. But over the last three
years, the hospitals have gradually increased staffed beds to make available 63% or 447 beds in
FY 2006 (Table 15). As a rule of thumb, hospitals obtain bed licenses to their maximum
allowable capacity and staff beds based on demand and ability to staff them adequately.

Including critical care beds, about 70% of staffed beds in the area are medical or surgical.
According to the two hospitals, in the last year, both have experienced increases in volumes
associated with those beds, raising their medical/surgical occupancy rates to over 86% and ICU
beds to over 80% for most of the year. Over a three-year period ending in FY 2006, both
hospitals gradually added to the number of beds staffed for those services to bring the total to
323 (Table 15, see Appendices 1 and 2 for hospital details). But they staffed psychiatric beds at
the same level in three consecutive years although they report occupancy at over 80%.

Table 15: Licensed and Staffed Acute Care Beds in Waterbury Area by Service Line, FYs 2004 - 2006

Medical/Surgical 479 260 257 249 54% 58% 40%

60%

OBIGYN 64 62 63 63 97% 14% 50% 50%
Psychiatry 50 42 42 42 84% 9% 29% 71%
Critical Care 75 63 55 55 84% 14% 68% 32%
Pediatric 36 20 20 20 56% 4% 50% 50%
Total Beds 704 447 437 429 3% 100% 45% 55%

Total Bassinets 68 68 68 68 100% nla 47% 53%

The high demands for medical/surgical, critical care and psychiatric beds are from:
¢ Growing demand for monitored beds at both hospitals due to an aging population with
more complex medical conditions that require higher intensity nursing care;
% Systemic issues caused by difficulty in discharging patients to either extended care
facilities or other next level of care resources. Delayed discharge of patients to step down
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care because of insufficient availability of the next le
both elderly and behavioral health patients; and

< Waterbury Hospital is the only provider of hospital inpatient behavioral health care to
adolescents in mental health Region 5'°.

vel of care in the community for

Both hospitals’ ability to increase staffed beds to accommodate rising demand for medical,
surgical and critical care beds is limited by factors either unique to the individual hospital or
widespread in the hospital industry. Some limitations, which continue to exist, include:
< A decommissioned 27-bed unit at St. Mary’s Hospital;

Conversion of semi-private rooms to single occupancy rooms stemming from need to
provide privacy and isolation for patients that require it at both hospitals.
Physical plant constraints including aging building and inefficient configuration of
nursing units;
* Restricted access to capital for renovating decommissioned units or converting

administrative space to clinical space;
Difficulty in recruiting additional and retaining existing staff; and
¢ Regulatory challenges.

In FY 2006, both St. Mary’s Hospital and Waterbury Hospital held staffing levels for OB/GYN

and pediatric beds consistent with prior years even though both hospitals continue to report low
occupancy for the beds.

Based on the area towns identified, which constitutes over 80% of the hospitals’ discharges, the
area seems to have relatively more staffed medical and surgical acute care beds available per
100,000 of the population than the state as a whole, that is 209 versus 186 per 100, 000 (Table
16). Although psychiatric beds seem sufficient for the area, Waterbury is the sole provider of
behavioral health care for residents less than 18 years old in Region 5 and the hospital has
assigned five beds to the age group, already deemed inadequate for the region."!

Table 16: Licensed and Staffed Acute Care Bed Availability in the Waterbury Area by Service Line, FYs 2004 - 2006

Medical/Surgical! 554 323 154,773 358 209 186
OBIGYN? 64 62 82,519 78 75 80
Psychiatry? 50 42 194,438 26 22 21
Pediatrict 36 20 51,520 70 39 33
Total Beds 704 447 206,293 341 217 209
Total Bassinetss 68 68 2,568 2,648 2,648 -

Source: US Census 2000 & * Studying Health Care Utilization in Connecticut, A Report to the Govemnor and General Assembly.
' Adults over 17 years old. Beds include critical care beds-

2Females over 17 years old.

3Ages 5 and over.

“Population under 18 years old (54,088) minus discharges reported for (5) below.

SBassinets for both nursery and NICU. Population is three-year average number of discharges reported by the two hospitals for
discharges assigned Diagnosis Related Group (ORGs) 385-391in the OHCA Acute Care Discharge Database.
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B. Acute care inpatient utilization by service type

This section provides an overview of the inpatient (IP) services that Waterbury area residents
utilized over the three-year period ending in FY 2006. It combines utilization at both hospitals to
better assess the needs of the community overall.

Inpatient medical care is almost one-half of the services the two hospitals provide; surgical and
maternity/pediatrics care each account for about one-quarter; and behavioral health is 5%. The
two hospitals started a joint advance cardiac services program over a year ago, which generated
an increase in volume that was offset by a decline in behavioral health care. The combined
inpatient services provided grew by 2% although matemity/pediatric care accessed declined by
3% in FY 2005 (Table 17, see Appendices 3 and 4 for hospital details). The overall increase in
discharges in the area was no different from state level increases. Annualized volumes for FY
2006 indicate a significant drop in behavioral health discharges (1 1%) while discharges for other

services will be close to their FY 2005 levels altogether resulting in a 1% decline in inpatient
care utilization for the area.

Table 17: Waterbury Area Hospitals Acute Care Discharges by Service Line, FYs 2004 - 2006

Medical 12,546 12,563 12,055 12,388 0 4 4
Surgical 7,548 7,527 7,352 7,476 0 2 3
Behavioral Health 1,538 1,721 1,650 1,636 -11 4 -7
Matemnity/Pediatrics 5,930 5,942 6,118 5,997 0 -3 -3

Total 27,562 27,753 27.175 27,497 -1 2 1

By the end of FY 2006, although total medical and surgical discharges are expected to remain
the same and behavioral health and maternity/pediatric days to reduce, the hospitals anticipate
3% and 10% increases in medical and surgical patient days respectively. The result is a net

increase in patient days of 4% for the year and 5% over the three-year period (Table 18, see
Appendices 5 and 6 for hospital details).

Table 18: Waterbury Area Hospitals Acute Care Days by Service Line, FYs 2004 - 2006
- —— - —

7 o

Medical 63,472 61,732 58,829
Surgical 39,926 36,345 37,832 -4 5
Behavioral Health 11,206 11,893 11,364 5 -1
Matemity/Pediatrics 15,802 15,969 15,980 15,917 0 -1
Total 130,406 125,939 124,005 126,783 4 2 5
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Costs per discharge for all services are rising at both hospitals. Inpatient medical care cost per
discharge was higher at Waterbury Hospital while inpatient surgical care cost per discharge was
higher at St. Mary’s Hospital. But by the end of FY 2006, the costs for both services at the
hospitals were almost similar, $8,302 and $15,269 at St. Mary’s Hospital versus $8,323 and
$15,236 at Waterbury Hospital (Table 19). The converging unit cost for those service lines is
better illustrated by the patient resource usage indicator or case mix index which was higher in
FY 2003 for Waterbury Hospital but reduced for the hospital for two consecutive years to
become almost equivalent to St. Mary’s Hospital in FY 2005, 1.3534 versus 1.3577 respectively
(for hospital details see Appendix 7). On the other hand, cost per discharge for behavioral health
and maternity/pediatric inpatient care continue to be lower at St. Mary’s Hospital. Generally,

some of the variations in cost are attributable to what is included in cost, which tend to vary from
hospital to hospital.

Table 19: Waterbury Area Hospitals Acute Care Cost' Per Discharge by Service Line,
FYs 2004 - 2006

. ecal

] 8302

7,043

7211 | 8323

6,189 6,926
Surgical 15,269 12,874 12,391 13,507 15,236 12,843 11,776 | 13,311
Behavioral Health 7,303 6,612 5999 6,648 9376 8059 7,620 8,301
Maternity/Pediatrics | 3,095 3980  3.662 3,553 4260 3548 3581 3,773
Total | 8,817 7,998 7,305 8,058 9,590 8227 17,527 8,433
' There may be a variation in the components of cost between hospitals.

