Saint Mary’s Health System, Inc.
&
LHP Hospital Group, Inc.’s

Certificate of Need Application
for their Proposed Joint Venture

July 21, 2011

Binder 1 of 2

SaintLMary's lﬂ.] LHP




30NnNs XN ~3AET3E£00T

HLOWI\RUDNICK

CityPlace |

ROBERT J. ANTHONY 185 Asylum

Counselor at Law Street

direct dial: 860.509.6517 Hartford

fax: 860.509.6501 Connecticut
06103

ranthony@brownrudnick.com tel 860.509.6500

fax 860.509.6501

July 21, 2011

VIA HAND DELIVERY

Office of the Attorney General

Attn.: Assistant Attorney General Gary W. Hawes
55 Elm Street

P.O. Box 120

Hartford, CT 06141-0120

Commissioner of Public Health
Attn.: Melanie A. Dillon, Esq.
410 Capitol Avenue

Hartford, CT 06134

RE: gint Mary’s & LHP’s — Certificate of Need Application for a Joint Venture

Dear Attorneys Hawes and Dillon:

Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc. hereby submit for approval a
Certificate of Need Application for their proposed joint venture (the “Application”). At your
request, two copies have been hand delivered to Attorney Hawes' office and seven copies
have been hand delivered to Attorney Dillon’s office. In addition, each office has received
an electronic version.

Please note that Exhibit 20 of the Application is being bulk filed and therefore only one hard
copy has been provided to Attorney Hawes' office and one hard copy has been provided to
Attorney Dillon’s office. Exhibit 20 contains 5 binders with information on Saint Mary’s
Hospital Foundation's restricted funds. Exhibit 20 has been scanned and is included in the
electronic version of the Application. If further hard copies are required, please let me know.

A check in the amount of $500.00, representing the filing fee, was also delivered to Attorney
Dillon’s office.

Brown Rudnick LLP  an international law firm  Boston | Dublin | Hartford | London | New York | Providence | Washington



Lt to Attorney Hawes & Attorney Dillon
July 21, 2011
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If you have any questions or need anything further, please contact me at 860.509.6517.
Thank you for your assistance in this matter.

Very truly yours,

BROWN RUDNICK LLP

Lot f Jn@w% Jon

Robert J. Anthony

Encl.

# 40285007 v1 - MERCIECM - 080456/0042



AFFIDAVIT

Applicant: Saint Mary’s Health System, Inc.

Project Title: Saint Mary’s Health System, Inc. and LHP Hospital Group,
Inc.’s Application for Approval of Joint Venture

I, Chad Wable , President & CEO

(Individual's Name) (Position Title — CEO or CFO)

of Saint Mary’s Health System, Inc. being duly sworn, depose and state that
(Hospital or Facility Name)

Saint Mary's Health System, Inc.’s information submitted in this Certificate of
(Hospital or Facility Name)

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

%\/ 7/15/u

Signature ¢ Date °

<
Subscribed and sworn to before me on ﬁuda&q,, (/Q’ML;{ / 5; olg/ /

<7 S .
o~ . P
-

, ‘;:‘thary'Public/Commissioner of Superior Court

My commission expires:

HARRIET SISB
NOTARY PUBLIC
MY COMMISSION EXPIRES MAR. 81, 2016



AFFIDAVIT

Applicant: LHP Hospital Group, Inc.

Project Title: Saint Mary’s Health System, Inc. and LHP Hospital Group,
Inc.’s Application for Approval of Joint Venture

1, Daniel J. Moen \ CEQO
(Individual's Name) (Position Title — CEO .or CFO)

of LHP Hospital Group, Inc. _being duly sworn, depose and state that
(Hospital or Facility Name)

LHP Hospital Group, Inc.’s _information submitted in this Certificate of
(Hospital or Facility Name)

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

/Q«w 777”3\_ Juar 18, 20l

Signature Date

Subscribed and sworn to before me on : Q / /

/Z%QQWL

Notary Public/Commissioner of Superior Court

My commission expires: (e//‘;//sl
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MICHAEL J. JARJURA JOSEPH A. GEARY

MAYOR DIRECTOR OF OPERATIONS
June 14, 2011 OFFICE OF THE MAYOR
THE GITY OF WATERBUIRY
CONNECTICUT

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group. Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

As Mayor of the City of Waterbury, it is my pleasure to support the application of Saint
Mary’s Health System, Inc. and LHP Hospital Group, Inc. to creaie a joint venture that will make
the provision of health care in Waterbury more secure and proper'y funded for the future. In
addition to the $108 million dollars LHP will provide as part of its contribution to the joint
venture, LHP has also committed $75 million dollars for investments in clinical services,
technology, facilities and physician recruitment. This kind of commitment will transform health
care in Waterbury,

The City of Waterbury has relied on Saint Mary’s Hospital for over 100 years to serve the
community as a Catholic hospital bound by ethicai and reiigious directives. The new entity
which will be created as a result of the joint venture wili continte these directives and will uphold-
the community benefit standards that are critical to so many of our City’s individuals. In addition
to the enhancement of health care services, this proposai will also stabilize the pension fund at
Saint Mary’s Hospital. Many of the City’s residents work at the Hospital and rely on the pension
“when they retire. To know that the pension will be secure as a result of the proposal before you is

invaluable.

[ strongly urge that you approve this application.

Sincerely,

4 £

) "éterbury

236 GRAND STREET * WATERBURY, CONNECTICUT 06702 + (203) 574-6712



THomas G. DuNnN
MAYOR

OFFICE OF THE MAYOR

TOWN OF WOLCOTT

June 21, 2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of the Town of Wolcott, I am pleased to support Saint Mary’s Hospital and the proposed Joint
Venture between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. My community
relies on patient-centered quality care provided by Saint Mary’s Hospital for both inpatient and outpatient
services. This plan will benefit the community because it will improve the ability of Saint Mary’s Health
System to provide accessible and quality health care services.

Saint Mary’s Hospital’s facilities are older and need to be upgraded. This proposal will provide the
financing required to undertake the improvements that will allow the hospital to continue to provide
services in an enhanced setting to the entire community. As part of the Joint Venture, LPH Hospital
Group has pledged to continue to operate Saint Mary’s facilities in accordance with community benefit
standards. This will preserve the access to care for all, that our residents have come to expect. ‘

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as an
important step in maintaining quality health care for the residents in the Waterbury area now and in the
foreseeable future. Thank you for your consideration of this proposal.

Sincerely,

b2

Thomas G. Dunn
Mayor, Town of Wolcott

7
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10 KEneEa AVENUE ¢ WoLcoTT, CoNNECTICUT 06716 ¢ PHONE: (203) 879-8100 ¢ Fax: (203)879-1542
An Equal Opportunity Employer



OFFICE OF THE MAYOR « TOWN OF PROSPECT, CT 06712-1699
ROBERT J. CHATFIELD, MAYOR
758-4461
WWW.TOWNOFPROSPECT.COM

June 15, 2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen:

On behalf of the Town of Prospect, I am pleased to support Saint Mary’s Hospital and the proposed Joint
Venture between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. My community relies
on patient, centered quality care provided by Saint Mary’s Hospital for both in-patient and out-patient
services. This plan will benefit the community because it will improve the ability of Saint Mary’s Health
System to provide accessible and quality health care services.

Saint Mary’s Hospital’s facilities are older and need to be upgraded. This proposal will provide the
financing required to undertake the improvements that will allow the hospital to continue to provide
services in an enhanced setting to the entire community. As part of the JointVenture, LPH Hospital Group
has pledged to continue to operate Saint Mary’s facilities in accordance with community benefit standards.
This will preserve the access to care for all that our residents have come to expect.

[ hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as an:
important stop in maintaining quality health care for the residents in the Waterbury area now in the
foreseeable future. Thank you for your consideration of this proposal.

Very truly ybﬁrs,

An Equal Opportunity Employer




Connecticut
Children’s

MEDICAL CENTER

June 24, 2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of Connecticut Children’s Medical Center, I am pleased to support Saint Mary’s
Hospital and the proposed Joint Venture between Saint Mary’s Health System, Inc. and the LPH
Hospital Group, Inc. This plan will benefit the community because it will improve the ability of
Saint Mary’s Health System to provide accessible and quality health care services.

Connecticut Children’s owns and operates a 12-bed pediatric unit at Saint Mary’s Hospital which
serves the children in the Waterbury community. Saint Mary’s Hospital’s facilities are older
and need to be upgraded. This proposal will provide the financing required to undertake the
improvements that will allow the hospital to continue to provide services in an enhanced setting
to the entire community. As part of the Joint Venture, LPH Hospital Group has pledged to
continue to operate Saint Mary’s facilities in accordance with community benefit standards. -

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as

an important step in maintaining quality health care for the residents in the Waterbury area now
and in the foreseeable future. Thank you for your consideration of this proposal.

Martin J. Gavin
President and Chief Executive Officer

Sincerely,

282 Washington Street, Hartford, CT 06106 » 860.545.9000 www.connecticutchildrens.org
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PUBLIC HEALTH DIRECTOR 1 : 1 Telephone (203) 574-6780

FAX (203) 597-3481

/

DEPARTMENT OF PUBLIC HEALTH

THE CITY OF WATERBURY
CONNECTICUT

June 15,2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of the City of Waterbury, Department of Public Health, I am pleased to support Saint Mary’s
Hospital and the proposed joint venture between Saint Mary’s Health System, Inc. and the LPH Hospital
Group, Inc. The citizens of Waterbury rely on Saint Mary’s Hospital for both inpatient and outpatient
services. This plan will serve as a great benefit to the community by improving the ability for the Saint
Mary’s Health System to provide accessible and quality health care services.

The facilities at Saint Mary’s Hospital are older and are in need of an upgrade. This proposal will provide
the financing necessary to undertake the improvements that will allow the hospital to continue to
provide services in an enhanced setting to the entire community. As part of the Joint Venture, LPH
Hospital Group has pledged to continue to operate Saint Mary’s facilities in accordance with community
benefit standards. This will preserve the access to care for all, something that our residents have come to
expect.

This joint venture will serve as an important step in maintaining quality health care for the residents in
the Waterbury area now and in the foreseeable future. Thank you for your consideration.

Sincerely,

olegacrc Z/
Roseann Wright, RS, RN,

Director of Public Health

10



WATERBURY

Development Corporation

June 13, 2011

The Honorable George C. Jepsen
Attorney General
Office of the Attorney General

55 Elm Street m
Hartford, CT 06106 .
Re: Saint Mary’s Health.System, Inc. and LHP Hospital Group, Inc.

Dear Attorney General Jepsen; 7

On behalf of thie Waterbury Development Corporation, the designated development agency for
the City of\(W aterbury, we are pleased to support Saint Mary’s Hospital and the proposed Joint
Venture be;ween Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. Our
community relies on patient-centered, quality care provided by Saint Mary’s Hospital for both™
inpatient and outpatient services. Th1s partnership will benefit the community because it will
1mprove the ability of Saint Mary’s Health System to provide accessible and quality health cage
services. \ S

[

Saint-Mary’s Hospital’s fac111t1®>lder and neéd to be upgraded.This-proposal will provide:
thé “financing required to undertake the 1mprovemenUthat will allow the hospital to ‘continue_to
prov1de§rv1ces in-an renhanced setting to the entire community. As part of the Joint Venture,
LPH Hospital Group has pledged to continue to operate’ Saint Mary’s facilities in accordance
with community benefit standards. This will preserye the access to care for all, that our residents
have come to expect.

I hope that you will approve the appllca/tlon that Saint Mary’s and LHP have submitted to you as

an important step 1rgp_;a_1/ntammg quality health care for the remdents-xmth&\}’ aterbury area now

and.in-thie foreseeable future. Thank you for your consideration of this proposa\li?
T

Sincerely,

Leo J. Frank
Chief Executive Officer

1"

BUILDING WATERBURY’S FUTURE!




WATERBURY

Development Corporation

June 13, 2011

The Honorable Jewel Mullen, M.D.

Commissioner

Department of Public Health

Office of Health Care Access C o /\w*/\\ //f\/w\ A
410 Capitol Avenue o~ ; )
Hartford, CT 06134 (

~

Re: Saint Mary’s/Ijea‘lth System, Inc. and LHP Hospital Group, Inc.
Dear Commissi&ner Mullen; ‘

e,

On behalf gfttre Waterbury Development Corporation, the designated development agency for
the City of }Naterbury, we are pleased to support Saint Mary’s Hospital and the proposed Jomt\
Venture between Saint Mary s Health System Inc. and the LPH Hospital Group, Inc. Our/”"
commumty relies on patient- centered quality care provided by Saint Mary’s Hospital for both
mpat1ent and outpatient services. Tﬁlg partnershlp will benefit the community because it will
1mprove ‘the ablhty of Samt Mary’s He\alth System to/provrde accessible and quality health care

) / v
services. . 7
/ﬁ\ // // \-—-«’\\/ww T

B

provide services in an enhanced setting to the entire. corrlmumty As part of the Joint Venture,

LPH Hospital Group has pledged to contmue to operate Saint Mary’s facilities in accordance

with community benefit standards. Thls]wﬂl preserye the access to care for all, that our residents
(

have come to expect. 5

I'hope that you wi will approve.the. application that Saint Mary’s-and-HP- have submitted to you as
an impottant “step in maintaining quality health care for the residents in the Waterbury -area now
and in-the-foreseeable future.-Thank _you-for-your-consideration of this- proposal—"

Sincerely,

(EL—

Leo J. F/rank,
Chief Executive Officer

12

BUILDING WATERBURY’S FUTURE!
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Waterbury Regional Chamber
ivirg business to business

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of the Waterbury Regional Chamber and our 900 members, I am writing in support of
Saint Mary’s Hospital and the proposed Joint Venture between Saint Mary’s Health System, Inc.
and the LPH Hospital Group, Inc. Our community relies on patient-centered, quality care
provided by Saint Mary’s Hospital for both inpatient and outpatient services. This new venture
will benefit the community by improving the ability of Saint Mary’s Health System to provide
accessible and quality health care services to the citizens of the greater Waterbury region.

Saint Mary’s Hospital’s facilities are older and in need of upgrades to deliver the quality care
they have always delivered. This proposal will provide the financing required to undertake the
improvements that will allow the hospital to continue to provide services in an enhanced setting
to the entire community. As part of the joint venture, LPH Hospital Group has pledged to
continue to operate Saint Mary’s facilities in accordance with community benefit standards. This
will preserve the access to care for all, assurance that our residents have come to expect.

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as
an important step in maintaining quality health care for the residents in the Waterbury area now
and in the foreseeable future. Thank you for your consideration of this proposal.

At anA__

Ly#n G. Ward
esident & CEO

Singerely,

83 Bank Street » PO. Box 1469 » Waterbury, CT 06721
Tel: 203.757.0701 « Fax: 203.756.3507 « www.waterburychamber.com 13



DEPARTMENT OF POLICE SERVICE
255 East Main Street

=t ARy

Michael J. Gugliotti Waterbury, Connecticut 06702 Vernon Riddick

Chief of Police Deputy Chief of Police

Fernando Spagnolo
Deputy Chief of Police

June 10, 2011
The Honorable George C. Jepsen
Attorney General
Office of the Attorney General
55 Elm Street
Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of the City of Waterbury Police Department, I am pleased to support Saint Mary’s Hospital and the
proposed Joint Venture between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. My community
relies on patient-centered, quality care provided by Saint Mary’s Hospital for both inpatient and outpatient services.
This plan will benefit the community because it will improve the ability of Saint Mary’s Health System to provide
accessible and quality health care services.

Saint Mary’s Hospital’s facilities are older and need to be upgraded. This proposal will provide the financing required
to undertake the improvements that will allow the hospital to continue to provide services in an enhanced setting to the
entire community. As part of the Joint Venture, LPH Hospital Group has pledged to continue to operate Saint Mary’s
facilities in accordance with community benefit standards. This will preserve the access to care for all, that our
residents have come to expect.

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as an important step in
maintaining quality health care for the residents in the Waterbury area now and in the foreseeable future. Thank you
for your consideration of this proposal.

Sincerely,

Michael J. G
Chief of Police

To Protect, Educate and Serve 14



FIRE

City of Waterbury, Connecticut

DEPARTMENT

\zJ) Fire Department
June 21, 2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen,

On behalf of the City of Waterbury Fire Department, I am pleased to support Saint Mary’s Hospital and
the proposed Joint Venture between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc.
The City of Waterbury relies on patient-centered, quality care provided by Saint Mary’s Hospital for both
inpatient and outpatient services. This plan will benefit the community because it will improve the
ability of Saint Mary’s Health System to provide accessible and quality health care services.

As with most infrastructures in the City of Waterbury, Saint Mary’s Hospital’s facilities are older and
need to be upgraded. This proposal will provide the financing required to undertake the improvements
that will allow the hospital to continue to provide services in an enhanced setting to the entire community.
As part of the Joint Venture, LPH Hospital Group has pledged to continue to operate Saint Mary’s
facilities in accordance with community benefit standards. This will preserve the access to care for all,
that our residents have come to expect. It is our belief that this venture will not only be an investment in
St. Mary’s but an investment in the City of Waterbury as well.

The Waterbury Fire Department has partnered With St. Mary’s Hospital on numerous projects including
support of the public preparedness goals of the CT Department of Public Health and the CT Department
of Emergency Management and Homeland Security. St. Mary’s has become a leader in the region for
response to hazardous materials and disaster medicine alike.

Additionally, St. Mary’s provides the necessary medical oversight and direction for the Emergency
Medical Responder program initiated by the Fire Department in 2009. This direction has been invaluable
to both the Department and the community as a whole. The service has no doubt improved and in some
cases saved lives that a mere two years ago would have been lost.

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as an
important step in maintaining quality health care for the residents in the Waterbury area now and in the
foreseeable future. Thank you for your consideration of this proposal. '

Sincerely,

15

236 GRAND STREET ¢ WATERBURY, CONNECTICUT 06702 * (203) 597-3450 « FAX (203) 597-3455



Mr cf’ﬂw I,
Q‘p.ﬂ;:li:‘l:u/h City of Waterbury, Connecticut

DEPARTMENT

\&J Fire Department
June 21, 2011

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Commissioner Mullen,

On behalf of the City of Waterbury Fire Department, I am pleased to support Saint Mary’s Hospital and
the proposed Joint Venture between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc.
The City of Waterbury relies on patient-centered, quality care provided by Saint Mary’s Hospital for both
inpatient and outpatient services. This plan will benefit the community because it will improve the
ability of Saint Mary’s Health System to provide accessible and quality health care services.

As with most infrastructures in the City of Waterbury, Saint Mary’s Hospital’s facilities are older and
need to be upgraded. This proposal will provide the financing required to undertake the improvements
that will allow the hospital to continue to provide services in an enhanced setting to the entire community.
As part of the Joint Venture, LPH Hospital Group has pledged to continue to operate Saint Mary’s
facilities in accordance with community benefit standards. This will preserve the access to care for all,
that our residents have come to expect. It is our belief that this venture will not only be an investment in
St. Mary’s but an investment in the City of Waterbury as well.

The Waterbury Fire Department has partnered With St. Mary’s Hospital on numerous projects including
support of the public preparedness goals of the CT Department of Public Health and the CT Department
of Emergency Management and Homeland Security. St. Mary’s has become a leader in the region for
response to hazardous materials and disaster medicine alike.

Additionally, St. Mary’s provides the necessary medical oversight and direction for the Emergency
Medical Responder program initiated by the Fire Department in 2009. This direction has been invaluable
to both the Department and the community as a whole. The service has no doubt improved and in some
cases saved lives that a mere two years ago would have been lost.

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as an
important step in maintaining quality health care for the residents in the Waterbury area now and in the
foreseeable future. Thank you for your consideration of this proposal.

16

236 GRAND STREET ¢ WATERBURY, CONNECTICUT 06702 » (203) 597-3450 + FAX (203) 597-3455



Well%ath

Behavioral Health for Children & Families

June 15’ 2011 New hope through treatment & support.

The Honorable George C. Jepsen The Honorable Jewel Mullen, M.D.
Attorney General Commissioner

Office of the Attorney General Department of Public Health

55 Elm Street Office of Health Care Access
Hartford, CT 06106 410 Capitol Avenue

Hartford, CT 06134
Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of Wellpath Inc., I am pleased to support Saint Mary’s Hospital and the proposed Joint
Venture between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. The
greater Waterbury community relies on patient-centered, quality care provided by Saint Mary’s
Hospital for both inpatient and outpatient services. This plan will benefit the community
because it will improve the ability of Saint Mary’s Health System to provide accessible and
quality health care services.

Wellpath is a regional behavioral health provider that serves over 13,500 children, parents and
families a year who reside in the 42 town region of northwestern Connecticut through an
integrated system of treatment and support services for children and families. Our services are
highly coordinated with St. Mary’s Hospital and each year we collaborate in the care of
thousands of clients. Our staff has developed a collaborative approach to addressing some of
the most difficult and stressful situations one could imagine. Our success in helping clients
overcome their emotional and behavioral crises is dependent on our relationship with St. Mary’s
Hospital.

It is my understanding this proposal will provide the financing required to undertake
improvements at St. Mary’s that will allow the hospital to continue to provide services in an
enhanced setting to the entire community. Equally, the agreement that Saint Mary’s facilities

will continue to be operated in accordance with community benefit standards preserves this
critical resource Wellpath clients have come to expect.