Medical care, which showed a gain of $62 per case in FY 2005 is projected to convert to a loss
of $127 per case in FY 2006; behavioral health care although not the most expensive service to
provide, lost the hospitals the most money per discharge, at a loss of $1,805 per case in FY 2005
and is expected to almost double to $2.834 per case in FY 2006 (Table 20, see Appendices 8 and
9 for hospital details). Despite sporadic growth in surgical care, losses per case for the service

continue to rise. Based on annualized figures, loss per case for all services will grow by 64% by
the end of FY 2006.

Table 20: Waterbury Area Hospitals Acute Care Gain or Loss per Discharge or Case by Service
Line, FYs 2004 - 2006

Medical (127) 62 322 82 -306 -8t 353
Surgical (1,871) (1,112) (850) (1,282) 68 31 55
Behavioral Health (2,834) (1,805) (1,472) (2,015) 57 23 48
Maternity/Pediatrics (794) (765) (927) (830) 4 -18 -17

Total | (899) (549) (386) (612) 64 42 57

"The combined per case gain/loss is sum of total revenue for the two hospitals minus the sum of their
total costs divided by sum of discharges from both hospitals.
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C. Emergency Department utilization

Emergency Departments (ED) are an essential part of a health care system as they serve as the

safety net for communities. For vulnerable populations, they can also be the primary mode of
access to health care in general.

Between the two hospitals, the Waterbury area has 73 ED beds (Table 21); St. Mary’s Hospital
recently added eight of beds in response to continuous growth in volumes. Both hospitals
experience “boarding” in the ED where patients wait over 12 hours for admission to an inpatient
bed or transferred to mostly psychiatric facilities, throughout the year. Longer wait times and
boarding occur mostly for medical/surgical, telemetry and psychiatric patients despite
improvements in patient flow processes. The wait for inpatient admits is mostly related to

staffing constraints or physical limitations to increase available beds.

Attachment A

Table 21: Waterbury Area Hospitals Emergency Department Beds, 2006

[Treatment Room 24 Acute ER 21
Trauma room 2 Prompt Care 5
IBehavioral Health 5 Behavioral Health 4
Urgi-care room 7 Surge (for high census & boarders) 5
Total 38 Total 35
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Area residents recorded an average of 115,300 ED visits or 552 visits per 1,000 of their
population per year (Table 22) which is over 1.3 times the average rate for the state and the

nation, * an average that continues to rise from year to year. The high utilization rate may be

associated with insufficient availability of primary care services in the area; increased demand on

EDs to provide primary care after hours coverage; admission of physician referred patients
through the ED because of limited capacity to accommodate direct admit patients; and increased
patient disease acuity from lack of ongoing preventive care or management.

Table 22: Waterbury Area Hospital

St. Mary's i 52,044 54,460
Treated & Admitted’ 8,286 8,177 7,581 8,015

All ED Visits 64,456 63,342 59,625 62,474

Waterbury Treated & Discharged 43,360 45,506 44,581 44,482
Treated & Admitted 8,828 8,126 8,075 8,343

All ED Visits 52,188 53,632 52,656 52,825

Waterbury Area | Treated & Discharged 99,530 100,671 96,625 98,942
Hospitals Treated & Admitted 17,114 16,303 15,656 16,358

All ED Visits 116,644 116,974 112,281 115,300

When a patient visits an ED, the patient is either “treated and discharged” or “treated and
admitted” to inpatient care or transferred to other types of health care institutions. In the
Waterbury area, an average of 16,358 or 14% of ED visits result in an acute care admission,
which is similar to 15% in the state. Also similar to the state, inpatients admitted through the ED
at the two hospitals have increased from one-third of all acute care inpatients in FY 2004 to one-
half in FY 2006. In both instances, admissions through the ED have effectively replaced
physician referrals as the primary source of admissions to acute care.

Some of the top ten primary reasons for ED visits for the “treated and discharged” probably
could have been taken care of in a doctor’s office or a primary care center providing one was
available at onset of symptoms (for details see Appendices 10 and 11). The top ten primary
reasons Waterbury area hospitals admitted ED patients to inpatient care were mostly cardiac,
respiratory or infection related (for details see Appendix 12).
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On average, Waterbury Hospital cost per ED per visit is almost 1.5 times St. Mary’s cost (Table
23). According to the hospitals, the difference is in the items each hospital includes in its cost
structure. For example, in this case St. Mary’s Hospital excludes ED-related physician cost but
accounts for it in the cost structure of its for-profit affiliate, the Franklin Medical Group, PC.
Waterbury Hospital’s cost structure also includes the cost of medical liability.

Table 23: Waterbury Area Hospital Emergency Department Cost' Per Treated and
Discharged Visit, FYs 2004 - 2006

St Mary's 1 290 290 242
Waterbury 484 454 444
Waterbury Area Hospitals 374 364 335 358

" There may be a variation in the components of cost between hospitals.

Similar to inpatient care services, both hospitals provide emergency services at a loss per visit;
the three-year combined average loss was $17 per “treated and discharged” visit (Table 24). The

losses are increasing from year to year. Waterbury Hospital experienced the higher losses per
visit than St. Mary’s Hospital.

Table 24: Waterbury Area Hospital Emergency Department Gain or Loss Per
Treated & Discharged Visit, FYs 2004 - 2006

i

St. Mary's (22) (15) 24 (5)
Waterbury” (36) (29) (30) (32)
Waterbury Area Hospitals (28) (21) (1) (an

" For each cell, the combined per case gain/loss is sum of net revenues for the two
hospitals minus the sum of total costs for the two divided by sum of discharges from both
hospitals.
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D. Outpatient services utilization

Outpatient (OP) services the two hospitals provide in the area include medical and dental clinics;
behavioral health care and other OP care such as one-day surgery, radiology, laboratory,
gastroenterology and other services.

i. Medical clinic utilization
Affiliates of each hospital own and operate the medical outpatient clinics for both hospitals.

Franklin Medical Group, PC (FMG) a for-profit entity, provides adult primary care in its Family
Health Center, pediatric primary care in its Children’s Health Center and dental care in the
Dental Health Center for St. Mary’s Hospital. On average, FMG records 47,996 visits per year at
the three clinics combined (Table 25). In the last three years, area residents made the largest
number of visits in FY 2005 at 50,174, but this dropped by 6% by the end of FY 2006.

y Health

Y AL

21,830 25313 22927 23357

Famil

5

Children's Health | 17,732 18,146 17,524 17,801 1
Dental 7,460 6715 6,342 6,839 15
Total | 47,022 50,174 46,793 47,99 0

While visits to the clinics will drop in FY 2006, cost per visit will rise in each clinic to an

average $132 for all clinics (Table 26). Except for dental care, cost per visit at each of the other
two clinics was lowest at the three-year peak volumes.

Table 26: St. Mary's Hospital Clinics Cost per Visit by Service, FYs 2004 - 2006

Family Health 140 117 125 127 20 -7 i1
Children's Health 138 122 144 134 13 -15 -5
Dental 94 79 57 78 20 38 39
Total 132 113 123 123 16 -8 7
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From year to year, FMG operated the three clinics at a loss per visit; by the end of FY 2006, loss
per visit will increase by 10% to $77 (Table 27).

Table 27: St. Mary's Hospital Clinics Gain or Loss per Visit by Service, FYs 2004 - 2006
PRSI e oy ———

Family Health | (93)  (89)

Children's Health (69) (55) (79) 67) 25 -31 -15
Dental (51) (40) (35) (42) 28 12 30
Total (77) (70) (78) (75) 10 -11 -2

Greater Waterbury Network, Inc owns Chase Outpatient Center and the HIV clinic; but the
Greater Waterbury Management Resources, Inc. and Alliance Medical Group, PC operate the
two clinics on behalf of Waterbury Hospital. The outpatient center provides primary care,

neurology, orthopedics, podiatry and urology services and the other provides HIV-related
medical services and counseling to the Waterbury area.

Together the two clinics record an average of 10,895 visits per year and the number of visits is
expected to grow by 24% by the end of FY 2006 and 5% in the three-year period (Table 28).