] hope that you will approve the Application that Saint Mary’s and LPH have submitted. Please
feel free to contact me if you believe further information would be of assistance.

Sincerely,

G . Steck, LMFT
Chief Executive Officer

17

562 Lakewood Road, Waterbury, CT 06704 | p: 203-574-9000 | f: 203-574-9006 | www.wellpathct.org



June 15, 2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 EIm Street

Hartford, CT 06106

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen:

On behalf of the many patients and families in all of the cities and towns that VITAS Innovative
Hospice serves, | am pleased to support Saint Mary’s Hospital and the proposed Joint Venture
between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. My community
relies on patient-centered, quality care provided by Saint Mary’s Hospital for both inpatient and
outpatient services. This plan will benefit the community because it will improve the ability of
Saint Mary’s Health System to provide accessible and quality health care services.

Saint Mary’s Hospital’s facilities are older and need to be upgraded. This proposal will provide
the financing required to undertake the improvements that will allow the hospital to continue
to provide services in an enhanced setting to the entire community. As part of the Joint
Venture, LPH Hospital Group has pledged to continue to operate Saint Mary’s facilities in
accordance with community benefit standards. This will preserve the access to care for all, that
our residents have come to expect.

| hope that you will approve the Application that Saint Mary’s and LHP have submitted to you |
as an important step in maintaining quality health care for the residents in the Waterbury area
now and in the foreseeable future. Thank you for your consideration of this proposal.

Sincerely,

Jiwnd pbeldudier

Theresa M. Bachhuber, RN, MPH
General Manager

VITAS

Innovative

Hospice Care®
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June 15, 2011

The Honorable Jewel Mullen, M.D.
Commissioner .
Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Commissioner Mullen:

On behalf of the many patients and families in all of the cities and towns that VITAS Innovative
Hospice serves, | am pleased to support Saint Mary’s Hospital and the proposed Joint Venture
between Saint Mary’s Health System, Inc. and the LPH Hospital Group, Inc. My community
relies on patient-centered, quality care provided by Saint Mary’s Hospital for both inpatient and
outpatient services. This plan will benefit the community because it will improve the ability of
Saint Mary’s Health System to provide accessible and quality health care services.

Saint Mary’s Hospital’s facilities are older and need to be upgraded. This proposal will provide .
the financing required to undertake the improvements that will allow the hospital to continue
to provide services in an enhanced setting to the entire community. As part of the Joint
Venture, LPH Hospital Group has pledged to continue to operate Saint Mary’s facilities in
accordance with community benefit standards. This will preserve the access to care for all, that
our residents have come to expect.

| hope that you will approve the Application that Saint Mary’s and LHP have submitted to you
as an important step in maintaining quality health care for the residents in the Waterbury area
now and in the foreseeable future. Thank you for your consideration of this proposal.

Sincerely,

NI e

Theresa M. Bachhuber, RN, MPH
Administrator
VITAS Inpatient Hospice Unit at Saint Mary’s

VITAS

Innovative

Hospice Care®
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United Way
of Greater Waterbury

June 14,2011

The Honorable George C. Jepsen The Honorable Jewel Mullen, M.D.
Attorney General Commissioner

Office of the Attorney General Department of Public Health

55 Elm Street Office of Health Care Access
Hartford, CT 06106 410 Capitol Avenue

Hartford, CT 06134
Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of the City of Waterbury, I am pleased to support Saint Mary’s Hospital and the proposed Joint
Venture between Saint Mary's Health System, Inc. and the LPH Hospital Group, Inc.

The cornerstone of United Ways work is helping people become more self-sufficient in meeting their basic
needs through programs designed to ensure all residents have adequate access to healthcare, housing and food.
With that said, our residents rely on patient-centered, quality care provided by Saint Mary’s Hospital for both
inpatient and outpatient services. I believe the proposed joint venture will benefit the community because it will
improve the ability of Saint Mary’s Health System to provide accessible and quality health care services.

Although Saint Mary’s Hospital’s facilities have served our community well, they are older and need to be
upgraded. This proposal will provide the financing required to undertake the improvements that will allow the
hospital to continue to provide services in an enhanced setting to the entire community. It is my understanding,
as part of the Joint Venture, LPH Hospital Group has pledged to continue to operate Saint Mary’s facilities in
accordance with community benefit standards. This will preserve the access to care for all, that our residents
have come to expect.

I respectfully request that you approve the Application that Saint Mary’s and LHP have submitted to you. This
is a crucial step in maintaining quality health care for the residents in the Waterbury area now and in the

foreseeable future. Thank you for your consideration of this proposal.

Sincerely,
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PALACE

THEATEHR

100 East Main Street | Waterbury CT 06702 | www.palacetheaterct.org

June 15, 2011

The Honorable George C. Jepsen
Attorney General

Office of the Attorney General
55 Elm Street

Hartford, CT 06106

The Honorable Jewel Mullen, M.D.
Commissioner

Department of Public Health
Office of Health Care Access

410 Capitol Avenue

Hartford, CT 06134

Re: Saint Mary’s Health System, Inc. and LHP Hospital Group, Inc.
Dear Attorney General Jepsen and Commissioner Mullen,

On behalf of the Palace Theater in Waterbury Connecticut, I am pleased to support Saint Mary’s
Hospital and the proposed Joint Venture between Saint Mary’s Health System, Inc. and the LPH
Hospital Group, Inc. As a neighbor in our downtown area, Saint Mary’s Hospital not only
continues to provide patient-centered, quality care both inpatient and outpatient services, but they
additionally serve as committed community partners working to improve the Greater Waterbury
region medically and through the community engagement of many of their employees. This Joint
Venture plan will not only benefit the community because it will improve the ability of Saint
Mary’s Health System to provide accessible and quality health care services, but it will better
position Saint Mary’s Hospital as a stable employer in the area, which leads to significant
community engagement.

As Saint Mary’s Hospital’s facilities are older and need to be upgraded, this proposal will provide
the financing required to undertake the improvements that will allow the hospital to continue to
provide services in an enhanced setting to the entire community. As part of the Joint Venture, LPH
Hospital Group has pledged to continue to operate Saint Mary’s facilities in accordance with
community benefit standards. This will preserve the access to care for all, that our residents have
come to expect.

I hope that you will approve the Application that Saint Mary’s and LHP have submitted to you as
an important step in maintaining quality health care for the residents in the Waterbury area now
and in the foreseeable future. Thank you for your consideration of this proposal.

Sincerely,

(-"\

I —n

Frank Tavera
CEO
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STATE OF CONNECTICUT
OFFICE OF THE ATTORNEY GENERAL
DEPARTMENT OF PUBLIC HEALTH

IN RE: SAINT MARY’S HEALTH SYSTEM, INC.

AND LHP HOSPITAL GROUP, INC.’S

APPLICATION FOR APPROVAL OF A JOINT :

VENTURE. : JULY 21,2011

APPLICATION FOR APPROVAL OF JOINT VENTURE

Saint Mary’s Health System, Inc. (“Saint Mary’s”) and LHP Hospital Group, Inc. (“LHP”)
(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™).

. Identify the contact information for Saint Mary’s and LHP, including for the individual to whom
the Attorney General shall submit bills for contracts with experts or consultants.

Saint Mary’s

Chad Wable, President and Chief Executive Officer
Saint Mary’s Health System, Inc.

56 Franklin Street, Waterbury, CT 06706
Telephone: (203) 709-3368

Facsimile: (203) 709-3066

Email: CWable@stmbh.org

LHP

Rebecca Hurley, Executive Vice President, General Counsel and Secretary
LHP Hospital Group, Inc.

2800 North Dallas Parkway, Suite 200, Plano, TX 75093

Telephone: (972) 943-1704

Facsimile: (866) 464-2421

Email: rebecca.hurley@lhphospitalgroup.com

Saint Mary’s/LHP Joint Venture Application
July 21,2011

22



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

INTRODUCTION

This Application is submitted by Saint Mary’s, the parent company and sole member of Saint Mary’s
Hospital, Inc. (the “Hospital”) and all of its affiliates, and LHP and its affiliate, LHP Southwest
Connecticut, LLC (“LHP Sub”), to allow these health care entities to combine resources to create a new,
stronger health care entity in Waterbury. Working together as members of a joint venture, the Applicants
will establish Southwest Connecticut Health System, LLC (the “LLC”) which will own and operate the
existing Saint Mary’s facilities. The LLC will operate the facilities under the name Saint Mary’s Hospital.

The LLC will be structured initially so tha; LHP will have an 80% ownership interest and Saint Mary’s will
have a 20% ownership interest. Saint Mary’s will have the option to increase its share up to 40%. Assets of
the existing Saint Mary’s system, which will be contributed to the LLC, have been valued at $135 million.
For its 80% interest, LHP will contribute $108 million in cash to the LLC, which will be distributed to Saint
Mary’s. Saint Mary’s will retain a 20% interest in the LLC, which has been valued at $27 million. Saint
Mary’s and LHP together will invest an additional $75 million for strategic investment over the LLC’s first
5 years: $7.5 million from Saint Mary’s and $67.5 million from LHP.

Saint Mary’s ability to achieve its mission and fulfill its long range plan is impeded by a frozen but accrued
pension liability, aging facilities, unstable payor mix, inadequate reimbursement from 3" party payors, and
lack of access to capital. As a stand alone entity, Saint Mary’s will have a very difficult time addressing
these challenges. While Saint Mary’s currently operates from a relatively strong financial operating
position, the combined pension liability and existing debt creates a weak balance sheet and equity financial
position. Without the proposed joint venture involving LHP, Saint Mary’s will either need assistance from
the State, or will begin to fail in its mission to provide adequate health care to the people in its service area.
LHP will provide the necessary relief by contributing sufficient capital and other resources to eliminate
Saint Mary's debt, provide greater security to its pensioners, help Saint Mary's fund numerous capital
projects, implement greatly needed facility upgrades, and make other key expenditures to improve the health
system. The proposed joint venture is a necessary step to secure Saint Mary's future as a strong, local
healthcare provider. '

Under the proposed arrangement, Saint Mary’s will retain its Catholic identity and adhere to the Ethical and
Religious Directives for Catholic Health Care Services (“ERDs”). Saint Mary’s will also continue to
operate in accordance with the “community benefit standard” required of tax-exempt hospitals (as 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, and (iv) promotion of public health, wellness and welfare in the community through the
provision of health care at a reasonable cost. The LLC will retain and continue to follow Saint Mary’s
existing charity care and uncompensated care policies.

Saint Mary’s/LHP Joint Venture Application
July 21, 2011
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There will be an equally-shared governance structure where local control and leadership are protected both
on the LLC Board of Directors (the “LLC Board”) and the Hospital's Board of Trustees. The existing
management team will also remain in place and all employees in good standing will become employees of
an affiliate of the LLC, with total compensation packages consistent in the aggregate with those then being
provided.

THE PARTIES

Saint Mary’s

Saint Mary’s is a Connecticut not-for-profit corporation and the parent company of the Hospital as well as
other affiliates and subsidiaries. The Hospital, which was built in 1907, is the single most valuable asset of
the existing health care system. It is an acute care facility with 379 licensed beds, including 32 bassinets,
located in the heart of Waterbury, Connecticut. Thousands of patients were served in 2010 including:
12,210 inpatient admissions, 1,082 births, 68,272 Emergency Department visits as well as 2,881 inpatient
surgeries and 3,662 outpatient surgeries. Through Saint Mary’s affiliates, a network of primary care
services, specialists and outpatient clinics provide health care outside of the Hospital. The affiliates and
subsidiaries include: Saint Mary’s Hospital Foundation, Inc., Saint Mary’s Indemnity Company, LLC,
Naugatuck Valley Surgical Center, LP, Southbury Diagnostic Imaging Center, LLC, Harold Leever Cancer
Center, Inc., Heart Center of Greater Waterbury, Inc., Naugatuck Valley MRI, LP, Franklin Medical Group,
PC, Primary Care Partners, PC, and Scovill Medical Group, PC.

Saint Mary’s serves the City of Waterbury as well as 15 towns in the greater Waterbury area. Because Saint
Mary’s treats a large number of Medicare and Medicaid (56%) and uninsured patients (4%), assistance was
required and obtained from the State in the past to remain solvent. While Saint Mary’s has experienced a
number of recent years of balanced budgets and profits from operations, the pension liability and ordinary
debt as well as reduced reimbursements will exacerbate its already weak balance sheet and equity position.

LHP

LHP is a privately held hospital company based in Plano, Texas. LHP was established to provide essential
capital and expertise to not-for-profit hospitals and health systems in a manner that is consistent with their
existing values and historical missions. Built upon the foundation of a collaborative culture that values
relationships, embraces local governance, empowers continued capital investment and insists upon quality,
LHP has established itself as the partner of choice for some of the top faith-based, mission-oriented health
systems in the country. Through joint ventures with not-for-profit hospitals, LHP owns and operates acute
care facilities in small cities and select urban markets throughout the United States. LHP’s Board of
Directors includes as members a number of executives with extensive experience in the hospital industry.

Saint Mary’s/LHP Joint Venture Application
July 21,2011
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The LLC

The Applicants will establish the LLC as a Connecticut limited liability company to recapitalize and
restructure the existing Saint Mary’s system. In connection with the transaction, the Applicants will enter
into a Contribution and Sale Agreement, a draft copy of which is attached as Exhibit 1. The LLC will be
governed by an Amended and Restated Limited Liability Company Agreement of Southwest Connecticut
Health System, LLC (the “LLC Agreement”), a draft copy of which is attached as Exhibit 2. LHP will
invest a substantial amount of equity capital in the new system resulting in a recapitalization of Saint
Mary’s. Saint Mary’s will, through a new foundation, retain an ownership interest in the LLC, which will
own and operate Saint Mary’s facilities, and will have substantial governance rights as to how the new
health system is operated.

The Community Foundation

The Hospital entity, following the transfer of its assets to the LLC at the closing, will be restructured in
order to allow it to serve a new, locally-controlled charitable foundation, initially to be known as Saint
Mary’s Community Foundation (the “Community Foundation™), that will support health-related activities in
the greater Waterbury community. The Community Foundation will be the 20% interest-holder in the LLC,
and the income derived from the LLC will be used to fund the Community Foundation on an ongoing basis.
The Community Foundation will also retain the proceeds of the $108 million distribution by the LLC to
Saint Mary’s at closing remaining after the repayment of debt and provision for other obligations.

The Community Foundation will be a not-for-profit, tax exempt organization, operating as a public charity.
In addition to participating as a 20% owner of the LLC, the Community Foundation will manage Saint
Mary’s non-transferred assets and liabilities. Its charitable activities will focus on the health care needs of
the Greater Waterbury community. The Community Foundation is more fully discussed in the response to
Question 9.

THE AGREEMENTS

Key features of the LLC as set forth in the agreements between the Applicants include:

e The business of the LLC will be conducted in accordance with the charitable purposes generally
required of hospitals under Section 501(c)(3) of the Internal Revenue Code of 1986, as amended, and the
community benefits standards set forth in Revenue Ruling 69-545, which includes accepting all
Medicare and Medicaid patients, accepting all patients in an emergency condition in the emergency
room without regard to source of payment or the ability of such emergency patients to pay, maintaining
an open medical staff, providing public health programs of educational benefit to the community,
generally promoting the health, wellness and welfare of the community by providing quality health care
at a reasonable cost, and adopting, implementing, and maintaining the uncompensated care policies (see
Exhibit 2).

e The LLC Board will have oversight and ultimate authority over the affairs of the LLC regarding matters
pertaining to the business of the LLC for which approval of the Board is required, and to provide
oversight of the activities of the manager and the Board of Trustees (see Exhibit 2).

Saint Mary’s/LHP Joint Venture Application
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e The LLC Board will be composed of 10 Board members: 5 of whom will be elected or appointed by
Saint Mary's and 5 of whom will be elected or appointed by LHP. LHP has agreed to fill 2 of its 5
members with local physicians. Block voting will be used for decisions requiring board approval with a
majority required from the Saint Mary's-appointed Board members, and a majority required from the
LHP-appointed Board members'. Saint Mary's-appointed Board members will also have the unilateral
right to (a) terminate the Chief Executive Officer of the Hospital/LLC, (b) name the Chairman of the
LLC Board, (c) cause the dissolution of the LLC in the event the LLC fails to meet the requirements of
the community benefits standard, and (d) decide not to renew the Management Agreement (between the
LLC and an LHP-affiliated management company) if the manager is not operating Saint Mary's facilities
in accordance with Saint Mary's mission and purposes and/or the community benefits standards, or if the
manager is otherwise in breach of the Management Agreement.

e The LLC’s manager will initially be LHP Management Services, LLC, a Delaware limited liability
company (the “Management Company”) and an affiliate of LHP. The Management Company will
manage the day to day operations of the LLC in accordance with the LLC Agreement and the
Management Agreement. A draft copy of the Management Agreement is attached as Exhibit 3. The
Management Company will be responsible, inter alia, for financial and business operations of the
Hospital, including the hiring and firing of key personnel (see Exhibit 3, pp. 16-20).

e There will also be a Hospital Board of Trustees, appointed by the LLC Board of Directors. The Board
of Trustees will consist of 12 members, with at least 50% being physicians on the Hospital’s active
medical staff and the remaining members being local community leaders (see Exhibit 2). The Board of
Trustees will have responsibilities that include adopting a vision, mission and values statement for the
Hospital, and further specific duties as set forth in Exhibit 1, p. 26. The Board of Trustees is also
responsible for medical staff credentialing, quality assurance, patient safety and patient/customer
satisfaction.

The following figure sets forth the corporate and governance structure of the LLC.

! Measures to be taken in case of a tie vote are articulated in Exhibit 2, Section 12.6.

Saint Mary’s/LHP Joint Venture Application
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Figure 1 - Governance Structure of the LLC

*
LHP Saint Mary’s
LHP Hospital Group, Inc.™ Health System, Inc.
(LTP) (SMHS)
Saint Mary’s**
LHP S?uthweSt Hospital, Inc. d/b/a Saint Mary’s
Connecticut, LLC Community Foundation, Inc.
(LHP Sub) (SMH)
. Saint Saint
A};‘}lI'Pt QJumenen | Southwest Connecticut Ma:.l;,,s M::;’s
pHate | Awcemen Health System, LLC Indemnity Hospital
d/b/a Saint Mary’s Hospital Company, || Foundation,
LLC*** Inc.
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System, LLC » 5 Directors appointed by Saint Mary’s
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Board of Directors (including 2 local physicians)

« Block voting
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M 1
LHP SMH eets quarterly
50% S0%
v —
Saint Mary’s Hospital

+ Hospital CEO ex officio, non-voting
member
* 6 physician trustees

Board of Trustees

* 6 community trustees
6 Local * Meets monthly
6 Local Community
Physicians Leaders

*Saint Mary’s Health System, Inc. will be merged into Saint Mary’s Hospital, Inc. at closing.

**Saint Mary’s Hospital, Inc. will be restructured to serve as the Saint Mary’s Community Foundation.

***GQaint Mary’s Indemnity Company, LLC (“SMIC”) is a single-parent (Saint Mary’s) “pure captive” insurance
company whose sole purpose has been to provide medical professional and general liability insurance to Saint
Mary’s Hospital, Saint Mary’s Health System, subsidiary and affiliated organizations as well as a small number
of physicians whose activity is primarily based at Saint Mary’s. It is anticipated that SMIC will be phased out
once its liabilities are paid out over the next 5-10 years.
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The conversion of Saint Mary’s operations from not-for-profit to a for-profit differs dramatically from the
Sharon Hospital/Essent Healthcare conversion, which occurred in Connecticut in 2000 - 2002. Sharon
Hospital sold all of its assets and its entire interest in the hospital to Essent Healthcare, Inc. with no residual
rights of governance or ownership in the hospital system. Attached as Exhibit 4 is a recent article (dated
June 19, 2011) from the Sunday edition of the Republican American detailing how Sharon Hospital’s
conversion to a for-profit entity has given the hospital new life.

In this Application, Saint Mary’s will continue to be a part owner, and maintain equal governance control,
of the new LLC that will own and operate Saint Mary’s facilities. Patients will not experience a change in
the way Saint Mary’s facilities are operated or in the type of care that is provided for all of the services that
are in existence now. Service enhancements will occur over time, as the LHP funding begins to impact the
delivery of health care services.

At the time of the conversion, existing policies and procedures are expected to continue, including:

e Employees in active good standing will be offered employment by an LHP affiliate, assuming they
satisfy customary pre-employment screening procedures, in positions and at total compensation levels
consistent in the aggregate with those that are then provided by Saint Mary’s.

e There will be no change or modification to the current staff privileges for physicians on the medical staff
of the Hospital.

e The LLC will adopt the current medical staff bylaws, rules and regulations, medical staff committee
structure, credentialing plan and fair hearing plan of the Hospital.

e As previously noted, the LLC will conduct its operations in conformity with the ERDs and will maintain
a Catholic identity with respect to Saint Mary’s facilities. The LLC will continue to provide community
benefit programs and services to improve access to health care services in the Waterbury community
and to improve the health status of the elderly, poor, immigrant and other at-risk populations in such
community. Such programs and services will include the provision of free care, mission and pastoral
care programs and community benefit programs consistent with the terms of the parties’ agreement
(Exhibit 1).

e The LLC will continue to comply with Saint Mary’s existing charity care and uncompensated care
policies.

Saint Mary’s/LHP Joint Venture Application
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3. 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 Saint Mary’s, LHP, the new LLC
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, LHP's other
undertakings, and the Hospital's expected financial state and proposed governance structure
after the transaction. Provide copies of all contracts, agreements, memoranda of
understanding, and financial statements relating to the proposed joint venture.

The terms of the proposed joint venture are outlined in the response to Question 2 and are more fully set
forth in the LLC Agreement attached as Exhibit 2. A discussion of the Community Foundation, which will
operate as a not-for-profit entity, is set forth more fully in the response to Question 9.

FINANCIAL ANALYSIS OF THE TRANSACTION

As a result of the proposed joint venture, Saint Mary’s and LHP Sub propose to become members of the
LLC. LHP Sub will own 80% of the interests in the LLC, while Saint Mary’s, through the Community
Foundation, will own 20% of the interests in the LLC. Saint Mary’s “Consolidated Financial Statements
and Consolidating Financial Information” as of September 30, 2010 (including 2009), produced by KPMG,
is attached as Exhibit 5. This document sets forth Saint Mary’s financial condition prior to any changes
that will occur as a result of the joint venture.

The Projected Sources of Income

The projected sources of income are as follows:

Table 1 - Projected Sources of Income

Name of Member Primary Capital Secondary Capital Sharing
Contribution Contribution Percentage
Promissory Note
Saint Mary’s $27,000,000 $7,500,000 20%
LHP Southwest Connecticut, LLC $108,000,000 $67,500,00 80%

LHP Sub will contribute $108 million in cash. Saint Mary’s will contribute to the LLC its assets valued at
$135 million and retain a 20% interest (valued at $27 million). LHP is exceptionally well capitalized with
an equity commitment from its financial sponsors, CCMP Capital Advisors and the Canada Pension Plan
(CPP) Investment Board. In addition, LHP has a credit facility from a lending group to fund future growth
as needed. LHP has ample resources to complete the formation of the joint venture with Saint Mary’s and
to fund future capital improvements as necessary.

Saint Mary’s/LHP Joint Venture Application
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Included Assets

The assets and/or interests that will be transferred to the LLC by Saint Mary’s are as follows:

Saint Mary’s Hospital, Inc.;
Franklin Medical Group, P.C.;
Scovill Medical Group, P.C.;
Primary Care Partners, P.C.;

86% interest in Naugatuck Valley Surgical Center, Inc.;
60% interest in Diagnostic Imaging of Southbury, LLC;
50% interest in the Harold Leever Regional Cancer Center;
50% interest in the Heart Center of Greater Waterbury, Inc.;
48% interest in Naugatuck Valley MRI Limited Partnership;
4.55% interest in Health Connecticut, LLC;

Any other associated assets of hospital ancillary businesses not listed in the Contribution and Sale

Agreement as “Assets Retained by Saint Mary’s”; and
Net Working Capital.®

Excluded Assets

The assets that will be excluded from the proposed transaction and retained by Saint Mary’s are as follows:

Saint Mary’s Hospital Foundation, Inc.;

Saint Mary’s Indemnity Company, LLC,;

Cash, cash equivalents and investments;

Assets in the defined benefit and supplemental pension plans;

Certain non-assumable current assets such as prepaid insurance, etc.; and
20% ownership in the LLC.

% Saint Mary’s will request a modification of the Order issued by the State of Connecticut Office of Health Care Access in Docket No.
03-30167 (as modified in Docket No. 08-30167-MDF) which governs the Heart Center of Greater Waterbury in order to allow the
program to continue as it now exists.

® Net working capital is defined as follows:

Patient account receivable, less allowance for discounts, contractual adjustments and doubtful accounts, plus
Supply inventory in an amount that is customary and in usable condition, plus

Prepaid expenses that are of benefit to the hospital, plus

Other current assets that are of benefit to the hospital, /ess

Accounts payable, less

Accrued expenses including accrued salaries, wages and benefits.

Saint Mary’s/LHP Joint Venture Application
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Liabilities Retained by Saint Mary’s

Saint Mary’s will retain the following liabilities:

e Debt;

o Liabilities for professional liability and malpractice claims arising under Saint Mary’s Indemnity
Company, LLC and for all other professional liability and malpractice claims occurring prior to the
closing;

e Pension liabilities: At closing, Saint Mary’s will “fully fund” the pension plan based on ERISA
requirements and regulations; and

e Any liabilities or expenses with respect to the operation of Saint Mary’s facilities prior to the closing
(which is expected to occur on or about December 31, 2011, allowing for regulatory approval). These
expenses include but are not limited to liabilities and expenses related to Medicare/Medicaid cost
report payables or capitalized leases other than those amounts included in working capital. Liabilities
relating to activities after the closing date will be the responsibility of the LLC.

Effective Management of Liabilities

The Community Foundation may or may not need to make future funding payments to the pension plan
based on return on investments and applicable discount rate of the pension liability. Any future funding
requirement to the pension plan, if required, will be the responsibility of the Community Foundation.
However, it would be expected that the Community Foundation will adopt a conservative investment policy
to mitigate some market risk. Also, it is the intent of the Community Foundation to annuitize the pension
plan if market conditions improve.

Valuation

Based on the Saint Mary’s financial statements for the period ending September 30, 2010, and a Fairness
Evaluation conducted by Morgan Keegan & Company, Inc. (“Morgan Keegan”), formerly Shattuck
Hammond Partners LLC, (attached as Exhibit 6), the fair value of Saint Mary’s facilities is expected to be
$135 million.

Uses of Proceeds — Saint Mary’s

At the time of closing, Saint Mary’s will retain approximately $23,735,000 in cash and receive a distribution
from the LLC of $108,000,000 to be used to pay off existing debt, fund the pension’s liabilities and
establish the Community Foundation. The estimated $131,735,000 in cash will be distributed as follows:

$131,735,000 Cash at Closing
- 62.397.000 Fund Pension
69,338,000
- 23.265.000 Debt Elimination
$46,073,000 Cash Post-Close
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Please see Table 2 and Table 3 for further detail as to how Saint Mary’s will use the proceeds of the

transactions.
Table 2 — Saint Mary’s Consolidated Balance Sheet — Post-Close*
Saint Mary's
Consolidated
Saint Mary's Health System 2010 Pre LHP Fund Eliminate Post
($ in thousands) Audit Close Purchase Pension Debt Close
Cash $ 25,089 $ 23,735 $ 108,000 $ (62,397) $ (23,265) $ 46,073
Short term Investments 1,182 1,210 - - - 1,210
Accounts Receivable 26,412 30,098 (30,098) - - -
Other Current Assets 4,148 4,952 (4,952) - - -
Total Current Assets 56,831 59,995 72,950 (62,397) (23,265) 47,283
Marketable Securities 12,791 14,162 - - - 14,152
Assets Whose Use is Limited
By Donor and Held in Trust : 13,375 14,677 - - - 14,677
For Estimated Self Insurance Liability 27,548 25,297 - - - 25,297
By Bond Indenture 5,078 5,884 - - (5,884) -
Net interest in Foundation 4,509 4,794 - - - 4794
Other . 6 6 - - - 6
Total Assets Whose Use is Limited 50,516 50,658 - - (5,884) 44 774
Property, Plant, and Equipment 54,569 54 175 (54,175) - - -
Investment in Joint Ventures 9,372 9,354 17,646 - - 27,000
Deferred Financing Costs 214 196 - - (196) -
Other Noncurrent Assets 260 231 (231) - - -
Total Other Assets 9,846 9,781 17,415 - (196) 27,000
$ 184,553 $188,761 $ 36,190 $ (62,397) $  (29,345) $ 133,209
Current Portion of Long Term Debt $ 3,124 $ 3,154 $ 1,500 $ - $  (3,154) $ 1,500
Accounts Payable 12,497 14,799 (14,799) - - -
Accrued Payroll Expenses 6,499 6,054 (6,054) - - -
Due to Third Parties 5,935 6,311 - - - 6,311
Accrued Other Expenses 10,108 12,001 (12,001) - - -
38,163 42,319 (31,354) - (3,154) 7,811
Long Term Obligations 26,789 25,995 6,000 - (25,995) 6,000
Estimated Self Insurance Liability 19,334 16,990 - - - 16,990
Accrued Compensation & Benefits 873 725 (725) - - -
Unfunded Pension Liability 66,561 62,397 - (62,397) - -
Other Long Term Liabilities 8,363 8,420 (1,000) - - 7,420
121,920 114,527 4,275 (62,397) (25,995) 30,410
Minority Interest in Subsidiaries 1,663 1,512 (1,512) - - -
Unrestricted 5,847 11,858 65,427 - (196) 77,089
Temporarily Restricted 2,582 2,867 (646) - 2,221
Permanently Restricted 14,378 156,678 - - 15,678
22,807 30,403 64,781 - (196) 94,988
Total Liabilities and Fund Balance $ 184,553 $ 188,761 $ 36,190 $ (62,397) & (29,345) $ 133,209

4 The numbers in this chart are based on balances as of March 2011.
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Table 3 — Saint Mary’s Consolidated Balance Sheet —- Community Foundation®

Oid Saint Mary's
Saint Mary's Indemnity -
Community Hospital Company, Third Party Saint Mary's
($ In thousands) Foundation  Foundation LLC Settlements Eliminations  Consolidated
Cash $ 36,085 $ 1,300 $ - $ 9,988 $ - $ 47,373
Short tem Investments 1,210 - - - - 1,210
Accounts Receivable - 400 - - - 400
Other Current Assets - 32 - - - 32
Total Current Assets 37,295 1,732 - 9,988 - 49,015
Marketable Securities 14,152 3,204 - - - 17,356
Assets Whose Use is Limited

By Donor and Held in Trust 14,677 - - - - 14,677
For Estimated Self Insurance Liability - - 25,297 - - 25,297

By Bond Indenture - - - - - -

Net interest in Foundation 4794 * .- - - (4.794) -
Other 6 - - - - 6
Total Assets Whose Use is Limited 19477 - 25,297 - (4,794 39,980
] Property, Plant, and Equipment - 14 - - - 14
Investment in Joint Ventures 27,000 - - - - 27,000

Deferred Financing Costs - - - - - -

Other Noncurrent Assets - - - . - R
Total Other Assets 27,000 - - - - 27,000
$ 97,924 $ 4,950 $ 25,297 $ 9,988 $ (4,794) $ 133,365
Current Portion of Long Term Debt 1,500 - - - - 1,500
Accounts Payable - 116 - - - 116

Accrued Payroll Expenses - - - - - -
Due to Third Parties - - - 6,311 - 8,31
Accrued Other Expenses - 40 - - - 40
1,500 156 - 6,311 7,967
Long Term Obligations 6,000 - - - - 6,000
Estimated Self Insurance Liability - - 16,990 - - 16,990

Accrued Compensation & Benefits - - - - - -

Unfunded Pension Liability*** e - - - - -
Other Long Term Liabilities - - 3,743 3,677 - 7.420
6,000 - 20,733 3,677 - 30,410

Minority Interest in Subsidiaries - - - - - -
Unrestricted 72,525 1,605 4,564 - (1,605) 77,089
Temporarily Restricted 2,221 2,221 - - (2,221) 2221
Permanently Restricted 15,678 968 - - (968) 15,678
90,424 4,794 * 4,564 - (4,794) 94,988
Total Liabilities and Fund Balance $ 97,924 $ 4,950 $ 25,297 $ 9,988 $ (4,794) $ 133,365

*  This represents the net interest in the Old Saint Mary’s Foundation. The amount is equal to the net assets of the Old Foundation. This is consistent with
reporting under FASB 136, Transfers of Assets to a Not-for-Profit Organization or Charitable Trust that Raises or Holds Contributions for Others

**  Third Party Settlements will be included in Community Foundation but are shown separately for illustrative purposes.

*~ FASB 158 requires companies to recognize the funded status of pension plans as a net asset or liability measured as the difference between the fair value
of plan assets and the benefit obligation. The Pension Plan will be fully funded and as such, there is no liability.

% The numbers in this chart are based on balances as of March 2011.
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LHP’S OTHER UNDERTAKINGS

LHP is currently involved in joint venture arrangements involving Portneuf Medical Center in Pocatello,
Idaho and Texas Health Presbyterian Hospital-WNJ in Sherman, Texas. In addition, LHP recently entered
into an agreement with Seton Medical Center (an Ascension Hospital) to construct, own and manage a new
acute care hospital in Harker Heights, Texas. LHP is also undergoing regulatory review in New Jersey for
approval of a joint venture with Hackensack University Medical Center to acquire a hospital in Westwood,
New Jersey.

LHP’s management team has by far the deepest experience in the industry in developing and operating
whole-hospital joint ventures with shared governance. In fact, of the 30 such joint ventures between for-
profit and not-for-profit organizations completed in the last 20 years in the United States, the members of
the current LHP management team were deeply involved in 70% (see table below).

Table 4 - LHP Management Involvement in Hospital JVs

Whole Hospital JVs Between For Profit & Not-For-Profit
35
30
E 25
-'g 20
3
E 15
=1
k]
* 10
B
’ HCA JVs Triad / LHP JVs Other JVs Total
= No LHP Team Involvement; B 0 4 L)
 LHP Team Involvement 9 i 1 21

EXPECTED FINANCIAL STATE OF SAINT MARY’S

The financial state of Saint Mary’s after the proposal is implemented is expected to be remarkably different
than what exists at Saint Mary’s today. Saint Mary’s operating margin will improve because of five key
factors: (1) interest expenses will be eliminated as the distribution to Saint Mary’s from the joint venture is
used to repay over $23 million in debt; (2) pension expenses are eliminated as the distribution to Saint
Mary’s from the joint venture is used to fully fund the pension; (3) supply and drug costs are reduced due to
LHP’s group purchasing contracts; (4) professional fees and contracted services are reduced due to the
management agreement with LHP; and (5) lease expenses are reduced because some leases are renegotiated
and unnecessary leases are eliminated.
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LHP and Saint Mary’s have committed $75 million for strategic capital spending within the LLC’s first 5
years. Once the new health system is formed, the results are anticipated to create significant increases in
Saint Mary’s income due to the elimination of the debt (no more interest expense) and changes in
depreciation expense (based on the LLC’s opening balance sheet / valuation of the assets not the old Saint
Mary’s depreciation). (Please see Financial Attachments IA, IB and IC included as Exhibit 7).
Additionally, it is anticipated that the availability of financial resources as well as operational and clinical
expertise in a number of important areas will further increase efficiency in operation and enhance quality.
Planned activities include:

The implementation of the latest in health information technology, equipment and quality initiatives;
¢ Facility improvements and upgrades, including new equipment, equipment replacement, facility
renovations, medical office space, technology and other capital improvements;
¢ Further development of existing service lines, including emergency services and primary care,
cardiology, neurology, orthopedics and surgical specialties;
Enhancement of physician recruitment and employee retention efforts; and
e Access to experts, resources and best practices of a national healthcare provider network.

In addition, tentative planning has begun for a number of strategic priorities including:

Establishing a physician roundtable;

Increasing throughput and satisfaction in the Emergency Department (“ED”);

Enhancing the hospitalist program to improve the flow of patients from the ED onto patient floors;
Moving to a private bed model;

Restructuring laboratory operations; and

Enhancing access to outpatient services, including primary care and urgent care.

These priorities are focused on maintaining the quality and volume of services so that Saint Mary’s financial
state will remain stable in the future. This proposal by the Applicants is an outstanding opportunity to
recapitalize Saint Mary’s, which will insure the viability of its facilities and services in the Waterbury area
not only today, but for the future.

LONG RANGE PLANS

The long range plans include:

1. Emergency Department Improvements: Saint Mary’s ED receives over 65,000 visits per year and is
among Connecticut’s busiest facilities. LHP and Saint Mary’s are currently discussing possible
processes to improve throughput in order to reduce ED waiting times. In addition, the Applicants are
working with staff to improve patient satisfaction.

Capital funds will be used to renovate and expand the ED to optimize patient flow with the goal of
reducing waiting times and increasing patient satisfaction while continuing to provide high-quality
care. The LLC will implement an ED expansion that will increase the number of bays from 36 to 45.
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A CT scanner® will also be added to increase test capacity so patients can receive diagnostic imaging
service more quickly. The existing exit ramp and nearby parking facilities will be modified in order to
create new ambulance traffic routes.

2. Clinical Services Enhancements: The LLC will use capital funds to build on existing clinical
programs, including:
a) Physician Integration;
b) Imaging Services; and
¢) Surgical Services.

3. Enhancing Community Access: Saint Mary’s will develop plans to coordinate services in the
communities it serves. Centralizing services will better meet community health need as patients will
be able to access a variety of health care services (urgent care, imaging, lab, primary and specialty
care) in a single, convenient location. The existing Naugatuck and Wolcott Walk-in Health and
Wellness Centers will be modified to offer more outpatient services. These centers will serve patients
living in Saint Mary’s outlying primary service area.

4. Additional Physical Plant Improvements: Saint Mary’s physical plant is over 100 years old. It is
essential to modernize the facility so that patients in Saint Mary’s service area will choose to stay in
the community to obtain health care services. The improvements include:

a) Increasing operating room capacity in the Hospital;

b) Private-bed model and renovating existing floors;

¢) Purchasing the Holiday Inn and building a bridge to connect the buildings; and
d) Implementing infrastructure improvements.

Capital funds received as a result of the proposed joint venture will be needed to modernize facilities so that
patients will choose to stay in the community for care. In addition to aesthetic appeal, modern facilities will
increase patient safety and improve quality of care.

Please see the response to Question 2, Exhibit 1, Exhibit 2 and Exhibit 3 for governance of the entities
involved.

¢ If approved, the LLC will seek approval from OHCA to obtain the CT scanner.
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4. Describe the due diligence undertaken by Saint Mary’s 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 LHP 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. § 19a-486a(c)(5),
including providing a copy of said independent expert's resume or other documentation of his or
her qualifications and describing the process undertaken to identify and retain this person as an
independent expert.

Saint Mary’s arrived at the decision to enter into a joint venture with LHP after a lengthy and thorough
process. In 2002, Saint Mary’s had multiple years of operating losses that missed budgeted levels for
performance. Saint Mary’s was nearing technical default on its bonds because Saint Mary’s poor operating
performance weakened debt and liquidity ratio measures. In addition, the lack of any positive cash flow
prevented Saint Mary’s from investing in its aging plant. Saint Mary’s installed a new management team,
began a Performance Improvement Program and began to plan for the future of Saint Mary’s as a stand-
alone entity.

In December 2003, after evaluating Saint Mary’s viability as a stand-alone organization, the Saint Mary’s
Board adopted an Affiliation Strategy as part of its Strategic Plan. In May 2004, the Saint Mary’s Board
appointed its first Affiliation Task Force which developed a White Paper on the Principles of Affiliation.
By July 2004, the Task Force submitted its official recommendation to pursue an affiliation with Waterbury
Hospital (“Waterbury”). In December 2004, an Affiliation Workgroup was formed to explore a possible
affiliation between Saint Mary’s and Waterbury. In 2005 and 2006, Saint Mary’s was in default of its bond
covenants.

In June 2006, a third party consulting firm, retained by Saint Mary’s, presented its findings on the potential
synergies Saint Mary’s and Waterbury would benefit from in an affiliation. However, Waterbury was
hesitant to pursue an affiliation primarily due to Saint Mary’s significantly underfunded pension plan, which
had a 48% funded pension ratio at the time. In the summer of 2006, Saint Mary’s along with Morgan
Keegan (serving as financial advisor) solicited indications of interest to pursue other affiliation strategies
with national Catholic health systems as well as Yale-New Haven Hospital and UCONN Health System
among other regional and national healthcare systems. Saint Mary’s received no proposals from the 2006
solicitation process, again primarily due to the size of the underfunded portion of the pension fund along
with the previous multiple years of poor financial performance.

In April 2007, the Affiliation Workgroup decided to again explore a potential affiliation between Saint
Mary’s and Waterbury. Saint Mary’s and Waterbury made two presentations to Connecticut State officials
summarizing the studies that supported a local consolidation of the two hospitals. The Office of Health
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Care Access completed a dedicated study of the Waterbury area in response to both Saint Mary’s and
Waterbury being categorized as “financially distressed.” Attached as Exhibit 8 is the State of Connecticut,
Office of Health Care Access’ “Report of Socio-Economics and Health Care Services Utilization of the
Waterbury Area” from May of 2006 (OHCA Docket No. 06-30760-VST).

Saint Mary’s and Waterbury shared the same vision to create financially sustainable, consolidated
healthcare delivery systems that would improve access to quality healthcare in the Waterbury community.
However, after several years, Saint Mary’s and Waterbury were not able to come to acceptable terms on a
merger agreement. Ultimately, merger discussions were terminated in 2008 due to lack of capital funding to
support the anticipated costs of the merger. The State of Connecticut was proposed to be the primary capital
partner for the merger. The proposed necessary capital for the merger was in excess of $130 million. The
parties were unable to complete the arrangement given the State’s budget constraints and financial hardship.