Table 28: Waterbury Hospital Clinic Visits by Service Line, FYs 2004 — 2006

r

Chasc Outpatient Center | 10,712 8,581 10806 | 10033 | 25 21 -1
HIV 138 997 451 862 4121 60
Total | 11,850 9578 11257 10,895 24155

The Waterbury Hospital only provided revenue data for the two clinics because cost at service

line level 1s not available; as a result, OHCA is unable to determine gain or loss per visit at this
time.
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ii. Behavioral health services utilization

Patients in need of behavioral health care who receive adequate and continuous outpatient care
have a reduced tendency to require emergency or inpatient care; therefore, there is a community
benefit associated with providing outpatient psychiatric care. The FMG provides adult
behavioral and substance abuse care for St. Mary's Hospital, while Behavioral Health of
Waterbury Hospital Mental Health Outpatient Services and Behavioral Health of Waterbury
Hospital Mental Addiction Services, both owned by Waterbury Hospital, provide psychiatry and
addiction treatment for adolescents and children (ten years and older), adults and geriatrics.

Over the three-year period, the psychiatric clinics operated by or on behalf of the two hospitals
experienced some decline in number of cases and visits, the facilities treated an average of
12,344 cases in 33,536 visits or 3 visits per case (Table 29). Although Waterbury Hospital

clinics treated the overwhelming majority, on average, St. Mary’s cases visited the clinics three
times as often.

Table 29: Waterbury Area Hospitals Outpatient Psychiatric Cases, Visits and Average Visits per
Case, FYs 2004 - 2006

St. Mary's 1,026 929 816 924 10 14 26
Waterbury 10,978 11,428 11,854 11,420 -4 -4 -7
Waterbury Area 12,004 12,357 12,670 12,344 -3 -2 -5
St. Mary's 6,712 5,898 3,731 5,447 14 58 80
Waterbury 26,100 28,601 29,566 28,089 -9 -3 -12
Waterbury Area 32,812 34,499 33,297 33,536 -5 4 -1
St. Mary's 7 6 5 6
Waterbury 2 3 2 2
Waterbury Area 3 3 3 3
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The three-year average costs per visit to psychiatric clinics were similar, $161 for St. Mary’s and
$162 for Waterbury (Table 30). Prior to FY 2006, the cost of an outpatient psychiatric clinic visit
at St. Mary’s Hospital was at least 1.5 times higher than one at Waterbury Hospital, but in FY
2006 there was substantial decline in the cost at St. Mary’s. Cost per case is higher at St. Mary’s
Hospital because of relatively more frequent of visits per case (Table 29). Generally, some of the

variations in cost are attributable to what is included in cost; components of cost tend to vary
from hospital to hospital especially in cases where affiliates provide the service on behalf of the

hospital.

Table 30: Waterbury Area Hospitals Qutpatient Psychiatric Cost Per Case or

Visit, FYs 2004 - 2006

2427 2276
Waterbury 669 686 638 398
St. Mary's 248 382 498 161
Waterbury 281 274 256 162

" There may be a variation in the components of cost between hospitals.

Each hospital’s affiliate provides outpatient psychiatric services at a loss per case; the average
combined losses over the three-year period was $328 with most of the losses occurring at St.
Mary’s Hospital, because the hospital had higher average number of visits and per unit cost
(Table 31). Losses per visit for the hospitals converge in FY 2006 at $115 for St. Mary’s and

$113 for Waterbury.

Table 31: Waterbury Area Hospital Outpatient Psychiatric Gain or Loss Per Case and Visit,

o T g e — e

A (915) (1,586) (1,053)
Waterbury (268) (251) (287) (269) 3 -19 -16
Waterbury Area 310 301 370 328 -3 19 -13
St. Mary's (115) (144) (347) (179) 12 -13 -2
Waterbury (113) (100) (115) (109) 5 -23 -20
Waterbury Area (113) (108) (141) (121) -5 23 -17

" Combined per case gain/loss is sum of total net revenue for the two hospitals minus the sum of their total
costs divided by sum of cases or visits from both hospitals.
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Other outpatient services utilization
Other outpatient services utilization based on data received from the two hospitals consist of

services such as one-day surgery, radiology, laboratory, gastroenterology and other services.

Ownership structures vary between hospitals and private practice physicians so the data may not
be consistent or necessarily comparable.

In the three-year period combined other OP services declined by 6% (Table 32).

Table 32: Waterbury Area Hospitals Other Outpatient Utilization, FYs 2004 — 2006

St. Mary's 135,516 131,538 141,478 136,177 3 -7 -4
Waterbury 110,122 111,971 119,728 113,940 -2 -6 -8
Waterbury Area | 245,638 1 -7 -6
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Other OP services cost per visit at Waterbury was 1.5 times St. Mary’s, although this may vary
from service to service (Table 33).

Table 33: Waterbury Area Hospital Other Outpatient Cost Per Visit,
FYs 2004 - 2006

T 223

Waterbury 363 354 320 345
Waterbury Area 286 287 263 278

"There may be a variation in the components of cost between hospitals.

Despite the declining volumes, both hospitals made some gains per case providing other
outpatient services. The two hospitals made experienced gains per visit for three consecutive
years with most of the gains occurring at St. Mary’s Hospital, (Table 34)

Table 34: Waterbury Area Hospitals Other Outpatient Gain or Loss Per Visit,
FYs 2004 - 2006

St. Mary's 25 13 32 23
Waterbury” 16 15 15 15
Waterbury Area Hospitals 21 14 24 20

! The combined per case gain/loss is sum of total revenue for the two hospitals minus the sum
of their total costs divided by sum of discharges from both hospitals.

21 of 35

00248



MCPULL VL DUCIV-ECONOMICS and Health Care
Services Utilization of the Waterbury Area

Docket Number 06-30760-VST Attachment A

D. Payer reimbursement and mix

Hospital profitability relies significantly on a balance between patients covered by
commercial/private insurance, government sponsored programs, such as Medicare, Medicaid or
state or local programs in Connecticut such as State-Administered General Assistance (SAGA),

and self-pay or uninsured patients. The driving force behind the gain or loss per case is the
source of reimbursement.

Federal and state governments predetermine payment rates for Medicare and Medicaid patients,
while hospitals negotiate reimbursement rates with private and commercial payers. In general,
Medicaid rates do not fully cover cost while private or commercial programs traditionally
reimburse at or above costs, depending on how the negotiated rates favor the hospitals.

In the Waterbury area, Medicare and private payers reimburse slightly above cost but
reimbursement rates have been declining from year to year (Table 35). Currently, the two payers
reimburse the two hospitals just enough to offset each other’s underpayments. In FY 2005,

Medicaid reimbursed less than one-half of St. Mary’s Hospital’s cost and less than 80% of
Waterbury Hospital’s.

Table 35: Waterbury Area Hospitals Primary Payer Payment to Cost, FYs 2003 - 2005

s

Ratio of cost to charges 44 044 047 | 042 A 034 | 049 0.46
Medicare paymenttocost | 1.03  1.12 103 | 089 095 096 | 097 097 097
Medicaid paymenttocost | 0.85 080 047 | 068 082 079 | 0.73 0.73 0.72
Private payment to cost 0.95 1.08 096 1.02 1.07 1.06 1.14 1.18 1.20
Source: Office of Health Care Access Hospital Financial Stability Reports for multiple years
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i. Hospital payer mix

Commercial payers are the dominant primary payer in the Waterbury Area accounting for 41%
of total patient volume all services combined. Medicare accounts for 30%, Medicaid for almost
one-quarter and self-pay or the uninsured for 4% (Table 36). In fact, commercial payers are the
leading primary payer (46%) in the sole profitable areas of service for the hospitals; other
outpatient services, which include one-day surgery, radiology, laboratory, gastroenterology and
all other services except ED and outpatient psychiatry. The payer mix varies between services
and hospitals. EDs in the area have an unfavorable payer-mix with over one-half of their patient
volume being either Medicaid-covered or sel f-pay or uninsured and an annually declining share
of commercially-covered patients. Although both hospitals provide care to a large portion of

uninsured patients, 9% for St. Mary’s Hospital and 11% for Waterbury Hospital, St. Mary’s
Hospital treats a disproportionate share (49%) of Medicaid patients in the ED. The payer mix

presented in Table 36 is directly and highly correlated to the demo graphic profile outlined in
Section 3.0.