In 2009, Saint Mary’s initiated a new strategic planning process with its Board of Directors. Saint Mary’s
developed a consolidated five year strategic capital plan and set operational and financial targets. Saint
Mary’s studied its ability to: (1) remain a stand-alone entity while continuing to meet the healthcare needs
of the community; (2) adequately fund its pension plan and service its debt; and (3) invest capital in its
ongoing plant (collectively, the “Goals”). During this period, LHP contacted Saint Mary’s regarding a
potential joint venture. Saint Mary’s provided LHP with requested due diligence material and LHP
submitted a preliminary offer to form a joint venture with Saint Mary’s.

As aresult of its strategic planning process, Saint Mary’s decided that as an independent organization it
would not be able to generate sufficient capital to meet its Goals. Recognizing the need for a capital
partner, the Board appointed the Strategic Partner Task Force in July 2010 (the “Task Force™). The
following individuals were invited to join the Task Force: Garrett Casey, Stephen R. Griffin, Esq., Robert
Mazaika, Joseph A. Mengacci, Esq., James C. Smith, and Jerome Sugar, M.D. Attached as Exhibit 9 are
the minutes for the Strategic Partner Task Force meetings.

The purpose of the Task Force was to: (1) confirm Saint Mary’s objectives and principals for a partnership;
(2) confirm Saint Mary’s long-term strategic partnership strategy; (3) review all relevant strategic partners
and partnership options; and (4) to develop a recommendation for a strategic partner and partnership
structure to the Board of Directors. The Board authorized the Task Force to pursue strategic affiliations.
Morgan Keegan contacted 19 potential strategic parties, both not-for-profit and for-profit companies, of
which 16 signed Confidentiality Agreements and received the Confidential Information Memorandum of
the 16 parties, five interested parties submitted asset purchase or joint venture proposals.” One additional
party submitted a services agreement proposal. The initial Indications of Interest from these six parties
provided an Implied Enterprise Value range of $70.5 million to $190.4 million. Attached as Exhibit 10 is
Morgan Keegan’s Initial Indications of Interest Presentation to Saint Mary’s Board of Directors dated
August 19, 2010.

" Due to Confidentiality Agreements, the four companies (other than LHP) that submitted proposals cannot be identified.
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After receiving their initial Indications of Interest, Saint Mary’s had management meetings with four of six
parties. One of the parties removed itself from the selection process prior to the management meetings.
Since Saint Mary’s was not contemplating entering into a service agreement relationship and was only
pursing potential joint venture or sale options, it removed from the selection process the party offering only
the services agreement proposal. Following initial meetings, Saint Mary’s and Morgan Keegan participated
in site visits at locations for three of the parties. In October 2010, the four parties were asked to submit best
and final offers. A new potential partner, along with its joint venture partner, also submitted an initial
Indication of Interest at this time. The revised and final Indications of Interest provided an Implied
Enterprise Value range of $104.1 million to $198.7 million. Attached as Exhibit 11 is the Summary of
Revised and Final Indications of Interest dated October 19, 2010 and attached as Exhibit 12 is the Report of
the Strategic Partnership Task Force dated November 4, 2010.

On November 11, 2010, Saint Mary’s entered into a Letter of Intent with one of the parties to form a joint
venture. Saint Mary’s terminated the Letter of Intent with that party on December 24, 2010 as both parties
were unable to reach mutually acceptable terms on the transaction. Saint Mary’s and Morgan Keegan then
confirmed that LHP and one additional party still retained interest in forming a joint venture and held
conference calls with them and received updated proposals from both parties. The Affiliation Task Force
met on January 4, 2011 to review the proposals and select a preferred partner. In the final Indications of
Interest, the proposal from the non-LHP party valued Saint Mary’s with an Implied Enterprise Value lower
than that in the LHP proposal. The work produced by Morgan Keegan leading up to the selection of a
partner is included in Exhibit 10 (Morgan Keegan’s Initial Indications of Interest Presentation to Saint
Mary’s Board of Directors dated August 19, 2010) and Exhibit 11 (Summary of Revised and Final
Indication of Interest dated October 19, 2010).

The Task Force recommended entering into a 80% / 20% joint venture with LHP and cited four key reasons:
financial attractiveness of the offer; availability of capital, clinical and managerial resources at LHP; local
control; and cultural fit between Saint Mary’s and LHP. For further details, please see the Report of the
Strategic Partnership Task Force dated January 6, 2011 attached as Exhibit 13 and Morgan Keegan’s
Review of Hospital Partnership and Related Agreements dated March 3, 2011 attached as Exhibit 14.

LHP’s offer was attractive both from a financial point of view as well as governance point of view, as
outlined below:

e Saint Mary’s will receive $108 million from the LLC and a 20% membership interest in the LLC, in
consideration for: (i) substantially all of the assets, real and personal, tangible and intangible,
associated with owning, leasing and operating the facilities (all interests in, and assets related to, Saint
Mary’s Hospital Foundation and Saint Mary’s Indemnity Company, as well as certain other assets,
will be excluded from the transaction); and (ii) a capital contribution in the original principal amount
of $7.5 million. Likewise, LHP Sub will receive its 80% membership interest in the LLC for
contributing: (i) $108 million in cash; and (ii) a capital contribution in the original principal amount of
$67.5 million.

e The offer will fully fund Saint Mary’s current pension liability and repay its outstanding long-term
debt liability.
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Saint Mary’s and LHP Sub will have equal governance rights (e.g. 50/50) in the LLC. The LLC’s
Board of Directors will consist of 10 members: five elected by Saint Mary’s and five elected by LHP
Sub, as long as Saint Mary’s maintains a 20% membership interest in the LLC. Actions taken by the
Board will require the approval of the majority of Saint Mary’s directors and the majority of the LHP
directors (“Block Voting”). If Saint Mary’s membership interest declines below 20%, actions taken
by the Board will no longer be subject to Block Voting and will be subject to a simple majority vote of
the Board. If Saint Mary’s membership interest in the joint venture is less than 20% but greater than
10%, Saint Mary’s will elect two members of the Board of Directors. If Saint Mary’s membership
interest in the joint venture is less than 10%, Saint Mary’s will elect one member of the Board of
Directors.

The LLC will follow the community benefit standards currently implemented by Saint Mary’s. If
Saint Mary’s Board members, by majority vote, decide that the LLC is not operating in a manner
consistent with the community benefit standards, Saint Mary’s retains the right to dissolve the LLC.

Saint Mary’s management team will remain in place and all employees in good standing will become
employees of an affiliate of the LLC, with total compensation packages consistent in the aggregate
with those then being provided.

Right of First Refusal: If either Saint Mary’s or LHP receives and accepts an offer (the “Offer”) to sell
all or a portion of its membership units in the LLC to an unrelated third party (the “Offeror”), the non-
selling member will have the right of first refusal to purchase the selling member’s units on the same
terms and conditions as the offer.

Tag-Along Right: If a selling member, holding membership interest greater than 50%, gives notice of
an offer and the non-selling member does not exercise its right of first refusal, the non-selling member
will have the right to require the Offeror to purchase from the non-selling member all or a portion
(such portion to be at the option of the non-selling member) of the non-selling member’s membership
interest at the same price and terms as the Offer for a period of 90 days after receiving notice of the
Offer.

LHP’s Call Right: If Saint Mary’s interest in the LLC decreases to less than 20%, LHP will have the
right to acquire all, but not less than all, of Saint Mary’s interest in the LLC for payment in cash of the
purchase price defined in the LLC Agreement.

Saint Mary’s Purchase Right: From the period that commences on the first anniversary of closing and
expires on the fifth anniversary of closing, Saint Mary’s has the right to purchase from LHP an
additional membership interest in the LLC. Saint Mary’s can purchase such additional membershlp
interest so long as Saint Mary’s total membership interest does not exceed 40%.

Saint Mary’s Board of Directors will retain the sole and exclusive right to terminate the Chief
Executive Officer (“CEO”) of the LLC if the CEO fails to operate the LLC in a manner consistent
with the community benefit standards or the Mission. Saint Mary’s Board members will also have the
unilateral, but not exclusive, right to terminate the CEO for any other reason.
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Saint Mary’s engaged Morgan Keegan as its financial advisor to provide an opinion as to the fairness, from
a financial point of view, of the transaction consideration received by Saint Mary’s in connection with the
proposed joint venture with LHP. Morgan Keegan delivered its Fairness Opinion to Saint Mary’s Board on
April 7, 2011 (the Fairness Opinion is attached as Exhibit 6). Michael Hammond, Elaine Yao and Amanda
Verner rendered the Fairness Opinion, which was reviewed by Morgan Keegan’s internal Fairness Opinion
Committee: Mitchell Kornblit, Richard Lorenti, Vinton Rollins and Eric Coburn. Attached as Exhibit 15
are Morgan Keegan’s qualifications to provide an expert opinion, including the resumes of the seven
individuals from Morgan Keegan directly working on the opinion.

On June 24, 2011, Saint Mary’s Board of Directors approved the partnership process with LHP. A copy of
the Saint Mary’s Board of Directors’ meeting minutes for 2011, including the draft June 24™ meeting
minutes that include the approval are attached as Exhibit 16. Please note that the June 24, 2011 meeting
minutes will not be approved until the August 2, 2011 meeting.

. 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, Saint Mary’s, LHP,
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 Saint Mary’s and LHP defined " conflict of interest' for
purposes of the response to this question.

There are no conflicts of interest between, among, or pertaining to, at a minimum, any and all board
members, officers, key employees, and experts of Saint Mary’s, LHP, any other party to the transaction,
and any person or entity that performed assessments requested in this Application.

Saint Mary’s and LHP have defined “conflict of interest” as any act by an individual involved in the Saint
Mary’s / LHP joint venture transaction where the individual’s participation in the joint venture selection
process and/or the process of forming the joint venture itself (or influencing the outcome of any decision)
was exploited in any way for the person’s individual or corporate benefit.

In order to determine that no conflicts of interest exist with regard to the subject matter of this proposal,
Saint Mary’s has performed due diligence by sending Conflict of Interest Disclosure Statements to all
individuals involved, including all board members, officers, key employees and experts of Saint Mary’s,
LHP and any other party to the transaction, and any other person or entity that performed assessments
requested in this Application. Saint Mary’s has received responses from all of these individuals attesting to
the fact that there are no conflicts of interest. The Conflict of Interest / Disclosure Forms as well as a list of
individuals who were asked to complete the form are attached as Exhibit 17.
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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.

Attached as Exhibit 18 is Morgan Keegan’s Valuation Discussion, which provides an assessment of the fair
market value of the transaction. Please see the response to Question 12 for Morgan Keegan’s opinion on the
fairness of the transaction from a financial point of view.

The application of a fair value is quite broad. For purposes of Morgan Keegan’s report, Enterprise Value
(“EV”) is defined as the most probable price that the net tangible and intangible operating assets (or
business enterprise) of a business may bring, in a competitive and open market under all conditions requisite
to a fair sale, with buyer and seller each acting prudently, knowledgeably and assuming the price is not
affected by undue stimulus. EV generally includes a level of working capital sufficient to operate the
business. However, it is not influenced by the capital structure or method of acquisition financing, although
each will affect the net proceeds available to the seller. There are three conventional approaches to
establishing the EV of a healthcare services company. Because there is no single approach that is
considered conclusive and each approach offers certain advantages and disadvantages, Morgan Keegan has
considered a combination of three methodologies to determine whether the transaction is fair, from a
financial point of view to Saint Mary’s:

Comparable Companies Analysis. The value of the Company is determined by reference to the
corresponding valuation multiples of comparable publicly-traded companies included in the hospital
segment.

Comparable Transactions Analysis. The value of the Company is determined based on acquisitions of
comparable hospital companies.

Discounted Cash Flow Analysis. The value of the Company is determined based on projections of future
cash flows of the Company that are discounted to a net present value.

In addition, adjustments must be made to each approach in order to reflect the valuation considerations that
are specific to Saint Mary’s. A combination of results will provide the most reliable estimate of EV.

The “Comparable Companies” valuation methodology estimates the value of Saint Mary’s based upon the
current market valuations of publicly-traded companies with a similar focus.
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COMPARABLE COMPANIES ANALYSIS

Comparable Companies Analysis relies on certain valuation “multiples” calculated for the publicly-traded
companies based upon latest twelve months’ (“LTM”) financial results and current market capitalization.

e Multiples of revenue, EBITDA and beds (to a lesser extent) are all common reference points for
valuation of hospital companies.

o Depending on the business, the data available and Morgan Keegan’s judgment as investment bankers
as to which multiples appropriately reflect the value of the Company, particular multiples or other
valuation factors may be selected or excluded.

¢ Frequently, multiples of certain companies within the comparable company universe may be excluded
for valuation purposes because they are outliers, or would create a misleading valuation if used in the
analysis.

Depending on market levels, the Comparable Companies analysis can serve to overvalue smaller, privately-
held companies, due to their lack of liquidity and higher perceived risk profile, suggesting that discounts to
the multiples may be appropriate. Conversely, since public market multiples represent prices paid for a
single share of equity, these valuations do not include the premium typically paid to acquire control of an
organization.

COMPARABLE TRANSACTIONS ANALYSIS

The Comparable Transactions valuation approach relies on comparable acquisitions and their relative
valuation multiples to estimate a range of value for Saint Mary’s. As in the publicly-traded Comparable
Companies analysis, determining comparability is critical. Precedent transactions are chosen based on
industry/sector, time elapsed since transaction, size, structure, changes in financial markets and industry
conditions. Comparable transactions analysis relies on certain valuation multiples calculated for the
acquired business based upon the most recent financial results available prior to the transaction. Multiples
of revenue, EBITDA and beds are all common reference points for the valuation of hospital companies.
Moreover, multiples of certain acquisitions within the comparable acquisition universe may be excluded for
valuation purposes because they are outliers, or would create a misleading valuation if used in the analysis.
It should be noted that reliable financial information for private companies can be limited or derived from a
variety of sources.

DISCOUNTED CASH FLOW ANALYSIS

Valuing an enterprise based on the discounted value of its cash flows is a universally recognized valuation
methodology. Unlike market-based valuation approaches, Discounted Cash Flow (“DCF”) valuation
utilizes estimates of future, rather than historical, financial performance. The methodology seeks to
empirically derive the value of an organization by computing the present value of its future earnings stream.
Based on realistic financial forecasts, the DCF Analysis can provide the most accurate estimate of value.
However, there is a degree of subjectivity involved not only in creating forecasts, but also assessing risk
profiles and assigning appropriate discount factors.
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Valuation guidelines state that fair market value or EV must be determined within the framework of the
business’ value to a hypothetical purchaser. Financial projections/valuation assumptions should not reflect
the characteristics of any particular buyer nor the current capital structure of the seller; instead, industry
norms should be reflected in the analysis. Specifically, DCF valuation incorporates three maj or
components, as discussed below.

e Estimated Future Cash Flows. “Free cash flow” represents the earnings of a business that are available
for distribution to providers of capital without impairing a business’ future prospects. It is defined as
after-tax operating income plus depreciation and amortization, less capital expenditures and additions
to non-cash working capital.

e Terminal Value. The terminal or residual value assumes that the business will remain a going concern
and is an estimate of its value beyond the forecast period. Given the EBITDA multiple of public
hospital companies is a median of 7.5x, a range of EBITDA multiples of 4.0x-6.0x were selected to
calculate a terminal value, representing a discount of 30%

e Discount Rate. The discount rate is used to determine the present value of the free cash flows and
terminal value, and is intended to reflect all the risks of ownership and associated risks of realizing the
stream of projected future cash flows. In general, higher discount rates are used in the analysis of
private companies due to their greater perceived risk and illiquidity.

To determine a discount rate for Saint Mary’s, Morgan Keegan calculated the weighted average cost of
capital (“WACC?”) for the publicly-traded hospital companies and determined it to be 13.8%. Morgan
Keegan’s DCF for Saint Mary’s uses a range of discount rates from 13.0% to 15.0%.

The valuation of Saint Mary’s was performed by Michael Hammond, Elaine Yao and Amanda Verner and
reviewed by the Morgan Keegan’s internal fairness opinion committee: Mitchell Kornblit, Richard Lorenti,
Vinton Rollins and Eric Coburn. Please see Exhibit 15 for Morgan Keegan’s qualifications to provide an
expert opinion, including the resumes of the seven individuals from Morgan Keegan directly working on the
opinion.

. 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.

Saint Mary’s will be receiving full value for its assets contributed to the joint venture. Please see the
response to Question 12 for Morgan Keegan’s opinion on the fairness of the transaction consideration Saint
Mary’s will receive. Morgan Keegan delivered its Fairness Opinion to Saint Mary’s Board on April 7,
2011. Michael Hammond, Elaine Yao and Amanda Verner rendered the fairness opinion, which was
reviewed by the Morgan Keegan’s internal Fairness Opinion Committee: Mitchell Kornblit, Richard
Lorenti, Vinton Rollins and Eric Coburn.

Further, the financial viability of the ongoing joint venture will be stronger than if Saint Mary’s were to
continue as a stand-alone entity. The joint venture will have no debt on its balance sheet. Saint Mary’s
pension plan will be fully funded. The joint venture will also have access to the management resources of
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LHP and LHP’s subject matter experts. Due to these factors, Saint Mary’s believes that the transaction will
leave its assets at less risk than Saint Mary’s continuing as a stand-alone entity. Please see the response to
Question 13 for additional detail on the benefits of the proposal.

. 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.

There will be a Management Agreement between the LLC and LHP Management Services, LLC. Please
see Exhibit 3.

Saint Mary’s believes that the Management Agreement is of reasonable fair value and at commercially
reasonable terms based on Saint Mary’s knowledge of the market place and from guidance from Saint
Mary’s Task Force, counsel and financial advisor, Morgan Keegan. Saint Mary’s negotiated the
management fee, which is based upon a percentage of net revenue, to an amount lower than originally
proposed. Overall, it is important to note that outside advisors have confirmed that the management fee
charged is an appropriate market rate.

. Describe your concept of the locally-controlled charitable foundation to support health-related
activities in the community (the "Foundation"), identified in your letter of March 30, 2011,
including the funding of the Foundation, the charitable purpose of the Foundation, and its
governance structure. Provide copies of any documents related to the creation, structure, and
purpose of the Foundation.

THE CONCEPT OF THE FOUNDATION

The main responsibilities of the Saint Mary’s Community Foundation’s will be:

1. To participate as the 20% owner of the new joint venture (the LLC);

2. To ensure that the joint venture conducts Hospital operations in a manner consistent with the

“community benefit standard” set forth in IRS Revenue Ruling (“Rev. Rul.”) 69-545;

To manage existing assets and liabilities (ie. pension); and

4. To support charitable and health related activities in the community in addition to those that will
continue be provided through the joint venture’s operation of the Hospital in accordance with the
community benefit standard.

hat

THE FUNDING OF THE FOUNDATION

The Community Foundation will receive proceeds of approximately $46 million as part of the transaction.
In addition, the Community Foundation will hold a 20% ownership interest in the LLC, valued at
approximately $27 million. As a result, at its inception, the Community Foundation will be funded with an
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amount equal to approximately $73 million. The assets of the Community Foundation will also include
short term investments, marketable securities and an asset whose use is limited by donors and held in trust
(the Hellman Trust®).

The Community Foundation will continue to receive revenue on an ongoing basis as a result of its 20%
equity position in the LLC.

THE CHARITABLE PURPOSE

The charitable purpose of the Community 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 Community Foundation,
representatives from Saint Mary’s have interviewed leaders from similar foundations in Alaska, Idaho, and
Arkansas. 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. Saint Mary’s plans to take sufficient time to evaluate
the current needs of the community, and very carefully plan and structure its strategies for charitable work.
As a safety net provider, Saint Mary’s is certainly aware of the health needs of its community, yet for the
purposes of establishing the Community Foundation, Saint Mary’s believes that a comprehensive needs
analysis and strategic planning process would be appropriate, and will ensure maximum impact and
effectiveness.

THE STRUCTURE OF THE COMMUNITY FOUNDATION

The Community Foundation will be established as a tax exempt 501(c)(3) organization, operating as a
public charity. Specifically, the Community Foundation will file, for tax purposes, as a hospital pursuant to
Section 170(b)(1)(a)(iii). The structure that Saint Mary’s will be entering with LHP is described in an
Internal Revenue Service (“IRS”) ruling as follows:

IRS Rev. Rul. 98-15, ISSUE: Whether, under the facts
described below, an organization that operates an acute
care hospital continues to qualify for exemption from
federal income tax as an organization described in §
501(c)(3) of the Internal Revenue Code when it forms a
limited liability company (LLC) with a for profit
corporation and then contributes its hospital and all of its
other operating assets to the LLC, which then operates the
hospital.

The entity being created for the purpose of this transaction is a limited liability company. However,
the LLC will be taxed as a partnership and partnership taxation rules will be applicable. The
“members” of the new LLC will be treated and taxed as the “partners” of a partnership. The terms
“joint venture” or “JV” used in this Application are references to the new LLC. All items of income
and deduction arising from the partnership’s activities are passed through and reported on the tax

¥ The Hellman Trust is managed by an entity other than Saint Mary’s.
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returns of the partners. The “pass through” generally occurs in proportion to the ownership interests
of the partners although special allocations are permitted in certain cases. A partnership issues a
Form K-1 to each partner at the end of each tax year identifying that partner’s share of income and
deductions.

Tax-exempt (Section 501(c)(3)) organizations can and do receive many different types of income —
depending in large part on the type of activities they conduct. Examples of income include
donations, dividends and capital gains on investments, governmental grants, and what is often called
“program related income” or “exempt function income.” Examples of program related/exempt
function income include the income from ticket sales at a tax exempt theatre, or the membership
dues and fees charged by a museum. More specifically, “program related income” also includes
monies received by a hospital in return for its health care services as long as the Hospital conducts

its activities in accordance with what is known as the “community benefit standard” first adopted by
the IRS in 1969. ’

Nonprofits can also have what is known as “unrelated business taxable income” or “UBTI” which is
income it may receive, for example, from operating a “side business” that is not related to its
exempt activities. An otherwise tax exempt organization must separately report and pay tax on any
UBTIL

Even though the income of the new LLC will be passed through to the members as discussed above,
under Internal Revenue Code Section 512 (c) the “character” of the income will be based on the
nature of the Hospital business activities as conducted by the LLC. In other words, if the LLC
operates the Hospital in accordance with the community benefit standard the income will retain its
“character” as program related/exempt function income when received by the Community
Foundation from the LLC. The income distributed to LHP will have this same “character” but as far
as LHP is concerned the characterization is irrelevant because it is not a tax exempt entity and will
pay tax on its share. Accordingly, the 20% income share payable to the Community Foundation will
be exempt from taxation, and the 80% payable to LHP will be taxable.

LEGAL AUTHORITY FOR JOINT VENTURES BETWEEN TAX EXEMPT AND TAXABLE
ENTITIES

It has been accepted practice for tax exempt organizations to enter into “partnerships” with for-profit
organizations since 1982 when the Ninth Circuit Court of Appeals determined that a nonprofit entering into
a partnership that included for—profit investors did not affect the organization’s exempt status. Plumstead
Theatre Society, Inc. v. Commissioner, 675 F.2d 244 (9th Cir. 1982).
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In numerous public and private rulings, and in other written guidance issued since the Plumstead decision,
the IRS has articulated general principles it will apply when deciding if a tax-exempt organization’s
participation in a “partnership” will jeopardize tax exemption, as follows:

1. Is the organization accomplishing a charitable purpose through its participation in the
arrangement?

2. Is the income received by the nonprofit from the partnership derived from a tax
exempt activity or function?

3. Is the organization still acting exclusively in furtherance of its exempt purposes as
opposed to the benefit of the private interests/investors participating in the
arrangement?

The IRS has issued two landmark Revenue Rulings involving these three principles in the context of
nonprofit hospitals which entered into joint ventures with for-profit organizations. The first was issued in
1998 (Rev. Rul. 98-15) and involved “whole hospital” joint ventures; and the second issued in 2004 (Rev.
Rul. 04-51) addressed “ancillary” joint ventures (such as a joint venture involving an ambulatory surgery
center).

The proposed transaction between Saint Mary’s and LHP is a “whole hospital” joint venture and falls
within the analysis and reasoning in Rev. Rul. 98- 15. This Revenue Ruling posits two hypothetical whole
hospital joint ventures (referred to in the Revenue Ruling as “Situation 1” and “Situation 2”) to help
provide a “bright line” test to distinguish (a) a whole hospital joint venture structured in a way which will
not cause the exempt participant to lose its exemption (Situation 1), and (b) a whole hospital joint venture
structured in a way which will cause the exempt participant to lose its exemption (Situation 2). In other
words, the IRS concludes that in Situation 1 the hospital: (a) accomplished a charitable purpose through its
participation in the joint venture, (b) received program related/exempt function income from the joint
venture; and (c) was acting exclusively in furtherance of its exempt purposes and not for the benefit of the
private interests/investors participating in the joint venture.

While reference is made to Rev. Rul. 98-15 to explain the facts, the quintessential point on which these
issues turn is that of control — whether or not the nonprofit retains enough control over the operations of the
joint venture to insure that the joint venture will continue to operate the hospital in a manner consistent with
the’community benefit standard. Legal control over a business is multi-faceted and the power to exercise
control or controls can be can found in bylaws, certificates of incorporation, articles of organization,
operating agreements, statutes, and other contractual arrangements.

In the simple hypothetical in Situation 1 in Rev. Rul. 98-15 control is established by the fact that the tax-
exempt hospital appoints a simple majority of the governing board of the joint venture. However, a
Revenue Ruling is an articulation of the IRS’s position on an issue and is not binding on the courts. In this
regard, in what has become regarded as the seminal case on the issue of control, it has been found that the
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ability to appoint a simple majority of the joint venture board is not necessary as long as other provisions,
terms and documents are in place to insure that the joint venture will continue to operate in a manner
consistent with the community benefit standards. St. David’s Health Care System v. United States, 349 F.
3d 232 (5" Cir. 2003); 2004 WL 555095 (W.D. Tex. March 18, 2004).

In this case numerous control and control related protections exist to insure that the LLC will conduct the
operations of the Hospital consistent with the community benefit standard. The Community Foundation
will be governed by a Board of Directors consisting of 7-12 members. The initial Board will be nominated
by the Saint Mary’s Governance Committee and elected by the Saint Mary’s Health System Board of
Directors. It is anticipated that committees will be established to manage the work of the Community
Foundation Board and the Community Foundation. The Community Foundation will have tax exempt
status under Section 501(c)(3) of the Code.

In order to facilitate the creation of the Community Foundation, a Foundation Task Force (the “Foundation
Task Force”) was established in April 2011. The Task Force included representatives from Saint Mary’s,
Saint Mary’s Hospital Foundation Board, and management. The recommendations of the Foundation Task
Force were reviewed and voted on by the Saint Mary’s Health System Board at its June 24, 2011 meeting.

10. 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 copies of
the original gift instruments for each of the gifts.

Saint Mary’s Hospital Foundation was originally incorporated as the May Fund Corporation on April 3,
1984 to advance the purpose of Saint Mary’s Hospital through the solicitation of charitable donations. As
currently envisioned, the Saint Mary’s Hospital Foundation will continue to exist following the joint venture
transaction. This will ensure that none of the assets of the Foundation will be transferred to another
corporation, and that the original intention of the donors will be honored as the funds are distributed
according specifications set forth by the donor and/or in the original gift instruments.

SUMMARY OF SAINT MARY’S HOSPITAL AND FOUNDATION GIFTS

The assets are segregated into four classifications. Assets of each classification as of May 31, 2011 are as
follows:

Unrestricted Fund
Board Restricted $152,643
UPMIFA $122,417
General Unrestricted $1,452,494
Funds Restricted As To Use

Foundation $2,098,201
Endowment $ 967,889
Third Party Trust $14,677,000
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The Unrestricted Fund represents money donated through special events, annual fund appeals, memorials
and other unrestricted donations that have been given over the years by generous donors for use by the
hospital to improve patient care. Distributions from this fund have been made under the direction of the
Board of Directors of the foundation in response to requests from the hospital. This fund includes the Board
Restricted Fund which is comprised of contributions by individual members of the various boards of Saint
Mary’s Health System donated over several years through annual board appeals. The fund was established
giving the Board of Directors the authority to expend the money on programs and services that advanced the
purpose of the hospital. This fund also includes funds under Uniform Prudent Management of Institutional
Funds Act (“UPMIFA”) which represents earnings on the endowment.

The Funds Restricted As to Use are individual funds that were created in response to donor instruction
regarding their gifts. The total number and balance of each fund fluctuates monthly depending on the
number of donations. Withdrawals from these funds are made in accordance with the donor’s wishes.

The Endowment was established by the Board of Directors of the May Fund Corporation. The Board voted
to establish the endowment fund with the intent of growing the fund through future contributions.

The information which follows provides a summary of the donor restricted funds. Original documentation
is contained in the accompanying binders.’

FUNDS RESTRICTED AS TO USE

Saint Mary’s Hospital Foundation has a total of 74 Funds Restricted As To Use. These funds are organized
into eleven categories, based upon the intended use of the fund. The categories are Cardiology; CHC/FHC;
Emergency Department; Department of Surgery; Nursing Departments; Clinical Departments; Non-clinical
Departments; Medical/Surgical Education; Special Funds; Scholarship Funds; and Education Funds.

As of May 31, 2011, the balance for all of these funds was $2,098,201. A summary chart outlining each of
the funds, its May 31, 2011 balance, and a brief description of the use of the funds is attached as Exhibit 19.

The source of funds varies, and includes gifts, donations, special events, bequests and annual appeals. A
description of the funds by category follows.

Cardiology

There are five funds under the heading Cardiology. The fund balance as of May 31, 2011 for these funds
was $418,634. Of these funds, one is a grant. As of May 31,2011 the remaining balance on the grant is
$49,315. The grant labeled Cardiac Rehab-Anthem from Anthem (Binder 1, Section Al) is to be used
towards nutrition and exercise education as it relates to cardiac rehabilitation. This grant will be fulfilled

® The five Saint Mary’s Hospital Foundation binders (Exhibit 20) have been bulk filed. The Attorney General’s office received one
set and the Department of Public Health received one set. The binders were bates numbered, scanned and are included on the
electronic copy of the Application that was provided to both offices.
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under the terms set forth in the grant agreement. The remaining funds in this category include
Cardiology/cardiac care (Binder 1 Section A2), Herman Weisman/Telemetry (Binder 1, Section A3), J.
Robert Anthony Fund (Binder 1, Section A4) and Medical Equipment Fund (Binder 1, Section A5). The
remaining balances in these funds will be utilized according to the initial description of the fund.

Children’s Health Center (CHC)/Family Health Center (FHC)

There are 16 funds under the heading for Children’s Health Center/Family Health Center. The fund balance
as of May 31, 2011 for these funds was $218,530. Of these funds, eight were grants. As of May 31, 2011
the remaining balance for these grants was $132,234. The grants include CHC/FHC Lucy Edwina Schlegel
Fund (Binder 1, Section B2) to be distributed annually at the funders direction, CHC/EKG (Binder 1,
Section B3) to purchase a children’s EKG, CHC Medial Home (Binder 1, Section B4), from the Hezekiah
Beardsley Connecticut Chapter of AAP All Kids for the Medical Home Program, CHC Touchpoints
program (Binder 1, Section BS), CHC-Childhood Asthma Prevention (Binder 1, Section B7) from the
Neighborhood Assistance Act for asthma prevention, Children’s Behavioral Health Screenings (Binder 1,
Section B8), Reach Out and Read Program (Binder 1, Section B14) and Teen Grief Support Groups (Binder
1, Section B15) from the J. Walton Bissell Foundation. All of the grants listed above will be fulfilled under
the terms set forth in the grant agreement. The remaining funds in this category include CHC/Carbonari
(Binder 1, Section B1), CHC/FHC Operating (Binder 1, Section B6), CHC-Gorman Asthma Fund (Binder
1, Section B13), FHC Educational Fund (Binder 1, Section B10), FHC Hypertension (Binder 1, Section
B11), Long Foundation Well Child Visits (Binder 1, Section B12), Family Rescue (Binder 1, Section B9)
and Famiglietti Fund (Binder 1, Section B16). The remaining balances in these funds will be utilized
according to the initial description of the fund.

Emergency Department

There is one fund under the heading for Emergency Department. The remaining fund balance as of May 31,
2011 for this fund was $7,997. There are no grants in this fund. The fund in this category includes
Emergency Department Services (Binder 1, Section C1). The remaining balance in this fund will be utilized
according to the initial description of the fund.

Department of Surgery

There are three funds under the heading for Department of Surgery. The remaining fund balance as of May
31,2011 for these funds was $644,618. There are no grants in these funds. The funds in this category
include daVinci Robotic Surgery Program (Binder 1, Section D1), Same Day Surgery (Binder 1, Section
D2) and Surgical Services-Gala (Binder 1, Section D3). The remaining balances in these funds will be
utilized according to the initial description of the fund.
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Nursing Departments

There are seven funds under the heading for Nursing Departments. The remaining fund balance as of May
31, 2011 for these funds was $73,274. There are no grants in these funds. The funds in this category
include Birthing Center (Binder 2, Section E1), Intensive Care (Binder 2, Section E2), Maternity/ Women &
Infants (Binder 2, Section E3), Women & Infants Neonatal (Binder 2, Section E4), O'Brien 7 (Binder 2,
Section ES), Pediatrics (Binder 2, Section E6), and Xavier 3 (Binder 2, Section E7). The remaining balance
in these funds will be utilized according to the initial description of the fund.

Clinical Departments

There are eight funds under the heading for Clinical Departments. The remaining fund balance as of May
31, 2011 for these funds was $40,386. Of these funds, three were grants. As of May 31, 2011 the
remaining balance of the grants was $29,911. The grants include Breast Center (Binder 2, Section F1) from
the Susan G. Komen Foundation to be used for breast biopsies, computer scanner, translation software,
Cyracom language line, mammograms and CBE’s, Dental (Binder 2, Section F2) to be used to purchase
dental equipment for dental clinic or dental room at CHC and Naugatuck Walk-In (Binder 2, Section F6)
from the Connecticut Community Foundation to be used to purchase equipment. All of the grants listed will
be fulfilled under the terms set forth in the grant agreements. The remaining funds in this category include
Endoscopy/Gastro (Binder 2, Section F3), Hospice Room Fund (Binder 2, Section F5), Oncology (Binder 2,
Section F4), Pulmonary/Respiratory (Binder 2, Section F7), and Wound care (Binder 2, Section F8). The
remaining balance of these funds will be utilized according to the initial description of the fund.

Non-Clinical Departments

There are seven funds listed under the heading for Non-Clinical Departments. The remaining fund balance
as of May 31, 2011 was $99,960. Of these funds, three were grants. As of May 31, 2011 the remaining
balance of the grants was $81,359. The grants include Information Services (Binder 2, Section G3) from the
Woodward Foundation to build a wireless network, Pastoral Care (Binder 2, Section G6) from
Individual/Swindell Fund to be used for indigent adults and Volunteer Services (Binder 2, Section G7) from
the White Foundation to be used for volunteer training. All of the grants listed will be fulfilled under the
terms set forth in the grant agreements. The remaining funds in this category include Child Development
Center (Binder 2, Section G1), Fitness Center Fund (Binder 2, Section G2), Library (Binder 2, Section G4)
and Lifeline (Binder 2, Section GS5). The remaining balance of these funds will be utilized according to the
initial description of the fund.

Medical/Surgical Education

There are six funds listed under the heading for Medical/Surgical Education. The remaining fund balance as
of May 31, 2011 was $236,974. Of these funds, three were grants. As of May 31, 2011 the remaining
balance of the grants was $180,493. The grants include Residency Program (Binder 3, Section H4) from
money raised at the Gala to be used for Research Day, Dudrick Surgical Education & Research Fund
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(Binder 3, Section HS) to be used for surgical residents and Dr. William Finklestein-Research Fellowship
for Yale Resident (Binder 3, Section H6) from the Estate of Dr. Finklestein for resident research projects.
All of the grants listed will be fulfilled under the terms set forth in the grant agreements. The remaining
funds in this category include Asghar Rastegar Research Fellowship (Binder 3, Section H1), Department of
Medicine (Binder 3, Section H2) and Medical & Nursing Education (Binder 3, Section H3). The remaining
balance of these funds will be utilized according to the initial description of the fund.

Special Funds

There are 10 funds listed under the heading for Special Funds. The remaining fund balance as of May 31,
2011 was $211,512. Of these funds, three were grants. As of May 31, 2011 the remaining balance of the
grants was $11,672. The grants include Breast Health (Binder 3, Section I1) from the American Cancer
Society to support cancer through research and education, Freedom from Smoking (Binder 3, Section 12)
from the American Lung Association for smoking cessation education and Hoffman Fund-Patient Safety
(Binder 3, Section 17) for the purchase of brightly colored blankets and socks to identify patients who are a
fall risk. All of the grants listed will be fulfilled under the terms set forth in the grant agreements. The
remaining funds in this category include Board of Directors (Binder 3, Section 13), Building Fund (Binder 3,
Section 14), Employee Crisis (Binder 3, Section I5), Enrichment Grant Program (Binder 3, Section 16),
WFW Mammography Fund (Binder 3, Section I8), Sisters of Saint Joseph (Binder 3, Section I9) and Dr.
Finklestein-Restoration & Archival Work (Binder 3, Section 110). The remaining balance of these funds
will be utilized according to the initial description of the fund.

Scholarship Funds

There are four funds listed under the heading for Scholarship Funds. The remaining fund balance as of May
31,2011 was $127,427. There are no grants in these funds. The funds in this category include Desmarais
Scholarship (Binder 3, Section J1), Healthcare/Nursing Scholarships (Binder 3, Section J2), Mimi Rowe
Scholarships (Binder 3, Section J3), and School of Nursing Alumni (Binder 3, Section J4). The remaining
balance of these funds will be utilized according to the initial description of the fund.

Education Funds

There are three funds listed under the heading for Education Funds. The remaining fund balance as of May
31,2011 was $19,752. Of these funds, one was a grant. As of May 31, 2011 the remaining balance of the
grant was $1,236. The grant includes Oncology (Binder 3, Section K2) to be used for oncology staff
education. The grant listed will be fulfilled under the terms set forth in the grant agreement. The remaining
funds in this category include Education Fund (Binder 3, Section K1) and Nursing Education (Binder 3,
Section K3). The remaining balance of these funds will be utilized according to the initial description of the
fund.

Saint Mary’s/LHP Joint Venture Application
July 21, 2011

53



ENDOWMENT FUNDS

As of May 31, 2011 the Foundation permanently restricted fund had a balance of $967,889. The majority of
the funds in this account were gifts of $79,295 from the 1995 estate of James Garvey and $477,888.86 the
2006 estate of Helen L Garvey. A bequest of $150,000 from the estate of William Finklestein, M.D. was
received on February 8, 2005. The remaining balance of $206,705.32 is a combination of interest and
monies transferred into the endowment fund by the board of directors of the original May Fund Corporation.

THIRD PARTY TRUSTS

Hellman Trust

The Hospital is the beneficiary of a 50% interest in a donor-established perpetual trust held and
administered by an outside trustee. The Hospital’s interest in the trust is approximately $14.7 million,
which is classified as a permanently restricted endowment fund. The Hospital receives a specific portion of
the return on the underlying assets each year as determined by the trust. Based on the last will and
testament, these distributions do not have a use restriction and are treated as unrestricted. It is anticipated
that the Community Foundation will be the recipient of the annual distribution of this trust.

11. 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. ‘

The following Exhibits include all of the non-confidential correspondence, memoranda and other
documentation involved in this process:

Exhibit 9:  Strategic Partner & Joint Venture Task Force Meeting Minutes;

Exhibit 10: Morgan Keegan’s Initial Indications of Interest Presentation to the Board dated
August 19, 2010;

Exhibit 11: Summary of Revised and Final Indications of Interest dated October 19, 2010;

Exhibit 12:  Report of the Strategic Partnership Task Force dated November 4, 2010;

Exhibit 13:  Report of the Strategic Partnership Task Force dated January 6, 2011; and

Exhibit 14: Review of Hospital Partnership and Related Agreements dated March 3, 2011

Due to Confidentiality Agreements signed by Saint Mary’s Hospital and the parties who participated in the
partnership process with Morgan Keegan, many details cannot be submitted in this public process. If the
Office of the Attorney General or the Department of Public Health requires submission of these details,
Saint Mary’s will provide the documents under Protective Order.

Saint Mary’s/LHP Joint Venture Application
July 21, 2011

54



12. 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¢. Also provide copies of the information and documents relied upon by the expert in the
preparation and issuance of the fairness evaluation.

Attached as Exhibit 6 is Morgan Keegan’s opinion on the fair market value of the transaction, as delivered
to Saint Mary’s Health System Board of Directors on April 7, 2011. The information relied upon in
preparation and issuance of this opinion can be found in the Exhibits listed below. The criteria set forth in
Conn. Gen. Stat. § 19a-486¢(a) through (g) have all been addressed in the documents submitted in the
Exhibits. The transaction that is the subject of this Application is not prohibited by Connecticut statutory or
common law governing nonprofit entities, trusts or charities. It should be noted that Saint Mary’s was on
the open market for over six months.

Exhibit 1: Contribution and Sale Agreement

Exhibit2:  Amended and Restated Limited Liability Agreement

Exhibit 3: Management Agreement

Exhibit 10: Morgan Keegan’s Initial Indications of Interest Presentation to the Board dated
August 19, 2010

Exhibit 11: Summary of Revised and Final Indications of Interest dated October 19, 2010

Exhibit 12: Report of the Strategic Partnership Task Force dated November 4, 2010

Exhibit 13:  Report of the Strategic Partnership Task Force dated January 6, 2011

Exhibit 14: Review of Hospital Partnership and Related Agreements dated March 3, 2011

Exhibit 18: Morgan Keegan’s Valuation Discussion

13. Explain how Saint Mary’s determined the need for the proposal and discuss the benefits of this proposal
for the Hospital (provide discussion on history and time-line).