Table 36: Waterbury Area Hospitals Payer Mix by Department, FYs 2004 - 2006

T

Medicare 42 43 43 44 43 43 43 43 43
Medicaid 25 23 23 21 20 20 23 22 21
Inpatient Commercial _ 31 32 32 33 34 34 32 33 33
Discharges [Worker's Compensation { 1 1 1 I 1 1 1 1
Self-pay/uninsured 1 1 1 1 2 1 1 1 1
Total 100% 100% 100%/| 100% 100% 100% 100% 100% 100%
Medicare 14 15 15 17 18 18 15 16 16
Emergency o ficaid 49 46 43 | 34 33 33 42 40 38
Department -
Treated and Commercial _ 26 27 29 36 37 37 30 32 33
Discharged (Worker's Compensation 2 2 3 3 3 3 2 3 3
Visits Self-pay/uninsured 9 9 10 11 10 10 10 10 10
Total 100% 100% 100%| 100% 100% 100% 100% 100% 100%
Medicare 9 13 9 46 47 45 43 44 42
Outpatient Medicaid 55 58 54 37 35 38 38 37 39
Behavioral Commercial 36 28 36 15 16 16 17 17 17
Health Visits J2orker's Compensation 0 0 0 0 0 0 0 0 0
Self-pay/uninsured i 1 0 2 2 2 2 2% 2
Total 100% 100% 100%) 100% 100% 100% 100% 100% 100%
Medicare 32 33 32 30 31 32 31 32 32
All Other edicaid 17 17 16 18 18 18 18 18 17
Outpatient iCommercial 47 47 46 45 45 45 46 46 45
Visits Worker's Compensation 1 1 3 1 1 1 1 1 2
Self-pay/uninsured 2 2 3 5 5 4 4 3 4
Total 100% 100% 100%| 100% 100% 100% 100% 100% 100%
|Medicare 28 28 28 32 33 33 30 31 31
Medicaid 26 26 24 20 19 19 23 23 22
" Commercial 41 41 41 42 42 42 41 42 41
FH.OSpltal Totad Worker's Compensation| 2 1 3 1 1 1 1 1 2
Self-pay/uninsured 4 4 4 5 4 4 4 4 4
Total 100% 100% 100%]| 100% 100% 100% 100% 100% 100%
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ii. Medical clinics payer mix

Based on a three-year average, four of every five visits to St. Mary’s Hospital medical clinics
were Medicaid covered or self-pay or uninsured, 14% of the visits were commercially-covered
and 7% were covered by Medicare (Table 37). An overwhelming majority of visits to the
Children’s Health and Dental clinics were Medicaid covered, while family health has seen a
sharp rise in self-pay or uninsured visits for family health care.

Table 37: St. Mary's Hospital's Outpatient Medical Clinics Payer Mix, FYs 2004 - 2006

BT

Medicare 14% 13% 14%
Medicaid 58% 69% 73% 69%
Family Health | Commercial 11% 12% 10% 11%
Self-pay 14% 5% 4% 6%
Total 100% 100% 100% 100%
Medicare 0% 0% 0% 0%
Medicaid 86% 83% 83% 83%
Children's Health | Commercial 11% 15% 15% 14%
Self-pay 3% 2% 2% 2%
Total 100% 100% 100% 100%
Medicare 0% 0% 0% 0%
Medicaid 96% 66% 66% 73%
Dental Commercial 3% 28% 28% 22%
Self-pay 1% 6% 6% 5%
Total 100% 100% 100% 100%
Medicare 6% 7% 7% 7%
Medicaid 78% 73% 76% 75%
Clinic Total Commercial 10% 15% 14% 14%
Self-pay 6% 4% 4% 4%
Total 100% 100% 100% 100%
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The Waterbury Hospital medical clinics payer mix is similar to St. Mary’s Hospital’s, primarily
covered by Medicaid or self-pay or uninsured (Table 38).

Table 38 : Waterbury Hospital Outpatient Medical Clinics Payer Mix, FYs 2004 — 2006

Commercial 13% 9% 10% 11%
Chase Medicaid 54% 52% 54% 54%
Outpatient Medicare 24% 26% 25% 25%
Center Self-pay/Uninsured 10% 12% 10% 11%
Worker's Compensation 0% 0% 0% 0%
Total 100% 100% 100% 100%
Commercial 20% 22% 31% 23%
Medicaid 50% 44% 45% 47%
- Medicare 15% 14% 19% 16%
HIV Clinie - pay/Uninsured 15% 19% 5% 15%
Worker's Compensation 0% 0% 0% 0%
Total 100% 100% 100% 100%
Commercial 13% 10% 11% 12%
Medicaid 54% 52% 54% 53%
Clinic Total Medicare 23% 25% 24% 24%
Self-pay/Uninsured 10% 13% 10% 11%
Worker's 0% 0% 0% 0%
Total 100% 100% 100% 100%
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5.0 Financial status of the hospitals at the end of FY 2006

Although by the end of FY 2006 St. Mary’s Hospital decreased its operating losses, it continued
to operate at a deficit, (3.7%) in FY 2006 compared to (10.02%) in FY 2005, (Table 1).
Operating loss, for Waterbury Hospital more than tripled from the year before. For both
hospitals, expenses continue to exceed revenues and since patient care is the primary source of
operating revenue, the cost and the payer mix are critical to the bottom line.

Revenue from government payers (Medicare and Medicaid) to the two hospitals have dropped to
59% in FY 2006 while costs for patients covered by these payers continue to account for about
64% the costs of providing care (Table 39). Government underpayments to the hospitals are
augmented by little or no revenues from self-pay patients who account for 2% of the cost of care.
Revenues from patients covered by commercial and workers compensation payers although more
than cover the costs of caring for those patients (about 41% versus 35% respectively) is sill
insufficient to make up for the deficit from government payers.

Table 39: Financial profile of St. Mary's Hospital and Waterbury Hospital, FYs 2004 - 2006

Er g [y o TV T

Net Assets

Hospital ($136,000) $23,760,000 $26,430,000 | $124,628,134 $126,535925 $119,504,105
Health System $1,424,000 $8,469,000 $16,197,000 | $163,330,870 $166,079,218 $158,400,874
Hospital Net Revenue Payer Mix*
Medicare 45% 46% 46% 45% 46% 45%
Medicaid 14% 14% 14% 12% 17% 14%
Commercial 3% 36% 37% 38% 34% 37%
Workers Compensation 4% 3% 3% 4% 1% 3%
Self Pay 0% 0% 0% 0% 2% 0%
100% 100% 100% 100% 100% 100%
Hospital Cost Payer Mix*
Medicare 4% 44% 44% 46% 46% 46%
Medicaid 20% 19% 19% 17% 18% 18%
Commercial 31% 33% 33% 3% 33% 33%
Workers Compensation 2% 2% 2% 1% 1% 1%
Self Pay 2% 2% 2% 2% 2% 2%
100% 100% 100% 100% 100% 100%
Financial Indicators
Current ratio 08 1.96 1.78 203 215 1.93
Days of expenses in accounts payable 72 A 69 42 47 56
Days cash on hand 1 3 5 20 34 42
Days of revenue in accounts receivable 38 48 60 49 42 37
Equity financing ratio (13%) 3% 7% 35% 37% 36%

Source: Annual Report on the Financial Status of Connecticut’s Short Term Acute Care Hospitals for Fiscal Year 2005, the
hospitals’ Audited Financial Statements 6 & *data submitted by the hospitals in response to the investigation.
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For consecutive years both hospitals experienced negative operating margins, a sign of financial
distress. This is more apparent with St. Mary’s Hospital whose rather low current liabilities to
current asset ratio, 0.8 in FY 2006, put the hospital at a higher risk for technical insolvency"’ .
The hospital’s cash flow position worsened with the amount of cash on hand to meet its short-
term obligations during the year dropping from three days in FY 2005 to one day in FY 2006.
The median number of days of cash on hand for the state and the nation in FY 2005 were 37.6
and 25.8 days respectively and an increasing trend is more favorable. To improve cash flow, the
hospital shortened the average time it took to collect revenues from billed patients by ten days

down to 38 days but that was not enough to improve the average time it took to pay creditors,
which increased by one day up to 72 days.

Over the last three years, Waterbury Hospital has experienced deterioration in its cash flows; the
hospital’s days of cash on hand have reduced from 42 days to 20 days, which is below state and
national medians. This may relate to the fact that it took the hospital seven days more to collect
revenues from billed patients on average, and it paid its creditors five days earlier than the year
prior. However, Waterbury Hospital is at very low risk of technical insolvency indicated by its

current assets to current liabilities ratio in FY 2006 of 2.03 which is above the median for the
state and nation.
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Appendix A

C.G.S. §19a-633

Investigative powers. The commissioner or any agent authorized by him to conduct any inquiry,
investigation or hearing under the provisions of this chapter, shall have power to administer
oaths and take testimony under oath relative to the matter of inquiry or investigation. At any
hearing ordered by the office, the commissioner or such agent having authority by law to issue
such process may subpoena witnesses and require the production of records, papers and
documents pertinent to such inquiry. If any person disobeys such process or, having appeared in
obedience thereto, refuses to answer any pertinent question put to him by the commissioner or
his authorized agent or to produce any records and papers pursuant thereto, the commissioner or
his agent may apply to the superior court for the judicial district of Hartford or for the judicial
district wherein the person resides or wherein the business has been conducted, or to any judge
of said court if the same is not in session, setting forth such disobedience to process or refusal to
answer, and said court or such judge shall cite such person to appear before said court or such
Judge to answer such question or to produce such records and papers.
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Appendix 1: Saint Mary's Hospital Licensed and Staffed Beds by Service Line, FYs 2004 - 2006

Medical/Surgical

OB/GYN 32 31 31 31 3 97%
Psychiatry 20 12 12 12 12 60%
Critical Care 55 43 35 35 38 8%
Pediatrics 12 10 10 10 10 83%
Total 347 201 190 190 194 58%

Total Bassinets 32 32 32 32 32 100%

Appendix 2: Waterbury Hospital Licensed and Staffed Beds by Service Line, FYs 2004 - 2006

S ik

OB/GYN 32 31 32 32 32 97%

Psychiatry 30 30 30 30 30 100%

Critical Care 20 20 20 20 20 100%

Pediatrics 24 10 10 10 10 42%

Total 357 246 247 239 244 69%

Total Bassinets 36 36 36 36 36 100%
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Appendix 3: Saint Mary's Hospital Acute Care Discharges by Service Line, FYs 2004 - 2006

ST R

"Medical |

Surgical 3,320 3,403 3,308 3,344 -2

Behavioral Health 602 590 574 589 2

Matemity/Pediatrics 3,044 2,570 2,739 2,784 18 -6 10
Total 12,966 12,265 12,088 12,440 [ 1 7

Appendix 4: Waterbury Hospital Acute Care Discharges by Service Line, FYs 2004 - 2006

B
| Bt

Wil AT o ea |

it

Medical 6,546 6,861 4
Surgical 4,228 4,124 2 4
Behavioral Health 936 1,131 5 -15
Matemity/Pediatrics 2,886 3,372 0 -17
Total 14,596 15,488 15,087 15,057 -6 3 -3
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Appendix 5: Saint Mary's Hospital Acute Care Days by Service Line, FYs 2004 - 2006

edica -

29,890

27,678

26,297

27,955

8
Surgical 18,272 16,931 17,307 17,503 8 -2 S
Behavioral Health 3,864 3,709 3,588 3,720 4 3 7
Matemnity/Pediatrics 7,966 6,781 7,008 7,252 17 -3 12
Total 59,992 55,099 54,200 56,430 9 2 10

Appendix 6: Waterbury Hospital Acute Care Days by Service Line, FYs 2004 - 2006

Mcdical

34,054 32,532
Surgical 21,654 19.414 20,525 20,531 12 -5 5
Behavioral Health 7,342 8,184 7,776 7,767 -10 5 -6
Maternity/Pediatrics 7,836 9,188 8,972 8,665 -15 2 -14
Total 70,414 70,840 69,805 70,353 -1 1 1

Appendix 7: Case Mix Index for St. Mary's and
Waterbury Hospitals, FY 2003 - 2005

St. Mary's -
Waterbury -

1.3577
1.3534

1.3576
1.3848

1.3733
1.4015

Source: OHCA Hospital Budget System
! Not yet available to OHCA.
Case mix index - measures the relative cost of treating patients

at a hospital, the average cost is 1.0.
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Appendix 8: Saint Mary's Hospital Acute Care Gain or Loss per Discharge or Case by Service
Line, FYs 2004 — 2006

Medical 69 431 617 364 -84 -30 -790
Surgical (2,809) (1,493) (1,550) (1,947) 88 -4 45
Behavioral Health (2,543) (2,162) (1,594) (2,107) 18 36 37
Maternity/Pediatrics | (561) (1,275)  (1,298) (1,022) 56 2 -131

Total | (937) (585) (515) (684) 60 14 45

Appendix 9: Waterbury Hospital Acute Care Gain or Loss per Discharge or Case by Service
Line, FYs 2004 — 2006

Medical (308) (245) 76 (160) 25 422 125
Surgical (1,135) (797) (278) (743) 42 187 75
Behavioral Health (3,021) (1,618) (1,407) (1,964) 87 15 53
Maternity/Pediatrics | (1,040) (376) (627) (663) (77 -40 40
Total | (866) (521) (282) (553) 66 85 67
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Appendix 10: St. Mary's Hospital Top Ten Principal Reasons for Emergency Department
Treated and Discharged Visits, FYS 2004 — 2006q1q2

Acute upper respiratory infectio, -

unspecified site, not otherwise specified
(NOS)
382.9 Otitis Media, NOS 832 1,590 1,458
34 Strep sore throat 637
V583 Attending-surgical dressing/suture 617 1,050 862
79.99 Viral infection, NOS 595 1,010 1,096
462 Acute pharyngitis 529 809 760
599 Urinary tract infection, NOS 426 842 840
789 Abdominal Pain, Unspecified site 419
493.92 Asthma NOS with acute exacerbation 409 868 794
786.59 Chest Pain Nec 406 846 772
847 Sprain Of Neck 818
786.5 Chest Pain NOS 867 797
784 Headache 876
Top Ten Total 5,939 10,164 9,561
% of ED Treated & Discharged 10% 18% 18%

Appendix 11: Waterbury Hospital Top Ten Primary Reasons for Emergency Department
Treated and Discharged Visits, FYs 2004 - 2006

Th

789 Abdominal pain unspecified site 714 1,512 1,377
3829 Otitis media NOS 519 1,008 1,072
780.6 Fever 502 950 844
786.5 Chest Pain NOS 493 932 834
4659 Acute URINOS 390 629 663

462 Acute pharyngitis 346

786.59 Chest pain NEC 338 775 737

883 Open wound of finger 296 730 674

845 Sprain of ankle NOS 276 654

784 Headache 275 638
847.2 Sprain lumbar region 640

847 Sprain of neck . 677 836

490 Bronchitis NOS 657

Top Ten Total 4,149 8,505 8,334
% of ED Treated & Discharged 19% 19% 19%
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Appendix 12: Waterbury Hospitals Top Ten Primary Reasons for Emergency Department
Treated and Admitted to Acute Care, FYs 2004 - 2006

486

Pneumonia

658 528 514
428 Congestive heart failure 517 455 377
786.59 Other chest pain 304 307 246
427.31 Atrial fibrillation 297 251 193
414.01 Coronary atherosclerosis 304 178 168
410.71 Subendocardial infarction 247 254 278
38.9 Unspecified septicemia 258
518.81 Acute respiratory failure 256 193 150
599.0 Urinary tract infection, site not specified 262 224 204
780.2 Syncope and collapse 263
276.5 Volume depletion 250 242
Obstructive chronic bronchitis with acute
491.21 exacerbation 224
584.9 Acute renal failure, unspecified 173
Total 3,366 2,813 2,596

Source: OHCA Acute Care Discharge Database
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, Snapshot: Connecticut’s Health Insurance. Results
January 2005.

? Who are the Uninsured? Characteristics of Uninsured Workers in Connecticut. Office of Health Care Access.
January 2003,

} Rising Acute Care Hospitals Inpatient Charges — FYs 1991 — 1999. Office of Health Care Access. June 2001

4 Studying Health Care Utilization in Connecticut: Report to the General Assembly. Office of Health Care Access.
June 2006.