FACTORS CONTRIBUTING TO SAINT MARY’S NEED FOR A CAPITAL PARTNER

Summary

For more than a decade, Saint Mary’s has struggled with poor financial performance leaving the Hospital
unable to adequately fund its pension plan and to invest in the physical plant. Despite Saint Mary’s efforts
to implement cost reduction initiatives and eventual operational improvement, Saint Mary’s has not been
able to restore sufficient profitability and balance sheet strength to invest thoroughly in its facilities and
make improvements in clinical services for the community. Saint Mary’s poor financial performance in the
recent past; underinvestment in the physical plant; inability to grow clinical programs, especially specialties;
limited ability to recruit physicians; and its underfunded pension plan led to the need for a capital partner.
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Commentary

Beginning in 1998, Saint Mary’s suffered substantial losses from operations that continued for many years.
In 2002, Moody’s Investors Service (“Moody’s”) put Saint Mary’s on its watch list for a multi-notch
downgrade. FY 2002 was the fourth year of operating losses for Saint Mary’s, and in that year Saint Mary’s
had a $16.1 million operating loss, -10.4% operating margin, -3.0% operating cash flow margin and only 29
days cash on hand. In 2003, Moody’s downgraded Saint Mary’s from Baal to Baa3. Saint Mary’s
experienced operating losses in that fiscal year as well as a reduction in liquidity. Saint Mary’s had an
operating loss of $7.2 million and 26 days cash on hand. In FY 2004, Saint Mary’s recorded an operating
gain of $807,000. 1% However, in FY 2005, Saint Mary’s experienced operating losses of $18.8 million, a
significant portlon of which was attributed to approximately $14 million of one-time, non-cash
adjustments.'’ Saint Mary’s low liquidity continued to be a concern with 25 days cash on hand. Although
Saint Mary’s froze the defined benefit plan in 2004 and, as a church plan, was not required to meet ERISA
funding requirements, the pension plan was sizably underfunded, with a 48% pension funded ratio. Due to
FY 2005’s poor financial results and continued balance sheet deterioration, Moody’s further downgraded
Saint Mary’s to Ba3 from Bal, with a negative outlook. At this time, Saint Mary’s violated debt coverage
covenants and began working with consultants to develop performance improvement strategies. Key
improvement initiatives implemented included: favorable rate adjustments from managed care payors,
reduction in full-time equivalents, recruitment of surgeons for new and expanded high-margin service lines
such as the open heart program, implementation of a hospitalist program to help control costs and a review
of unprofitable service lines. These initiatives helped Saint Mary’s to improve operating results, and in FY
2006 Saint Mary’s reduced its operating loss to $9.7 million from $18.8 million in the prior year. Saint
Mary’s liquidity position continued to remain low at 26 days cash on hand, largely due to low cash flow
generation.

It was at this time that Saint Mary’s began to consider the benefit of a partner for long term sustainability.
After Saint Mary’s was unable to negotiate beneficial terms of a merger with Waterbury, Saint Mary’s
began a full auction process, approaching multiple organizations, for the sale of the Hospital (please the
response to Question 4, Due Diligence). No viable offers resulted from the auction process, and Saint
Mary’s continued to focus on improving operations. In FY 2007, Saint Mary’s recorded an operating gain
of $1.5 million. This operating gain was only possible because Saint Mary’s received funding from State
agencies (the Distressed Hospital Fund and the Hospital Hardship Fund). Saint Mary’s and Waterbury
began merger discussions again, as both hospitals continued to face operating difficulties. Despite the
marked improvements, Saint Mary’s still faced many challenges: capital spending remained well below 1.0x
depreciation and the pension liability remained significantly underfunded (53% pension funded ratio).
Therefore, Saint Mary’s management and Board believed a partnership with Waterbury would help meet the
community’s healthcare needs.

1 Operating gains adjusted to reclassify $433,000 investment income from operating to non-operating revenue and increase total
operating expenses by $2.8 million to adjust for a one-time wage expense credit associated with a change in paid time-off policy.

" Non-cash adjustments included $8.1 million for prior year contractual and bad debt adjustments, $2.6 million of other accounts
receivable adjustments and $1.5 million adjustment for third party reserves.
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Saint Mary’s continued the positive operating trend in FY 2008 and FY 2009 but was unable to reach an
agreement to merge with Waterbury, largely due to inadequate capital to fund outstanding liabilities,
primarily the pension fund. In FY 2008, Saint Mary’s had an operating gain of $2.7 million, an operating
margin of 0.8% and an operating cash flow margin of 5.6%. As a result of operating gains, Saint Mary’s
days cash on hand increased to 46 days. In FY 2009, Saint Mary’s recorded operating gains of $8.0 million,
representing a 3.0% operating margin and a 7.4% operating cash flow margin. By September 30, 2009,
Saint Mary’s had 55 days cash on hand. Three years of consistently profitable operating performance gave
Moody’s reason to improve Saint Mary’s rating to Ba2 from Ba3. Yet, as the operations continued to
improve, Saint Mary’s remained aware of existing challenges. The pension plan was significantly
underfunded, by $70.7 million, and annual contributions to the plan inhibited Saint Mary’s from investing in
its facility. Low capital spending levels continued to have an effect on the hospital’s physical plant. In FY
2007, FY 2008 and FY 2009, Saint Mary’s invested in capital expenditures at a rate less than 100% of
depreciation: 45.6%, 84.4% and 90.2%, respectively. In FY 2009, Saint Mary’s average age of plant was
13.2 years.

In 2010, Saint Mary’s revisited the idea of a capital partner to ensure the Hospital could continue serving the
needs of the community. Despite financial challenges, Saint Mary’s always maintained a clear safety net of
services to the community. Saint Mary’s had the fifth highest volume of emergency services Medicaid
visits and was, proportionately, the sixth largest provider of all Medicaid services among acute care
providers in the State in FY 2010 (Source: Connecticut Hospital Association Decision Support Tool /
www.chime.org). Please see Exhibit 21 for the CHA CHIME data on Medicaid cases. Management and
the Board developed a Strategic Plan and established goals for the Hospital and the community. Saint
Mary’s Board of Directors then formed an Affiliation Task Force to determine whether Saint Mary’s would
be able to accomplish these goals as a stand-alone entity.

Table 5 - Affiliation Task Force Goals

Goals® ‘ Stand-Alone Joint Venture
Stabilize the long-term Catholic ministry of and operate in v v
accordance with ERDs, Mission and culture

Maintain local control of governance ' v v
Improve access to and quality of patient services in the region 2 v
Improve the long-term financial viability of the local healthcare o v

delivery system

Invest necessary capital and improve capital availability ? v
(1) As defined by Saint Mary’s Affiliation Task Force’s Position Paper

As illustrated in the table above, the Affiliation Task Force determined that Saint Mary’s best option to
fulfill its strategic goals would be with a partner. Standing alone, Saint Mary’s could only achieve two of its
five goals. With the joint venture, all five goals in the above chart could be achieved.
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In the Strategic Plan developed by Saint Mary’s management and the Board, Saint Mary’s identified six
additional financial planning goals: (1) to achieve a 3.0% operating margin; (2) improve overall
creditworthiness; (3) spend capital at levels equal to depreciation; (4) appropriately address infrastructure;
(5) concentrate remaining capital spending on high margin initiatives; and (6) maintain bond covenants. At
the same time, management believed there were a variety of initiatives essential to Saint Mary’s success
including quality and service improvement, physician integration, clinical services development, a master
facility plan and IT integration and development. In the near term, these initiatives would have dropped
Saint Mary’s operating margin to below 2.0% and would have reduced days cash on hand to below 50 days
in FY 2012 from 54 days in FY 2009. At the same time, the pension would still be underfunded, and Saint
Mary’s was considering pension fund “buy-out” or “discount” alternatives, while no significant investments
would be made in the plant or clinical services. Saint Mary’s desired to partner with an organization that
would allow Saint Mary’s to invest in strategic capital projects, thereby decreasing outmigration and
improving operating margins. Further, Saint Mary’s desired a transaction that would give Saint Mary’s the
ability to satisfy its debt liability and pension liability, allowing cash flow to be invested in operations.

BENEFITS OF A CAPITAL PARTNER

Summary

Saint Mary’s joint venture with LHP will fully address the needs determined by the Affiliation Task Force.
The benefits of a joint venture with LHP include capital infusion to the Hospital, shared 50/50 governance,
maintenance of the community benefit standards, fully funded pension liability, fully satisfied debt liability
and funds remaining for Saint Mary’s Community Foundation.

Saint Mary’s and LHP’s joint venture will address and satisfy all the goals initially established by Saint
Mary’s management and Saint Mary’s Board as seen below.

Table 6 - Goals Established by Saint Mary’s Management & Board

Critical Considerations in Evaluating a Potential Partnership & Benefits JV with LHP

Satisfy pension liability

Ensure long-term quality and standard of care

Strengthen balance sheet

Reasonably fund the significant capital needed for facility improvements,
information technology and physician integration

Reverse outmigration and grow Saint Mary’s market and market share

Gain access to capital markets at a reasonable cost

SESTS S SN S

Address future challenges of health reform (e.g. VBP, integration)
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Commentary

As described in the response to Question 4, Saint Mary’s followed a lengthy and rigorous process in
choosing LHP as its partner. LHP’s proposal will satisfy all of Saint Mary’s debt liability as well as pension
liability, leaving a locally controlled community foundation with significant resources to invest in the
community. LHP increased its initial offer substantially in consideration for Saint Mary’s assets to $135
million, representing a valuation multiple of 7.9x FY 2010 EBIDA and 9.1x FY 2010 Operating EBIDA.
Further, the joint venture will invest $75 million in strategic initiatives within the first five years. Total
consideration is valued at $210 million, which represents a valuation multiple of 12.3x FY 2010 EBIDA and
14.1x FY 2010 Operating EBIDA. The joint venture currently plans to invest the $75 million in strategic
capital improvements outlined in Question 3. The capital commitment, along with additional availability of
resources from LHP, will enable Saint Mary’s to implement its strategic plan and maintain quality
healthcare services in an affordable and accessible manner for residents of the greater Waterbury area.

Saint Mary’s and LHP also have a cultural fit and complementary management styles. LHP is built upon a
collaborative culture that values relationships, embraces local governance, values continued capital
investment, and insists upon quality. These are also all values which Saint Mary’s continuously strives to
achieve.

Saint Mary’s will benefit from having 50% governance on the LLC Board of Directors which will allow it
to be actively involved in all strategic, financial, clinical and quality decisions that affect the future of the
Hospital. The LLC’s Board will consist of ten members: five elected by Saint Mary’s (the “SMH
Directors™) and five elected by LHP Sub (the “LHP Directors™), as long as SMHS maintains a 20%
membership interest in the joint venture. Actions taken by the LLC Board will require block voting, i.e. the
approval of the majority of the SMH Directors and the majority of the LHP Sub Directors.

Saint Mary’s Board members will retain the sole and exclusive right to terminate the CEO of the joint
venture if the CEO fails to operate the joint venture in a manner consistent with the community benefit
standards or the mission. Saint Mary’s Board members will also have the unilateral, but not exclusive, right
to terminate the CEO for any other reason. The joint venture will follow the community benefit standards
currently implemented by Saint Mary’s. If Saint Mary’s Board members, by majority vote, decide that the
LLC is not operating in a manner consistent with the community benefit standards, Saint Mary’s retains the
right to dissolve the LLC. This structure assures that the LLC will maintain Saint Mary’s historical
charitable mission in the community and allows for continued accountability of management to the Board.

The transaction will ensure the ongoing viability of Saint Mary’s, both by maintaining the hospital’s mission
and quality of care and by improving financial operations. The joint venture will provide for a well-
capitalized full service acute healthcare provider in the greater Waterbury area.
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14. 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.

There will be no change in clinical services offered. Saint Mary’s currently offers a comprehensive set of
health care services on its main campus as well as at off-site locations. Services at the main campus include
an Emergency Department with a Level Two Trauma Center. The Emergency Department currently has 36
bays, including a four-bed behavioral health holding unit. In FY 2010, the Emergency Department had
68,272 visits. The main campus also includes a 26-bed Women and Infants Center with 1,082 births in
Fiscal Year 2010.

Comprehensive surgical services available at the main campus include general surgery as well as surgical
specialties such as bariatric surgery, cardiothoracic surgery, vascular surgery, neurosurgery, orthopedics and
gynecological surgery. The Hospital has ten operating rooms (of which one is currently being renovated).
In Fiscal Year 2010, there were 2,881 inpatient surgical operations and 3,662 outpatient surgical operations.
All surgical services, including robotic surgery, will continue to be offered.

Inpatient medical services available at the Hospital include general medicine as well as medical specialties
such as cardiology, neurology, nephrology, pulmonary, psychiatry, oncology and rheumatology. Pediatric
inpatient services are provided by Connecticut Children’s Medical Center. Inpatient hospice services are
provided by VITAS.

Other services provided through the hospital include a Wound Healing Center; an accredited sleep disorders
center; comprehensive imaging services (CT, MRI, digital mammography, DEXA bone density, etc.);
cardiac and pulmonary rehabilitation; endoscopy services; Outpatient Mental Health Clinic and Substance
Abuse Treatment Center; occupational health services; physical, occupational and speech therapy; dental
clinic; The Children’s and Family Health Center; and Health and Wellness Centers. Saint Mary’s will
continue all programs listed.

Saint Mary’s will also continue relationships with affiliate providers including: The Heart Center of Greater
Waterbury; The Harold Leever Regional Cancer Center; Diagnostic Imaging of Southbury; Naugatuck-
Valley MRI; Franklin Medical Group; Primary Care Partners; and Scovill Medical Group. The Naugatuck
Valley Surgery Center relationship is being enhanced as it is becoming a Hospital outpatient surgery
department.

Overall, it is important to note that all clinical services provided at the Hospital’s main campus, satellite
locations and affiliate provider locations will continue to be offered and in some cases enhanced or
expanded as a result of the capital infusion provided by LHP.
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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.

Saint Mary’s has a 16 town service area. The primary service area consists of Naugatuck, Prospect,
Waterbury and Wolcott. The secondary service area includes Beacon Falls, Bethlehem, Cheshire,
Middlebury, Morris, Oxford, Plymouth, Southbury, Southington, Thomaston, Watertown and Woodbury.12

Figure 2 - Saint Mary’s Health System Service Area
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> Please note that Saint Mary’s serves patients in Terryville (within the Town of Plymouth), Oakville (within the Town of
Watertown), and Plantsville (within the Town of Southington), which are distinct communities within the sixteen-town service area.
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Demographic Data

Table 7 - Total Population 2000 — 2015

Town 2000 2010 2015
Naugatuck 30,989 31,488 30,818
Prospect v 8,707 9,203 9,552
Waterbury 107,271 107,460 108,489
Wolcott 15,215 16,141 16,064
Primary Service Area 162,182 164,292 164,293
Beacon Falls 5,246 5,708 5,916
Bethlehem 3,422 3,523 3,444
Cheshire 28,543 29,411 29,124
Middlebury 6,451 7,108 7,101
Morris 2,301 2,342 2,282
Oxford 9,821 12,678 14,372
Plymouth 11,634 11,864 12,012
Southbury 18,567 19,838 19,676
Southington 39,728 42,185 44,304
Thomaston 7,503 7,837 7,721
Watertown 21,661 22,729 22,461
Woodbury 9,198 9,316 9,093
Secondary Service Area 164,075 174,539 177,506
Total Service Area 326,257 338,831 341,799

Source: Connecticut Economic Resource Center, Inc. (“CERC”)

Saint Mary’s four town primary service area includes the City of Waterbury, which is projected to
experience a 1.3% increase in population from 2000 to 2015. A more robust population increase of 8.2% is
projected for the 12 town secondary service area.

Waterbury is the largest municipality in the service area. It accounts for 66% of the population in the
primary service area and 33% of the population in the total service area.

Table 8 - Age Distribution / Primary Service Area

Town 0-4 5-17 18-24 25-49 50-64 65+
Naugatuck 6% 19% 8% 36% 18% 12%
Prospect - 6% 17% 6% 35% 22% 13%
Waterbury 8% 18% 10% 33% 17% 15%
Wolcott 6% 18% 7% 36% 21% 14%
PSA 11,143 29,052 14,987 55,943 30,206 22,961
Connecticut 6% 17% 9% 33% ‘ 20% 14%

Source: CERC
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Table 9 -Age Distribution / Secondary Service Area

Town 0-4 5-17 18-24 25-49 50-64 65+
Beacon Falls 8% 17% 8% 38% 20% 10%
Bethlehem 4% 17% 6% 32% 26% 14%
Cheshire 6% 17% 9% 35% 22% 12%
Middlebury 6% 18% 5% 31% 26% 16%
Morris 6% 16% 7% 32% 25% 16%
Oxford 6% 19% 7% 37% 21% 9%
Plymouth 6% 16% 10% 34% 20% 14%
Southbury 6% 16% 4% 29% 21% 25%
Southington 6% 16% 8% 33% 23% 14%
Thomaston 6% 16% 10% 35% 21% 13%
Watertown 4% 16% 10% 33% 22% 16%
Woodbury 4% 15% 6% 33% 27% 14%
Connecticut 6% 17% 9% 33% 20% 14%

Source: CERC

Table 10 - Socio/Economic Data

Town Poverty Rate Household Income Unemployment rate* Median Age
Primary Service
Area
Naugatuck 7.1% $59,472 9.7% 37
Prospect 3.4% $83,866 7.8% 42
Waterbury 20.3% $38,714 13.4% 37
Wolcott 2.6% $74,018 8.5% 40
Secondary Service
Area
Beacon Falls 3.8% $66,901 8.8% 38
Bethlehem 1.8% $85,096 7.5% 46
Cheshire 2.5% $101,392 6.3% 40
Middlebury 1.5% $91,990 7.0% 45
Morris 6.2% $69,436 8.0% 45
Oxford 2.4% $90,190 6.6% 40
Plymouth 5.6% $63,940 10.1% 40
Southbury 5.5% $79,194 6.9% 48
Southington 4.2% $73,453 7.1% 42
Thomaston 2.9% . $62,898 , 9.8% 40
Watertown 3.2% $72,257 8.6% 42
Woodbury 3.2% $83,649 6.7% 45
Connecticut 8.7% $65,686 8.2% 40
* 2009
Source: CREC

The socio-economic data for the total service area reveals a diverse population ranging from urban to
suburban to rural. While some of the communities are composed of an older, more affluent population,
Waterbury is an economically distressed community with over 20% of its population below the poverty
level. The significant levels of poor are reflected in the patient mix treated at Saint Mary’s.
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Medically Underserved Areas/Populations are areas or populations designated by the Health Resources and
Services Administration (“HRSA”) as having: too few primary care providers, high infant mortality, high
poverty and/or high elderly population. Health Professional Shortage Areas (“HPSA”s) are designated by
HRSA as having shortages of primary medical care, dental or mental health providers and may be
geographic (a county or service area), demographic (low income population) or institutional (comprehensive
health center, federally qualified health center or other public facility). HRSA has designated Central
Waterbury as a Medically Underserved Area. HRSA has also designated Central Waterbury as a HPSA for
primary medical care, dental, and mental health providers.

Saint Mary’s is a safety net hospital, serving over 65% governmentally insured patients in an area that
consists of a significantly impoverished population. As the State and Federal Government continue to
reduce payments to hospitals below the cost of service provided to their beneficiary, Saint Mary’s would be
faced with contracting or eliminating many services over time. However, this proposal provides the
necessary financial resources and cost savings opportunities to ensure that health care services remain
available to this vulnerable population. The proposal will ensure a more secure future so that Saint Mary’s
can continue to provide essential health services to the community.

The proposed change in ownership will not affect the populations that use the services of Saint Mary’s. In
fact, patients will not experience any changes in the services they receive. There will be no service closures.
The same services will continue to be offered, and in some cases expanded. Saint Mary’s will continue to
adhere to the ERDs. The joint venture will continue to abide by the existing Saint Mary’s policy on
uncompensated care. Additionally, it is unlikely there will be any changes in the current insurance plans
accepted by Saint Mary’s as a result of the transition to the joint venture. The payer mix is anticipated to
remain the same.

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

Traditional Certificate of Need applications focus on the impact a transition will have on patients. It is
important to point out that this transition will not impact patients directly; patients will not need to relocate
to a different room or unit due to an expansion or change in service. This transition plan focuses on
administrative changes that result from a change of ownership.

LHP is experienced in partnering with hospitals to transition administrative functions. Within the last three
years, the LHP team has successfully transitioned hospital operations at two organizations: Texas Health
Presbyterian Hospital — WNJ in Sherman, Texas and Portneuf Medical Center in Pocatello, Idaho. In
addition, LHP executives were part of Triad Hospitals, Inc. which owned and managed over 50 hospitals
and surgery centers in 15 states.

As in previous joint ventures, the transition plan for Saint Mary’s and LHP will take place in four phases:
(A) preparing for closing; (B) transitioning of hospital operations; (C) transitioning of governance; and (D)
developing strategic priorities.
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A. PREPARING FOR CLOSING

On March 22, 2011, Saint Mary’s announced its plan to form a joint venture with LHP. LHP has been
providing support, as appropriate, and expertise in transitioning since that time. To assist with transition
planning, LHP’s Division Director for Operations is on-site at Saint Mary’s four days per week. He is
meeting regularly with senior executives, department managers and staff to learn about existing processes
and procedures at Saint Mary’s. In addition, LHP’s Division President and Division Chief Financial Officer
visit Saint Mary’s monthly to provide guidance on the transition. Weekly conference calls with these three
LHP executives and the Saint Mary’s President and CEO have been effective and will ensure for a smooth
transition.