> Minorities include Blacks, American Indians or Eskimos or Aleuts, Hawaiian or Pacific Islanders, Asians, other
non-whites and Hispanics or Latinos of any race.

) Studying Health Care Utilization in Connecticut: Report to the General Assembly. Office of Health Care Access.
June 2006.

! Snapshot: Connecticut'’s Health Insurance. Results of the Office of Health Care Access 2004 Household Survey.
January 2005.

¥ Databook - Preventable Hospitalizations in Connecticut: Assessing Access to Community Health Services, FYs
2000 - 2004. Office of Health Care Access. September 2005.

® Health Care for Connecticut's Underserved Populations. Connecticut Department of Public Health. November
2005.

' Department of Mental Health and Addiction Services (DHMAS) mental health service area which comprises of
the towns of Barkhamsted, Beacon Falls, Bethel, Bethlehem, Bridgewater, Brookfield, Canaan, Cheshire,
Colebrook, Cornwall, Danbury, Goshen, Hartland, Harwinton, Kent, Litchfield, Middlebury, Morris, Naugatuck,
New Fairfield, New Hartford, New Milford, Newtown, Norfolk, North Canaan, Oxford, Prospect, Redding,
Ridgefield, Roxbury, Salisbury, Sharon, Sherman, Southbury, Thomaston, Torrington, Warren, Washington,
Waterbury, Watertown, Winchester, Wolcott, and Woodbury.

o Report of the Committee to Examine Hospital Inpatient Behavioral Health Bed Capacity for Children .Submitted
to the General Assembly. January 2006.

of the Office of Health Care Access 2004 Household Survey.

2 Studying Health Care Utilization in Connecticut: Report to the General Assembly. Office of Health Care Access.

June 2006.

" dlmanac of Hospital Financial and Operating Indicators, A comprehensive benchmark of the nation’s hospitals.
Ingenix 2007.
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St. Mary’s Hospital (SMH) and Waterbury Hospital (WH) jointly contracted with The
Chartis Group, LLC. to conduct a market overview, a financial review and community
needs assessment and present options in the planning efforts to integrate the hospitals.

The consultants projected the financial impact of different levels of possible integration:

Level 1: Administrative and Operational Support Integration only
Level 2: Limited Clinical Integration and Level 1
Level 3: Full Administrative and Clinical Integration

The consultant’s model included integration expenses that would be necessary depending

on the level of integration required. In summary, these expenses related to cost
associated with:

A. Integration Costs: consulting and legal fees, public relations costs, reduction
in workforce severance, etc.

B. IT Platform Alignment: Cerner rollout to SMH, fiber optic cable
linkage, PACs, telecommunication system integration, etc.

C. Facility Renovation: Emergency Department, inpatient unit expansion,
outpatient facilities, etc.

With the assumptions above, the consultants then estimated costs for each level of
integration over 5 years:

Level One Level Two Level Three

(“Millions™) (“Millions™) (“Millions”
A. Affiliation Costs $12.0 $17.0 $25.0
B. Technical Costs $12.2 $12.2 $12.2
C. Facilities Costs $ 1.0 $ 3.9 $62.2
$25.2 $33.1 $99.4

All levels of integration show a positive financial gain 5 years out. There would be a
significant spend down or depletion of Waterbury Hospital cash reserves to facilitate the
affiliation. Therefore, WH would be at risk of violating some of its bond covenants and
possibly alter its credit profile and its future access to capital.
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Summary of Consultant’s report:

- SMH is cash flow negative, has a drained balance sheet and is outside its
Bond Covenants

- WH has a stronger Balance Sheet but faces income and cash flow challenges
that will make it increasingly difficult to fund future capital requirements

- According to the report, it may take more than 10 years to get to the point
where the combined entity could afford to build a new combined hospital

- A closer affiliation between WH and SMH can yield significant cost savings
opportunity and long term financial benefit to the region’s health care delivery
system

- While full clinical integration (Level 3) might be too costly in the near term,
Level 1 and Level 2 can provide ample net cash flow to stabilize operations
and position the delivery system to move toward full clinical integration in the
future

- SMH and WH have internal issues that would need to be addressed, such as:
Catholic and Secular organizations, WH has a unionized workforce, SMH
liabilities, and a general cultural divide between the two organizations.
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g ¥
Y < StayWell 73

HEALTH CENTER

December 11, 2006

Cristine A. Vogel, Commissioner

State of Connecticut, Office of Health Care Access
410 Capitol Avenue, MS #13HCA

P.O. Box 340308

Hartford, CT 06134-0308

Dear Commissioner Vogel:

Thank you for inviting StayWell Health Center to respond to the recent Draft Study that was
completed on the two hospitals in Waterbury. We agree that there are some concerns with the
structure of healthcare that impact our community. StayWell is committed to being a part of the

solution so that our patients and our community can continue to have quality care that is
accessible.

In the past, StayWell has partnered with both hospitals in many successful projects. Most
recently we have been working on an integrated network of services for uninsured adults that
includes enrollment in Pharmacy Assistance Programs, Linkage with Primary Care, Medicaid
Eligibility Screening, Application Assistance and the pursuit of an Electronic Health Record.

However, we want to alert you to the many barriers to providing services that StayWell contends

with because they will not make it easy to resolve the community-based issues of access that the
Study discusses.

* We have difficulty getting access to Specialists who are not interested in seeing our
patients. The low reimbursement rates for Title 18 and Title 19 for non-community health
center providers has a trickle down effect on our patients. Not only is this barrier
influenced by low reimbursement rates, but when patients have delayed care they become
more complicated to manage and pose a greater malpractice risk. At StayWell, we
repeatedly encounter patients who have suffered poorer outcomes either due to the lack

of specialty access or due to a delay in secking/receiving primary care because they were
uninsured.

StayWell has a base of $1 million in federal support through HRSA. Other community
health centers on average are funded at a significantly higher amount. Federal support
has not kept pace with the rapid growth in its client base that StayWell has experienced.
In fiscal year 2000, StayWell provided 14,856 health care visits. Six yedrs later, in fiscal

year 2006, we provided 55,687 visits, a growth of 275%. StayWell employs 110 health
professionals to care for these patients.

80 Phoenix Avenue K Waterbury, CT 06702 & Tel: (203) 756-8021 & Fax: (203) 596-9038
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Cristine A. Vogel, Commissioner
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Page 2

StayWell does receive funding from the State of Connecticut to assist with providing
services to the uninsured. StayWell receives approximately $118,000 from the
Department of Public Health on an annual basis to cover costs associated with the
uninsured in the Adult Medicine and Dental Departments. This has been reduced over
the years with a loss of over $100,000 to cover the costs of Pediatric uninsured services a
few years ago. With our uninsured rate rising to 20% of all patient visits, this loss has
been a struggle. Again, it is our understanding that our DPH funding for services to the
uninsured is much lower than our colleagues throughout the State of Connecticut.

There are commonalities in the struggles that our healthcare organizations face on a daily
basis, primarily staffing. With the shortage in qualified nurses, we are frequently
competing for staff. We have seen this to be the case for physicians also. Hiring
culturally competent staff is always a struggle and then unfortunately added to the
existing community shortages. Ultimately, staffing shortages impact access to care when

special outreach services or walk-in hours need to be suspended due to inadequate staff to
assign.

Thank you in advance for your consideration of the above-mentioned concems that must be

taken into account when designing a solution. Again, we look forward to continued conversation
that will result in a solution for our patients and community.

Respectfully submitted,

Donald J. Thompson, MPS
President/CEO

CC.

(] -
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Robert Ritz

John Tobin

John Blair

Susan Cole England
Karen Roberts
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In 1990 Connecticut had 36 acute care general hospitals — today there are 30. The state
has experienced the similar national trend with the decreasing number of acute care
hospitals. The primary drivers of these closures and mergers are related to
reimbursement, competition and shifting population demographics.