In addition to the administrative and leadership support described above, LHP is also providing subject
matter experts to review and optimize existing clinical and business services. For example, LHP is
providing a physician to review the hospitalist program and make recommendations on enhancing patient
care services. Another business associate will be visiting Saint Mary’s to review coding and documentation
processes to ensure accuracy and compliance with regulations.

B. TRANSITIONING OF HOSPITAL OPERATIONS

Once the appropriate regulatory agencies approve the joint venture, Saint Mary’s and LHP will transition
operations. A plan that spans 12 months has been developed to ensure a seamless transition. The transition
plan covers the following areas:

Employees

After the closing, a series of town hall meetings will be scheduled. The purpose of these meetings is to
orient employees about LHP human resource policies and procedures. Saint Mary’s employees will be
retained with their total compensation packages consistent in the aggregate with those then being
provided. Saint Mary’s employees, including the management team, will become employees of an
affiliate of LHP. This transition will take place on the closing date. The Saint Mary’s executive team
will travel to Plano, Texas for a comprehensive orientation and overview of various policies, procedures
and culture.

Physicians

The physicians employed by affiliate companies of Saint Mary’s will become associates of one,
cohesive, coordinated and integrated multi-specialty group. The name for the group will be Trinity
Medical Group (“TMG”). The President of Trinity Medical Group is Dr. Steven Schneider. TMG will
provide services currently offered by affiliate groups (Franklin Medical Group, Scovill, and Primary
Care Partners) and will look to expand services to better address community needs.
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Medical Staff Bylaws - The members of the Medical Staff will continue to function under the existing
Medical Staff Bylaws. The Chief Medical Officer, Dr. Steve Holland, will ensure all communications
are coordinated during the transition. The Medical Executive Committee will continue to oversee
processes covering credentialing, privileges and peer review. The Chief of Staff, Dr. Jim Uberti, will
lead this process.

Physician Roundtable - In addition, the joint venture will establish a physician roundtable. The CEO
will select a physician chair. The physician chair will select a co-chair as well as ten to twelve
physicians who will volunteer their time serving a one-year term. The physician roundtable will meet
monthly to discuss key issues related to hospital operations, strategic planning, physician recruitment
and patient safety.

Purchasing

~ Saint Mary’s currently participates in the Premier, Inc. group healthcare purchasing network. As a result
of its relationship with LHP, Saint Mary’s will transition to MedAssets, Inc. As part of a larger network
of hospitals managed by LHP, Saint Mary’s will benefit from further reductions to its supply and capital
equipment costs. To facilitate the transition, Saint Mary’s and LHP are working with both Premier, Inc.
and MedAssets, Inc.

" Contracts

Service Contracts - Saint Mary’s and LHP will review professional and service contracts during the.
transition period.

Commercial Insurance Contracts - The joint venture will assume all payer contracts. A notice will be
sent to payers notifying them of the change in ownership if required by the specific commercial
insurance contract.

Information Technology/Information Services

Electronic Health Record System - Saint Mary’s is implementing an Electronic Health Record to
improve patient safety, clinical care and quality. LHP and Saint Mary’s are working to integrate
systems. Both LHP and Saint Mary’s purchase systems from McKesson. Saint Mary’s will transition
from the McKesson Horizon platform to the McKesson Paragon system in order to integrate with the
LHP network of hospitals.

Information Services - Information technology services will be outsourced to Anthelio (formerly
PHNS), which is a comprehensive provider of information technology and business process services to
hospitals across the United States. Outsourcing information services to Anthelio is a strategic measure
for all LHP hospitals. The outsourcing enhances integration across all LHP facilities. All Saint Mary’s
IT employees will initially be offered positions with Anthelio.
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Disaster Recovery - As a result of the joint venture, Saint Mary’s will have an improved disaster
recovery process. Currently, Saint Mary’s uses a cold site back up program. Data from information
systems are backed up onto hardware that is put in a flameproof container and stored at an offsite
location. Due to its simplified approach and relatively modest costs, most standalone hospitals utilize
cold site back up programs.

Following the joint venture, Saint Mary’s will implement a “hot site” data redundancy system. Under
this arrangement, Saint Mary’s systems will be backed up on a continued, real-time basis at a data
storage facility in Missouri. Should a disaster (such as a fire or flood) occur at the hospital, a full back-
up of user data is available. The ability to get the system up and running is much quicker using a “hot
site” data redundancy program.

Business Functions

Accounting - The general ledger will be converted to LHP standards. Finance will convert to LHP
standard statistics.

Change of Ownership - LHP has developed a comprehensive list of all organizations and licensing
agencies that will be notified.

Satisfaction Measurement - Physician, employee, and patient satisfaction measurement services will be

contracted with HealthStream. Saint Mary’s and LHP are working with the current provider of
satisfaction measurement services (Press Ganey) to ensure a smooth transition.

C. TRANSITIONING OF GOVERNANCE

Saint Mary’s Board of Directors has established two ad-hoc Task Forces: Foundation and Joint Venture.
These Task Forces continue to work weekly to establish a governance structure to present to the Saint
Mary’s Board.

Following the joint venture closing, a Board of Directors with 10 members will be established. Five
directors will be appointed by Saint Mary’s while 5 (including 6 local physicians) will be appointed by LHP
Sub. This Board will meet at least quarterly and be responsible for strategic decisions.

The LLC Board will establish a Hospital Board of Trustees, which will include 6 physicians and 6
community trustees. All members of the Hospital Board of Trustees will be members of the local Greater
Waterbury community and will meet monthly.

Saint Mary’s/LHP Joint Venture Application
July 21, 2011

67



D. DEVELOPING STRATEGIC PRIORITIES

Saint Mary’s and LHP executives will collaborate in developing a business plan. The plan will be
developed in the coming months and updated annually. Initial strategic priorities include the following:

Establishing a physician roundtable;

Increasing throughput and satisfaction in the Emergency Department;

Enhancing the hospitalist program to improve the flow of patients from the ED onto patient floors;
Moving to a private bed model;

Restructuring laboratory operations; and

Enhancing access to outpatient services, including primary care and urgent care.

Through this planning, the continuity of care of services will be enhanced to focus on services most needed
by the community.

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

The community will have continued access to all services that are presently provided. Our intention is to
maintain all locations of care.

The hospital currently provides affordable programs to the uninsured and underinsured. For example, the
Children’s and Family Health Center provides adult and pediatric primary care as well as obstetrics and
gynecology services. In Fiscal Year 2010, the Children’s and Family Health Center had 44,000 visits. In
addition, the Children’s and Family Health Center serves as the Medical Home for 1,200 children and
coordinates care for an additional 2,500 children in the region. Saint Mary’s receives a grant from the
Connecticut Department of Public Health for the Medical Home project and will continue this program
after the closing of the joint venture.

18. Provide a description of plans that the Hospital will implement to control cost, such as discharge care
coordination, implementation of electronic medical records and emergency department triaging to the
appropriate level of care.

Cost Control

According to the Office of Health Care Access, Saint Mary’s was the lowest cost hospital in the state in
FY 2009. Saint Mary’s has been able to keep costs low by careful management of all cost structures
such as staffing levels and supplies used. An excerpt from OHCA’s “Annual Report on the Financial
Status of Connecticut’s Acute Care Hospitals for Fiscal Year 2009” is attached as Exhibit 22.
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Discharge Care Coordination and Utilization Management

Saint Mary’s has a Utilization Management Committee that reports to the Medical Executive Committee
and to the President and CEO. The purpose of the committee is to address overutilization,
underutilization and efficient scheduling of resources. All hospital admissions are subject to a review
by the Utilization Management Committee to determine if the admission was necessary. The Utilization
Management Committee developed a utilization management plan to ensure appropriate use of hospital
resources; this plan also helps control costs. Attached as Exhibit 23 is Saint Mary’s Utilization
Management Policy.

In addition, the Utilization Management Committee works with hospital discharge planners to make
sure that patients are discharged to the appropriate place (home, skilled nursing or other facility).
Several initiatives are under way to enhance discharge care coordination. For example, the Utilization
Management department recently developed a partnership with Connecticut Community Care, Inc.
(CCCI), which is an agency focused on providing resources so people can continue to live at home.
Through a contract with the Connecticut Department of Social Services, CCCI provides a full-time
discharge planner on-site at Saint Mary’s to help Medicaid patients with discharge planning. The CCCI
discharge planner works closely with visiting nursing agencies to help ensure a smooth transition from
acute care to post-acute home care. The goal of the partnership is to reduce readmissions. This
partnership is just one example of how Saint Mary’s is working to control costs through improved
discharge care coordination.

Electronic Medical Records

Saint Mary’s is committed to keeping health care costs low. Saint Mary’s is implementing a $12 million
electronic medical record system. Implementing the electronic medical record system reduces costs.
Knowledge of a patient’s past medical history can reduce the amount of unnecessary testing. This
knowledge can also lead to more appropriate treatment. In addition, money will be saved by not
needing to store paper records in space that could be used for patient care.

The electronic health record system also enhances patient safety and clinical quality. Saint Mary’s has
recently implemented a Computerized Physician Order Entry system. This system increases safety
because nurses no longer need to interpret a handwritten medication order. The hospital also recently
implemented a Medication Management System that utilizes bar coding to ensure the correct
medications are being administered at the right time.

Emergency Department Triaging

Saint Mary’s utilizes a Level 5 triaging system. Triage nurses gather data and place patients into 5
groups from 1 most urgent to 5 least urgent. Based on clinical assessments, patients may be placed in an
emergency department observation unit or behavioral health unit. Patients with more acute needs are
admitted to a medical floor. Non-urgent patients are treated and released.
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The joint venture will continue existing efforts to control costs in all areas of the hospital (please see the
response to Question 16 on the Transition Plan). Other advantages of participating in the joint venture,
such as reduced supply costs, will help ensure that costs are controlled.

19. Will the Hospital continue to provide services to the uninsured and underinsured? In responding
to this question, please 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.

Saint Mary’s will continue to provide services to the uninsured and underinsured. The LLC will continue
to use the Saint Mary’s Hospital Charity Care Policy, which is included as Exhibit 24.

In addition to charity care for the uninsured and underinsured, the LLC will continue to provide the same
community benefits that Saint Mary’s currently provides to residents in the Greater Waterbury area.
Examples of community benefit programs include the Connecticut Breast and Cervical Cancer Early
Detection Program, which provides free mammograms for women who are age 40 or older and have little
or no health insurance. Saint Mary’s is the only hospital in Waterbury offering this program, which has
assisted more than 2,000 women since 1995. The joint venture will continue to provide this program.

Other community benefit programs include “Beyond Grief,” a support group that provides bereavement
support for adults as well as “Teen Grief.” “Teen Grief” is a confidential bereavement support program for
students of local middle and high schools. This program was started by a pediatric social worker from
Saint Mary’s Children’s and Family Health Center. “Teen Grief” is conducted in six-week sessions at the
schools and provides teens a safe place to express their feelings.

A newer community benefit program is the Malta House of Care which is a mobile care vehicle provided
by the Archdiocese of Hartford. The mission of the Malta House of Care is to provide free primary care
services to uninsured individuals and families. Saint Mary’s provides supplies while staff members
volunteer their time.

The joint venture will continue to provide the same community benefits that Saint Mary’s currently offers.

20. 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 25 for the Curriculum Vitae for each individual listed below.
LHP

Daniel J. Moen, Chief Executive Officer

Tom Frazier, Executive Vice President, Administration

William J. Hibbitt, Executive Vice President and Chief Financial Officer

Rebecca Hurley, Executive Vice President, General Counsel, and Secretary

James B. Shannon, Executive Vice President, Development

Patricia G. Ball, Ph.D., Senior Vice President, Strategic Development & Publnc Affairs
Lawrence V. Schunder Senior Vice President and Chief Information Officer

Saint Mary’s/LHP Joint Venture Application
July 21, 2011

70



LHP Cont.

Paul A. Kappelman, Division President

David G. Nosacka, Division Vice President
Brady D. Sturgeon, Vice President, Development

Saint Mary’s— Senior Leaders

Chad W. Wable, FACHE, President and Chief Executive Officer

Dean F. Vitarisi, CPA, Interim Chief Financial Officer (until June 17, 2011)
John Sharp, Interim Chief Financial Officer (beginning August 1, 2011)
Stephen T. Holland, M.D., Chief Medical Officer

Joseph T. Connolly, Chief Marketing and Government Relations Officer
Carolyn N. Orrell, Chief Information Officer

Elizabeth B. Bozzuto, R.N., Vice President, Surgical Services

Michael A. Novak, Vice President of Operations and Ambulatory Services
Sandra K. Roosa, M.S., RN,, Vice President of Patient Care Services
Kyle F. Jurczyk, CPA, Interim Finance Manager

Barbara Sullivan, Director of Corporate Compliance / Risk Management
M. Clark Kearney, Vice President of Human Resources

Saint Mary’s— Physician Leaders

S. Mark Albini, M.D., Chairman, Department of Obstetrics and Gynecology

Joseph Robert Anthony, M.D., FACC, Section Chief, Cardiology

Gregory K. Buller, M.D., FACP, Chairman, Department of Medicine

Peter James Jacoby, M.D., FACEP, Chairman, Department of Emergency Services

Juan A. Sanchez, M.D., MPA, Chairman, The Stanley J. Dudrick Department of Surgery
Steven Schneider, MD, President, Trinity Medical Group

James Uberti, M.D., Chief of Staff

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

The LLC will contribute to the quality of health care delivery in three ways. First, the LLC will allow Saint
Mary’s to enhance existing services. This will be achieved in the following manner:

e Implementation of the latest in health information technology, equipment and quality initiatives;
Facility improvements and upgrades, including new equipment, equipment replacement, facility
renovations, medical office space, technology and other capital improvements;

e Further development of existing service lines, including emergency services and primary care,
cardiology, neurology, orthopedics and surgical specialties;

e Enhancement of physician recruitment and employee retention efforts; and
Access to experts, resources and best practices of a national healthcare provider network.

It is our expectation that as a result of the implementation of these initiatives, more people from the region
will opt to get health care services closer to home. During the first three months of Fiscal Year 2011, fifty-
seven percent of inpatient oncology patients chose to leave the service area as a result of their physician’s
recommendation or a personal preference (Source: “CHIME Decision Support Tool”, www.chime.org).
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Attached as Exhibit 26 is the CHIME Market Share Report. A goal of the joint venture is to keep more
patients in the community for inpatient and outpatient care.

Second, the proposal establishes a foundation that will focus on meeting community health needs. At the
closing, Saint Mary’s will receive $108 million from LHP. Of this amount, approximately $46 million will
be used to fund a new Community Foundation, which will support charitable and health-related activities in
the community.

Third, the joint venture will pay taxes to the City of Waterbury. The City is encouraged to use these funds
for essential social programs to improve the community. For example, the City may choose to fund much-
needed shelters or improved public transportation in the Waterbury area.

22. Identify the Hospital's ownership type(s) (e.g. Corporation, PC, LLC, etc.).

Saint Mary’s Health System, Inc. and Saint Mary’s Hospital, Inc. are both tax-exempt, 501(c)(3) charitable
organizations organized as Connecticut, non-stock corporations. The LLC will be a Connecticut limited
liability company.

23. Provide the corporate organizational chart prior to and after the proposal and include all affiliates.
The four charts are included as Exhibit 27.

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

Saint Mary’s, through the Community Foundation, will own 20% of the equity interests in the LLC, and
LHP will own 80% of the equity interests in the LLC.

25. Please provide the date on which Saint Mary’s filed audited financial statements with OHCA. Saint
Mary’s may reference these statements in responding to questions.

Saint Mary’s is up-to-date with filing audited financial statements. Saint Mary’s filed the last set of audited
financial statements on February 28, 2011.

26. 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.

LHP’s initial capital contribution of $108 million, as well as its share of the $75 million in additional capital
committed by the parties, will be obtained entirely from equity capital contributed to LHP by its sole
shareholder, Legacy Hospital Partners (Holdings), LLC (“Holdings”). The funds contributed to LHP by
Holdings will be obtained, in turn, from capital contributions to Holdings by its members. It is not presently
contemplated that Holdings or LHP will borrow any portion of the amounts committed to this project.

Saint Mary’s/LHP Joint Venture Application
July 21,2011

72



27. Describe in detail how this proposal will affect the financial strength of the state's health care system.

The outlook for stand-alone hospitals is bleak. Significant uncertainty exists under health reform laws that
result from the Patient Protection and Affordable Care Act. Hospital Disproportionate Share programs will
be phased out under the new laws. It is also expected that the number of Medicaid enrollees will increase
significantly. Medicaid currently reimburses well below the cost of providing care.

In addition to the changes expected from health reform, Connecticut hospitals will begin paying taxes to the
State of Connecticut. Starting July 2011, Saint Mary’s will likely spend approximately $700,000 on this
new hospital tax.

The combination of reduced revenue and increased expenses described above will lead to smaller operating
margins. The operating margins at the majority of hospitals in Connecticut are very small, and several have
experienced operating losses for several consecutive years. As a result, hospitals are not able to access the
capital they need to modernize facilities-and buy essential equipment such as electronic health record
systems that will improve patient safety. Historically, stand-alone hospitals would issue bonds for capital
investments. Due to the recession and other factors, these bond markets are increasingly difficult to access.

If the joint venture is not approved, Saint Mary’s will need to request funds from the State of Connecticut.
The State has provided funding in recent years. In 2007, Saint Mary’s received $1 million

from the Office of Health Care Access through the Distressed Hospital Fund. Between 2007 and 2008,
Saint Mary’s also received a total of $9 million from the Hospital Hardship Fund, which was administered
by the Department of Social Services. :

After the generous funds received from State agencies, Saint Mary’s performed strongly and has
experienced four years of positive operating margins. Given that State funds will likely not be available in
the future, it is essential and more reasonable for Saint Mary’s to receive funds from the integrated
healthcare partner. As mentioned above, the outlook for stand-alone hospitals is bleak. The Saint Mary’s
leadership team has planned well for the future by soliciting a capital partner. Private equity is an attractive
and available alternative to public financing for hospitals. Private equity firms view healthcare as a viable
investment because it is a stable industry with significant growth expected from the aging population:

While Saint Mary’s is the first hospital in Connecticut to propose a joint venture with a private equity
sponsored firm, we do not believe we will be the last. Private equity contributions to healthcare is occurring
in other states. There is a good chance that additional joint venture arrangements with hospitals and private
equity firms in Connecticut will be proposed in the near future.

Due to the equity that will be added to the operation of Saint Mary’s Hospital, the state’s health care system
will be strengthened as a result of this joint venture. In addition, the management and financial knowledge
that LHP will bring to Connecticut will result in a financially stronger hospital.

Saint Mary’s/LHP Joint Venture Application
July 21, 2011

73



28. Provide the current and projected patient population mix (based on the number of patients, not
based on revenue) for this proposal.

Table 11 - Patient Population Mix

Medicare* 28.26% 28.26%
Medicaid* 27.34% 27.34%
CHAMPUS & TriCare . -
Total Government 55.60% 55.60%
Commercial Insurers* 39.10% 39.10%
Uninsured 4.09% 4.09%,
Workers Compensation 1.21% 1.21%
Total Non-Government 44.40% 44.40%
Total Payer Mix 100.00% 100.00%|

Includes managed care activity.

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

Without the proposal, it is anticipated that the patient mix will change as patients in the secondary service
area seek service at other facilities. This will result in a higher percentage of Medicare and Medicaid
patients than currently exists. The infusion of capital starting in F'Y 2012 will allow the hospital to slow the

outmigration of patients, thereby maintaining the current mix.

30. Provide a summary of revenue, expense, and volume statistics for each entity as follows:
e 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 Hospital's audited financial statements.);

e Saint Mary’s without the CON project(Note that the actual results for the fiscal year reported
in the first column must agree with Saint Mary’s audited financial statements.); and

e The joint venture with the CON project and incremental to the CON project.

Complete Financial Attachments IA through 1C. The projections must include the first three full
fiscal years of the project.

Financial Attachments 1A, 1B and 1C are attached as Exhibit 7. Also attached are worksheets to support
the Financial Attachments including: SMHS Revenue Summary; SMHS Revenue Detail; SMHS Expense
Summary; SMHS Expense Detail; and SMHS Gain/Loss by Payor Sheet. In addition, please note that
Scovill Medical Group, Franklin Medical Group and Primary Care Partners will be combined to form

Trinity Medical Group.
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31. Provide the assumptions utilized in developing Financial Attachments IA through IC (e.g., full-time
equivalents, volume statistics, other expenses, revenue and expense percentage increases, project
commencement of operation date, etc.).

OVERALL ASSUMPTIONS

The following assumptions were used in Financial Attachments 1A through 1C.

Project Commencement of operation date - The closing/commencement date for the joint venture LLC

is January 1, 2012.

Fiscal Year: The fiscal year for Saint Mary’s and the Hospital as they currently exist (i.e., without the
project) is October 1 to September 30. The fiscal year for the joint venture LLC and Saint Mary’s

Hospital post commencement of the joint venture LLC is January 1 to December 31.