Afler reviewing the state’s closures and mergers, it was apparent that each circumstance
was different depending upon the financial strengths and weaknesses of the hospitals
involved. In all of the mergers (in the cities of Bridgeport, Hartford and Meriden) one
hospital was financially capable of absorbing the debt of the less viable hospital; and in

no circumstances was the State of Connecticut financially responsible for the merger or
closure activity.

Connecticut has experienced 6 mergers; one closure of a small rural community hospital;
one acquisition and conversion of a small non-profit to the state’s only for-profit hospital.
The construction of a new children’s hospital and a 94-bed community hospital were both

results of mergers. Table 1 provides an overview of the closure and merger activity.

Table 1. Hospital Closures and Mergers in Connecticut

Year Activity Surviving Entity Number of
Licensed Acute-
Care Hospitals
1990 36
1991 | Meriden-Wallingford Hospital merges with Veterans Memorial 35
WWII Memorial Hospital to form Veterans Medical Center
Memorial Medical Center
1993 | Park City Hospital merges with Bridgeport Bridgeport Hospital 34
Hospital
1995 | Mount Sinai Hospital merges with Saint Saint Francis 33
Francis Hospital and Medical Center Hospital and Medical
Center
1996 | Connecticut Children’s Medical Center opens | Connecticut 33
(consolidating services previously provided at | Children’s Medical
three hospitals - Hartford, John Dempsey and | Center
Newington Children’s Hospital) and
succeeding Newington Children’s Hospital
1997 | Bankruptcy of Winsted Hospital Winsted Health 32
Center
1998 | MidState Medical Center opens as successor MidState Medical 32
to Veterans Memorial Medical Center Center as successor
to VMMC
1998 | Saint Joseph’s Hospital merges with Stamford | Stamford Hospital 31
Hospital
2002 | Not-for-profit Sharon Hospital acquired by Sharon Hospital 31
for-profit Essent Healthcare (CT’s first for-
profit acute care hospital)
2006 | New Britain Hospital merges with Bradley The Hospital for 30
Memorial Hospital Central Connecticut
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The one merger that closely resembles the circumstances with St. Mary’s Hospital and
the Waterbury Hospital would be the merger of Park City Hospital and Bridgeport
Hospital. Below is a brief summary of facts:

Merger of Park City Hospital and Bridgeport Hospital

On March 30, 1993, OHCA issued a decision which authorized the
merger of Park City Hospital into Bridgeport Hospital, with
Bridgeport Hospital being the surviving entity.

The projects total capital expenditure was $14,327,000 plus $1,561,000
in capitalized financing, for a total capital expenditure of $15,888,000.
The $14,388,000 Park City Hospital expenditure component was financed
through CHEFA revenue bonds and the remaining $1,000,000 was
equity-financed from internally generated funds.

Park City Hospital’s Reasons for Merging:

financial condition was negatively impacted by low and
declining utilization of inpatient services

inability to compete on services

unable to rencgotiate outstanding loan obligations or
obtain new sources of capital

reported long term debt payable of $810,777 and total
assets of $23,547,109

Outcome of merger:

Park City Hospital converted to an inpatient/outpatient
rehabilitation center that provided inpatient psychiatric
services (eventually relocated to Bridgeport Hospital)
Park City Hospital’s emergency services were replaced
with primary care/walk-in center

all acute care services provided at Park City Hospital
(with the exception of ambulatory surgery) would be
provided at Bridgeport Hospital site

the merger resulted in the termination of 194 acute
care beds
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1. Background

In January 2000, the Report of the Committee to Examine Hospital Inpatient Behavioral Health
Bed Capacity for Children was issued. The report was prepared in response to Public Act 05-
280, “An Act Concerning the Expenditures of the Department of Social Services.” The report
examined the challenges faced by the 31 acute care hospitals in Connecticut in providing
inpatient behavioral health services to pediatric' patients, particularly in Mental Health Region §
(Region 5). Currently, statewide only four of the hospitals have inpatient psychiatric units for
children (ages 0 to 12) and six for adolescents (ages 13 to 17). Although not all hospitals have
inpatient pediatric behavioral health services, hospitals attempt to accommodate these pediatric

patients either in other units within the hospital or transfer them to other facilities for inpatient
care.

The committee was to focus on the existing situation in Region 5 which has six acute care
hospitals, Charlotte Hungerford, New Milford, Sharon, Danbury, St. Mary’s and Waterbury, but
only five beds for adolescent behavioral health patients at Waterbury Hospital and none at all for
children in any of the hospitals (see Table 1). Also, there are no freestanding psychiatric
hospitals in the region. According to the committee’s report, in 2004, at least 200 the pediatric
patients from the region had to access needed acute inpatient psychiatric care outside the region.

Table 1: CT acute care pediatric behavioral health beds, FY 2004

Hospital of Saint Raphael [ NewHaven |

5 2

Yale New Haven Psychiatric Hospital 0 New Haven 2
St. Francis Medical Center? 12 8 0 20 Hartford 4
Hartford/Institute of Living/CT Children's 9 13 0 22 Hartford 4
Manchester Hospital® 0 10 0 10 Manchester 4
Waterbury Hospital 0 5 0 5 Waterbury 5
Sub-Total 46 55 5 106
Public

Riverview Children & Youth? - - 85 85 Middietown | 2
Sub-Total 0 0 85 85
Free-standing

Hall-Brooke Behavioral Health Services - - 20-34 20-34 Westport 1

Silver Hill Hospital 0 10 0 10 New Canaan 1

Natchaug Hospital 6 12 3 21 Mansfield 3

Stonington Insfitute 0 4 0 4 N. Stonington 3
Sub-Total 6 26 23-37 55-69

Source: Report of the Committee to Examine Hospital Inpatient Behavioral Health Bed Capacity for Children, Table 2, page 10.
1 Hospitals swing beds between the two age groups on as needed basis.

2Physical capacity is 23 beds.

3 Survey was not administered to hospital.

4CT Department of Children and Families (DCF) provided the information; the facility has 12 additional sub-acute care beds.

' Under 18 years old.
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In accordance with Public Act 05-280, the commiftee’s report contains recommendations

concerning the expansion of licensed hospital psychiatric inpatient bed capacity for children in
Region 5. These recommendations are:

1. Increase the number of acute care general hospital and/or psychiatric
hospital beds and Psychiatric Residential Treatment Facility (PRTF) beds for
children and adolescents in Region 5 based on the process outlined in
Recommendation # 2.

2. The commissioner or designee of the Office of Health Care Access (OHCA)
will convene an implementation group including the six general hospitals in
Region 5, other behavioral health service providers to Region 5 residents
under the age of 18, and representatives of state agencies for input on the
appropriate number and location of beds. Execution of the group's
proposal(s) will be subject to Certificate of Need (CON) authorization.

To fulfill these recommendations, the Office of Health Care Access established an
Implementation Group consisting of representatives of the six general hospitals in the region and
of the Department of Children and Families (DCF), the Department of Social Services,
Wellspring Foundation, the Child Guidance Clinic of Waterbury and the Northwest Center for
Family Services and Mental Health (see Attachment 1).

The Implementation Group, which met three times during the summer and autumn, reviewed the
most current pediatric inpatient behavioral health utilization data available to develop
recommendations for the region. This report presents the recommendations about the
appropriate number and locations of acute care, PRTF and emergency crisis stabilization beds
needed in the region to facilitate patient access and transfer to appropriate levels of care and
reflects the opinion of the majority of the group.

IL. Implementation Group Recommendations and Rationale

Recommendation 1: Any Certificate of Need application for adding to behavioral health
pediatric beds in Region 5 must include a plan for coordinating proposed additions with
existing community-based services.

The overriding concern of the group is that an evaluation to establish the appropriate number of
acute care beds should be system-based and not done in a vacuum. The behavioral health system
includes emergency, acute and step down levels of care, all of which needed to be evaluated

concurrently and any changes to be implemented should be coordinated with existing
community-based services.
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Recommendation 2: An additional 20 to 30 acute care general hospital and/or psychiatric
hospital beds are required in Region 5. In order to provide developmentally appropriate care
for children and adolescents, the additional beds should be allocated to two discrete units, one
for children (up to 12 years old) and one for adolescents (13 — 18 years old).

According to the Committee’s January 2006 report, there are 2.1 acute care pediatric behavioral
health beds available per 10,000 residents under age 18 in Connecticut, but only 0.3 per 10,000
for the same age cohort in Region 5 (see Table 2). This demonstrates that Region 5 has
substantially lower number of beds available for its pediatric population than the state in general.
As a result, hospitals in the region admit children needing inpatient behavioral health services to
general pediatric and adolescent units and adolescents to adult psychiatric and medical/surgical
units; and the remaining are transferred or referred to hospitals located elsewhere in Connecticut
or out-of-state. Currently, about one-half of the pediatric patients transferred out-of-state for
behavioral health services are from Region 5. Area hospitals transferred one-third of pediatric

patients from the region to other acute care providers in Connecticut for acute behavioral health
treatment.

Southwest 25%
South Central 28%
Eastern 14%
North Central _ 30%
NorhWEsEEE A R TRt SRRy
Statewide 175 100% 241

Source. Report of the Committee to Examine Hospital Inpatient Behavioral
Health Bed Capacity for Children, Table 3, page 11.

* Includes beds in acute care psychiatric units and freestanding psychiatric
hospitals.

Patients receiving behavioral health treatment benefit most when their families are involved.
Hence, additional acute care beds should be located in the region to improve families’ ability to
participate in care. In the absence of a state adopted standard bed need methodology, the group
applied the statewide standard of 2.1 beds per 10,000 to the pediatric population of Region 5, of
149,927 based on Census 2000, to determine the maximum number of beds the area needs.
Based on this methodology, there should be up to 31 beds in total in the region, or about 26 new
beds given that five already exist in Waterbury. According to the experts in the group, a 10 to 15-
bed unit is the most efficient and clinically appropriate size for an acute care behavioral health
unit. The treatment of children and adolescents in the same milieu is developmentally
inappropriate and may be counter-therapeutic.  Consequently, the group recommends

establishing two discrete units in the region, with a combined capacity of 20 to 30 new acute
beds.
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Recommendation 3: Locate any additional acute care pediatric psychiatric units in one of the
three major population centers in Region 5; Danbury, Torrington and Waterbury.

Region 5 is a geographically large and diverse area that consists of 43 cities and towns. Table 3
is an analysis of acute care hospital Region 5 pediatric behavioral health discharges by town of
origin. The data indicate that the majority of discharges and their associated patient days are
from three metropolitan areas, Waterbury (27% and 33%), Torrington (8% and 12%) and
Danbury (11% and 7%). In order to enhance access to acute programs, the group recommends
the location of any additional programs in one of the three metropolitan areas.

Table 3: Region 5 Average Annual Acute Care Pediatric Behavioral Health! Discharges and
Days by Town of Origin: SFYs 2004 - 2006q1-q3

Waterbury
Danbury
Naugatuck
Torringion
Cheshire

Torrington
Cheshire

Naugatuck
Danbury

i M ST ‘,71

Source: ess Acute Care Discharge Database

1Acute care hospitals' behavioral health discharges assigned Diagnosis Related Group (DRG) 424 to
437 or 521 to 523.

2For this purpose, discharges and patient days for the other 37 towns in the region were not
significant individually.
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Recommendation 4: Establish fifteen to twenty five Psychiatric Residential Treatment
Facility (PRTF) beds in Region 5. These beds should be located in proximity to existing beds
or as part of the establishment of a new program or facility, which includes acute beds.

Psychiatric residential treatment facilities (PRTFs) provide inpatient psychiatric care to
Medicaid-covered patients under 21 years old. PRFTs facilitate acute care hospitals’ patient
“throughput” to ease system gridlock and “boarding” in the EDs.

In SFY 2004, over one-half (or 167) of acute care inpatient transfers to another type of institution
were Medicaid beneficiaries who might have been better served by a step down level of care at
facilities such as a PRTF or community-based alternatives;” this is an average of 14 patients per
month. According to data from the Connecticut Behavioral Health Partnership (CT BHP) at four
points in time for each month between September and November of 2006, on average 9.1
patients from the region were placed in mostly non-area PRTFs (Table 4). The highest number
of patients placed within a month during the period was 11.5.

Source: Department of Social Services Region 5 hospital and PRTF admits under the CT BHP
between September and November 2006 taken at four points in time per month.

Within a month, an average of 1.5 patients awaited placement in a PRTF. The highest number of
patients who awaited placement in the three-month period was 2.0.

In all, there was an average of 10.6 PRTF placements needed in the region during the three
months. The highest number of placement needed within a month was 12.75. This means,
between 50 and 60 percent of the region’s acute care pediatric patients admitted during the
period, required placement in a PRTF after acute care. The need for a PRTF level of care has
increased with Wellspring’s decision to discontinue its PRTF service in November 2006.

2Report of the Committee to Examine Hospital Inpatient Behavioral Health Bed Capacity for Children. Submitted to
the Connecticut General Assembly. January 2006. Ibid.
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Emergency Crisis Stabilization Beds

In evaluating the needs of the region, the group discussed the feasibility of establishing
emergency crisis stabilization beds (ESC) as part of the continuum of care. ECS beds are used
for managing demand spikes, extended patient observation and minimizing “boarding” or
patients waiting in the ED for more than 23 hours before admission to an inpatient bed or
discharged to the community. Based on the committee’s report, in FY 2004, hospitals in Region
5 evaluated 660 children and adolescents with a behavioral health diagnosis in the ED before
transferring them to inpatient acute care. As many as one-quarter of those patients, waited in the

ED for over 23 hours before the inpatient admission (see Table 3); 3 that is, an average of 15
boarders per month.

Table 3: Number of pediatric behavioral health patients evaluated in Region 5 Emergency Departments
and length of stay in hours prior to inpatient admission, FY 2004

Source: Report of the Committee to Examine Hospital Inpatient Behavioral Health Bed Capacity for Children.
Submitted to the Connecticut General Assembly. January 2006. Table 6, page 15.
' One adolescent outlier spent 170 hours in ED.

Assuming an average stay of 48 hours in the ED for those boarders, then the average daily
census is one. According to information provided by DSS, a hospital based ED affiliated crisis
unit is only economically viable if it serves more than 800 to 1,000 pediatric patients per year
with an average overnight census of three or more patients. Therefore, currently there is not
sufficient need to sustain a hospital based crisis stabilization unit in the region. The additional

acute care and PRTF beds will be enough to handle potential demand spikes and extended stays,
thus eliminate boarding.

? Ibid.
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Attachment 1

Attachment E

Region 5 Pediatric Inpatient Psychiatric Services Implementation Workgroup

The membership of the Region 5 Pediatric Inpatient Psychiatric Services Implementation

Workgroup included the following persons:

1. Susan Cole, Director of Certification,
Financial Analysis and Forecasting &
Chair

2. Mark Schaefer, Ph.D., Director, Medical
Policy and Behavioral Health, Medical
Care Administration

3. Karen Andersson
4. Peter Johnson, Ph.D.
5. Dr. Charles Herrick, Medical Director,

Inpatient Psychiatric Services

6. Dr. Steven Singer, Chief of Psychiatry

7. Thomas Narducci, LCSW

8. Maureen Salemo, Director of Social Work

9. Jena Brebbia, LCSW

10. Dr. Peter Jacoby, Chairman of Emergency
Services Department

11. Doreen Elnitsky, Administrative Director,
Behavioral Health

12. Tom Czarkosky, Manager, Child
& Adolescent Behavioral Health Services

13. Gary Steck, Executive Director
14. Herb Hall

15. Donna Campbell

Staff to the Implementation Group

1. Olga Armah, Associate Research Analyst,
Research and Evaluation

2. Steven Lazarus, Associate Health Care
Analyst, Certification, Financial Analysis
and Forecasting

Office of Health Care Access

Department of Social Services

Department of Children and Families
Department of Children and Families
Danbury Hospital

Charlotte Hungerford Hospital
Charlotte Hungerford Hospital
New Milford Hospital

Sharon Hospital
St. Mary’s Hospital

Waterbury Hospital
Waterbury Hospital
Child Guidance Clinic of Waterbury

Wellspring Foundation, Inc.

Northwest Center for Family Services and
Mental Health

Office of Health Care Access

Office of Health Care Access
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