In order to provide comparable financial projections for Saint Mary’s Health System, the joint venture LLC
and the Hospital, the financial projections for “without the CON” have been converted from fiscal year (FY)
to calendar year (CY) for 2012 to 2014. Projections for the first quarter of FY 2012 (October 1 to
December 31, 2011) are provided as a transition period from FY to CY on Financial Attachments 1A and

1C.

FINANCIAL ATTACHMENT 1A — SAINT MARY’S HEALTH SYSTEM (NOT-FOR-PROFIT)

Net Patient Revenue: Net patient revenue is projected to increase approximately 2.5% per year. The
components of the increase are as follows:

Patient revenues increase approximately 2.5% per year.

Inpatient volumes remain flat due to capacity constraints.

FY 2012

FY 2013

FY 2014

220,738

225,153

229,656

FY 2012

FY 2013

FY 2014

10,452

10,765

11,088

Outpatient volumes, excluding ambulatory surgery volumes, increase at a rate of 2% per year due
to physician integration.

Naugatuck Valley Surgical Center (NVSC ) is converted from a freestanding ambulatory surgical
center to a hospital based department thereby increasing reimbursement on Medicare and
commercial cases. Outpatient volume associated with the integration of NVSC is projected to
increase at a rate of 3% per year.
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e Medicare volumes increase due to aging population.

e Medicaid volumes increase while commercial volumes decrease due to economic conditions in the
Waterbury market.

e Medicare and Medicaid rates decrease based on the most recent proposed Medicare rate and the
implementation of the Connecticut Hospital Tax.

Other Operating Revenue: Other operating revenues are projected to increase approximately 2% per year.

Salaries and Fringe Benefits: Salaries and fringe benefits increase approximately 2% per year due to
inflation and increase in FTEs due to growth in outpatient volumes.

Professional/Contract Services, Supplies and Drugs, and Other Operating Expenses: Increase each year is
due to growth in outpatient volumes.

Other Operating Expenses: Other operating expenses reflect an increase due to the implementation of
electronic health records. The projected costs are $2,000,000 in FY 2012; $1,500,000 in FY 2013; and,
$1,200,000 in FY 2014.

Bad Debts: Increase due to growth in outpatient volumes.

Depreciation/Amortization: Depreciation expense decreases because the Saint Mary’s Health System does
not have enough resources to reinvest capital to replenish the aging facility.

Interest Expense: Interest expense decreases as CHEFA debt is paid down. Due to pension liability, Saint
Mary’s Health System does not have enough equity to issue new debt.

FTE: The increase in FTEs correlates to growth in outpatient volumes.

FINANCIAL ATTACHMENT 1B — FUTURE JOINT VENTURE LLC (FOR-PROFIT)

Net Patient Revenue: Incremental increase in volume and net patient revenues generated from infusion of
capital starting in CY 2012. The incremental volume and net patient revenue impact equates to 1.5% in CY
2012, 2.5% in CY 2013 and 3% in CY 2014.

Other Operating Revenue: 1% decrease in each year due to investment income that will remain in Saint
Mary’s Health System and not be included in the joint venture.

Salaries and Fringe Benefits: Salaries, wages and benefits increase 1% in each year as the joint venture
improves labor productivity as patient volume increases.
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Professional Fees and Contracted Services: Professional fees and contracted services decrease 2% each
year as components of these expenses are replaced by the joint venture‘s management agreement with LHP.

Supplies and Drugs: Costs associated with supplies and drugs decrease 3% each year due to improvements
* in LHP’s GPO contract pricing.

Bad Debt: The projected increase in bad debt expense correlates to the projected increases in net revenue;
1.5% in CY 2012, 2.5% in CY 2013, and 3% in CY 2014.

Other Operating Expense: Other operating expenses increase 10% each year due largely to property taxes
paid by the joint venture as well as other changes such as insurance and utilities.

Depreciation/Amortization: The changes are due to the joint venture’s projected opening balance sheet as
well as capital infusions during CY 2012 through CY 2014.

Interest Expense: Interest expense is eliminated as all interest bearing debt is paid off at closing with the
proceeds from the joint venture transaction.

Lease Expense: Lease expense is reduced 2% each year due to elimination of or re-negotiation of several
leases.

Provision for Income Tax: Provision for income taxes is not applicable to the joint venture. The joint
venture does pay local sales and real estate taxes, but is considered a “pass-through” entity for federal
income tax purposes. Profits are taxed at the owner level rather than at the joint venture level based upon
each owner’s individual tax status.

FTE: The increase in FTEs correlates to the 1% increase in salaries and benefits.

IP and OP Cases: The IP and OP cases increase 1.5% in CY2012, 2.5% in CY2013, and 3% in CY 2014
due to the infusion of capital starting in CY2012.

FINANCIAL ATTACHMENT 1C — ST. MARY’S HOSPITAL ONLY (PRIOR & POST JOINT VENTURE)

Assumptions: The assumptions used for the entire Health System (see Financial Attachment 1A and 1B,
above) also apply to the Hospital. The proration approach below was used to compute the incremental
impact of the CON on the Hospital.

Proration methodology:

Step 1) For each Hospital line item the same assumptions that were applied to the Health System were
applied to the Hospital base (w/out CON projections). For example, net patient revenue for CY
2012 is assumed to increase by 1.5% with the implementation of the joint venture. Application
of the assumptions used for the Health System to the Hospital yields the same % incremental
impact to both the Health System and Hospital.
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‘Step 2) Because the non-hospital entities create a net negative financial impact to Health System, the
positive incremental impact to the Hospital should be larger than the impact to the Health
System. For this reason, a 20% inflation amount was added to Hospital Incremental impact
calculated in Step 1 for each line item.

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

There are no projected incremental losses from operations.

33. 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.

Changes to existing reimbursement contracts are not anticipated. The joint venture will assume all of the
existing payer contracts. A notice will be sent to payers notifying them of the change in ownership if
required by the specific commercial insurance contract.

34. Provide the specific amount and form of capital (e.g. money or property) that will be contributed by
Saint Mary’s and LHP to fund the total cost of the project.

The tables below describe: (a) the value of the transaction, and (b) the sources of the funds involved in the

total cost of the transaction.
Table 12 - Transaction Value

Value of Saint Mary’s Assets $135 million

Capital Commitments to the Joint Venture $75 million

Total $210 million

Figure 3 - Contributed Funds

Initial Transaction Future Commitments

$135 million: $75 million: Commitment to joint venture
Value of SMHS assets for future capital expenditures
/ AN ~ ~
$108 million $27 million $67.5 million $7.5 million
cash value of LLC contributed contributed
contributed interest (90%) by LHP (10%) by Saint
to LLC by retained by Mary’s
LHP Sub and Saint Mary’s
distributed to
Saint Mary’s
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35. 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.

Per the balance sheets included in Question 3, the following allocations will be made from the $210 million

transaction consideration:
Table 13 - Allocations

Item Amount Percentage
Total Consideration $210.0 million 100.0%
SMHS 20% purchase in joint venture $27.0 million 12.9%
Pension Funding $62.4 million 29.7%
Eliminate Debt $23.3 million 11.1%
Capital Commitment $75.0 million 35.7%
Remaining* $22.3 million 10.6%

* Remaining funds will be transferred to the Community Foundation.
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LIST OF EXHIBITS

Description
1. | Contribution and Sale Agreement
2. | Amended and Restated Limited Liability Agreement
3. Management Agreement
4. | Republican American Newspaper Article on Sharon Hospital
5. | Consolidated Financial Statements and Consolidating Financial Information by KPMG dated 9/30/10
6. Morgan Keegan’s Fairness Opinion dated April 7, 2011
7. | Financial Attachments 1A, 1B & 1C
8. | OHCA Report of Socio-Economics and Health Care Services Utilization in Waterbury
9. | Strategic Partner & Joint Venture Task Force Meeting Minutes
10. Morgan Keegan’s Initial Indications of Interest Presentation to the Board dated August 19, 2010
11. Summary of Revised Final Indications of Interest: October 19, 2010
12. | Report of the Strategic Partnership Task Force dated November 4, 2010
13. Report of the Strategic Partnership Task Force dated January 6, 2011
14. | Morgan Keegan’s Review of Hospital Partnership and Related Agreements dated March 3, 2011
15. Morgan Keegan’s Qualifications
16. | Saint Mary’s Board of Directors Meeting Minutes 2011
17. | Conflict of Interest / Disclosure Forms
18. Morgan Keegan’s Valuation Discussion
19. | Saint Mary’s Hospital Foundation: Summary Chart of Restricted Funds
20. | Saint Mary’s Hospital Foundation Fund Binders [BULK FILED]
21. | CT Hospital Association CHIME Data on Medicaid Cases
22. | Excerpt from OHCA'’s Report on Financial Status of Short Term Acute Care Hospitals for FY 2009
23. | Utilization Management Policy
24. | Saint Mary’s Hospital Charity Care Policy
25. | Curriculum Vitae
26.

CT Hospital Association CHIME Market Share Report
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Description

27. | Organizational Charts

Saint Mary’s Prior to Proposal
Saint Mary’s Post Proposal
LHP Prior to Proposal

LHP Post Proposal

TABLES
Description

1. | Projected Sources of Income

2. | Saint Mary’s Consolidated Balance Sheet — Post-Close

3. | Saint Mary’s Consolidated Balance Sheet — Community Foundation

4. | LHP Management Involvement in Hospital JVs

5. | Affiliation Task Force Goals

6. | Goals Established by Saint Mary’s Management & Board

7. | Total Population 2000-2015

8. Age Distribution

9. | Age Distribution

10. | Socio-Economic Data

11. | patient Population Mix

12. | Transaction Value

13. | Allocations

FIGURES

Description

1. Governance Structure of the LLC

2. | Saint Mary’s Health System Service Area

3. Contributed Funds
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EXHIBIT 1

Contribution and Sale Agreement
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LHP DRAFT OF MARCH 18, 2011

CONTRIBUTION AND SALE AGREEMENT
BY AND AMONG

SAINT MARY’S HEALTH SYSTEM, INC.

AND
SOUTHWEST CONNECTICUT HEALTH SYSTEM, LLC

AND

LHP SOUTHWEST CONNECTICUT, LLC
AND

LHP HOSPITAL GROUP, INC.

, 2011
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CONTRIBUTION AND SALE AGREEMENT

THIS CONTRIBUTION AND SALE AGREEMENT (the “Agreement”) is made and entered into as
of the day of 2011, by and among SAINT MARY’S HEALTH SYSTEM, -
INC., a Connecticut not-for-profit corporation (“SMHS”), SOUTHWEST CONNECTICUT HEALTH
SYSTEM, LLC, a Delaware limited liability company (the “Company”), LHP SOUTHWEST
CONNECTICUT, LLC, a Delaware limited liability company (“LHP Sub”), and LHP HOSPITAL
GROUP, INC., a Delaware corporation (“LHP”).

RECITALS:

A. SMHS owns and operates Saint Mary’s Hospital, a 347-bed general acute care hospital
located in Waterbury, Connecticut (the “Hospital”), and certain other related health care facilities
and assets (the Hospital and such other health care facilities and 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, 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. Partly as a sale and partly as SMHS’ initial contribution to the capital of the Company,
SMHS has agreed to convey 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. As LHP Sub’s initial contribution to the capital of the Company, LHP Sub has agreed to |
contribute to the Company on the Closing Date One Hundred Eight Million Dollars
($108,000,000), subject to and in accordance with the terms and conditions of this Agreement.

E. LHP is a party to this Agreement for purposes of guaranteeing the obligations of LHP
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:

1. FORMATION OF THE COMPANY; AGREEMENT TO CONTRIBUTE.

1.1  Formation of the Company. On , 2011, the Company was
formed in accordance with the Delaware Limited Liability Company Act (the “Act”) pursuant to
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the Certificate of Formation and Limited Liability Company Agreement attached hereto as
Exhibit B.

1.2 Agreement to Contribute. Subject to the terms and conditions of this
Agreement, on the Closing Date, SMHS shall convey to the Company (i) the Assets (hereinafter
defined), as described in Section 2.1, the negotiated fair market value of which is One Hundred
Thirty-Five Million Dollars ($135,000,000) (the “SMHS Initial Contribution”) and (i1) a non- -
interest bearing capital contribution promissory note in the original principal amount of Seven
Million Five Hundred Thousand Dollars ($7,500,000) (the “SMHS Capital Contribution
Promissory Note™). Subject to the terms and conditions of this Agreement, and in reliance upon
the representations, warranties, and covenants of SMHS set forth herein, on the Closing Date,
LHP Sub shall contribute to the Company an amount equal to One Hundred Eight Million
Dollars ($108,000,000) (the “LHP Sub Initial Contribution”) and (i1) a non-interest bearing
capital contribution promissory note in the original principal amount of Sixty-Seven Million Five
Hundred Thousand Dollars ($67,500,000) (the “LHP Sub Capital Contribution Promissory -
Note”). The SMHS Capital Contribution Promissory Note and the LHP Sub Capital
Contribution Promissory Note each shall be in the form attached as Exhibit D hereto and
incorporated herein by reference. The funds advanced under the SMHS Capital Contribution
Promissory Note and the LHP Sub Capital Contribution Promissory Note shall be used by the
Company, at the request of the Company from time to time following the Closing Date, as
provided in the LLC Agreement (as hereinafter defined).

1.3 Ownership Structure of the Company. Subject to the terms and conditions of .
this Agreement, at the Closing (hereinafter defined), and after SMHS has contributed the SMHS
Initial Contribution and the SMHS Capital Contribution Promissory Note and LHP Sub has
contributed the LHP Sub Initial Contribution and the LHP Sub Capital Contribution Promissory
Note, the Company shall distribute to SMHS an amount equal to One Hundred Eight Million
Dollars ($108,000,000), after which SMHS and LHP Sub shall enter into an Amended and
Restated Limited Liability Company Agreement, in the form attached hereto as Exhibit C (the
“LLC Agreement”), which will, among other things, provide that the membership interest of
SMHS in the Company shall be 20% and the membership interest of LHP Sub in the Company
shall be 80%.

2. CONTRIBUTIONS TO THE COMPANY.

2.1  Assets. Subject to the terms and conditions of this Agreement, as of the Closing,
SMHS agrees to sell, convey, transfer, and deliver (or cause to be sold, conveyed, transferred,
and delivered) to the Company and the Company Entities, by way of sale to the extent of
$108,000,000 (representing a pro rata interest of eighty percent (80%) of each of the Assets, as
defined herein) and otherwise as a contribution of capital to the Company, all of the assets -
owned or used by SMHS 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 SMHS 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
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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 SMHS 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 SMHS with respect to the
operation of the Facilities, including 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 SMHS’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 SMHS’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 SMHS as of the Closing Date;

f]] all of SMHS’s interest, to the extent assignable or transferable, in and to
all personal property leases with respect to the operation of the Facilities listed in
Schedule 2.1(f);

(g)  all of SMHS’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(g) (the “Contracts”);

(h)  all of those advance payments, prepayments, prepaid expenses, deposits,
and the like that exist as of the Closing Date, subject to the prorations provided in Section 2.7(e)
of this Agreement, that were made with respect to the operation of the Facilities, the current
categories and amounts of which are set forth on Schedule 2.1(h);

() 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);

G) 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
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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;

0] 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, subject
to any rights retained by SMHS in and to the name “Saint Mary’s Hospital” and all symbols,
trade names, trademarks, and service marks (or varations thereof) associated therewith, 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);

(o)  all accounts, notes, interest, and other receivables of SMHS relating to the
Facilities, including those certain accounts, notes, or other amounts receivable from physicians
listed in 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 SMHS while owner of the Assets 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 SMHS, all warranties (express or implied) and
rights and claims assertable by (but not against) SMHS related to the Assets;

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

(r) all other property, other than the Excluded Assets, of every kind,
character, or description owned by SMHS 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 SMHS
in connection with the operations of the Facilities or the Assets; and

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

SMHS 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,
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restrictions, and encumbrances, other than the Permitted Exceptions (hereinafter defined) and the
Assumed Liabilities (hereinafter defined).

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

(a) 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, trusts related to
self-insurance, donor-restricted assets, beneficial interests in charitable trusts, and accrued
eamings on all of the foregoing;

(¢) all intercompany receivables of SMHS with any of its Affiliates;

(d)  any current assets of SMHS 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 4.13(a)), including assets representing a
surplus or overfunding of any such plans;

1) all rights to refunds, credits, deposits, prepayments, or the equivalent
owing to SMHS from any taxing authority resulting from periods prior to the Effective Time,
and the right to pursue appeals of same; '

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

(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 Closing Date;

() 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 attoney work product doctrine, or any other cognizable privilege or
protection of SMHS;

(k)  any cost report settlements in respect of cost report periods ended on or
prior to closing; ‘

(U] any assets owned and provided by vendors of goods or services to the
Facilities;
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(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 SMHS in respect of the operation
of the Facilities with respect to periods prior to the Closing Date, and any payments, awards, or -
other proceeds resulting therefrom;

(o) all interests in, and assets related to, Saint Mary’s Hospital Foundation and
Saint Mary’s Indemnity Company, including the names thereof;

(p)  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 Closing
Date in the ordinary course of business;

(99 the name “Saint Mary’s Hospital” and all symbols, trade names,
trademarks, and service marks (or variations thereof) associated therewith, all goodwill
associated therewith, and all applications and registrations associated therewith; and

(r) any other assets identified in Schedule 2.2(m).

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 SMHS in respect of the Facilities:

(a)  all obligations accruing after the Effective Time with respect to the
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);

()  obligations and liabilities as of the Effective Time in respect of accrued
paid time off benefits of employees of SMHS at the Facilities who are hired by LHP 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 long-term debt and capital lease obligations set forth on Schedule 2.3;

(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, altemative or add on minimum, ad valorem, value added, transfer, stamp, or
environmental tax, escheat payments or any other tax, custom, duty, impost, levy, govemmental
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

f)) all Taxes allocable to the Company pursuant to Section 2.5(e) hereof.
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The Company shall not be liable for (i) any claims arising from SMHS’s assignment and the
Company Entities’ assumption of the Assumed Liabilities; (i1) uncured defaults in the
performance of the Assumed Liabilities for periods prior to the Effective Time; (ii1) unpaid
amounts in respect of the Assumed Liabilities that are due as of the Effective Time (that are not
reflected in Net Working Capital or on Schedule 2.3); 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 SMHS 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 SMHS, 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 and obligations of SMHS 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;

Taxes incurred by the Facilities with respect to periods prior to the
Effective Time (provided, however, that this clause (f) 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 allocable to the Company under Section 2.5(e) hereof);

(g) liability for any and all claims by or on behalf of employees of SMHS
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 SMHS under the Consolidated Omnibus Budget
Reconciliation Act of 1985, as amended (provided, however, that this clause (g) shall not apply
to any and all employee benefits constituting Assumed Liabilities under Section 2.3(c) hereof);

100



(h)  any obligation or liability accruing, arising out of, or relating to any
federal, state, or local investigations of, or claims or actions against, SMHS, the Facilities, or 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 SMHS, 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;

)] liabilities or obligations arising as a result of any breach by SMHS or the '
Facilities at any time of any contract or commitment that is not assumed by the Company;

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

0] 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;

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

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

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

(r)  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
11.16.

2.5  Net Working Capital, Estimates, and Audits.

()  Net Working Capital. The respective membership interest percentages of
SMHS and LHP Sub in the Company have been determined based upon the Net Working Capital
of SMHS as of (“Target Net Working Capital”). To the extent that the
Net Working Capital contributed by SMHS to the Company exceeds or is less than the Target
Net Working Capital, then any excess amount shall be paid by the Company to SMHS, and any
deficit amount shall be paid by SMHS to the Company. As used herein, the term “Net Working
Capital” shall mean the aggregate current assets of SMHS 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 SMHS in
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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: assumable prepaid expenses (excluding insurance-related prepaid expenses),
usable inventories and supplies (priced at actual invoice cost), patient accounts receivable (net of
allowances for contractual adjustments and uncollectibles based upon an evaluation of historical
collections to gross revenues and discounted by ten percent (10%) for timing and cost of
collection), non-patient accounts receivable as agreed, and other current assets as agreed, and (1)
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 SMHS at the Facilities who are hired by
LHP Sub), and other current liabilities as agreed. In addition, there shall be subtracted from Net
Working Capital the amount of any capitalized leases assumed by the Company, with such
amount being determined in accordance with GAAP.

(b)  Estimates and Adjustments. At least ten (10) business days prior to
Closing, SMHS shall deliver to LHP 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. Subject to the mutual agreement of SMHS and LHP Sub, the
estimated Net Working Capital together with the principles, specifications, and methodologies
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 SMHS as of the Closing,
Within ninety (90) days after the Closing, LHP Sub shall deliver to SMHS its determination of
the Net Working Capital as of the Effective Time (following the same principles, specifications,
and methodologies used to determine the estimated Net Working Capital as set forth on Schedule
2.5). LHP Sub shall have full access to the financial books and records of SMHS pertaining to
the Facilities prior to, and for ninety (90) days following, the Closing, to confirm or audit
working capital computations. Should SMHS disagree with LHP Sub’s determination of Net
Working Capital, it shall notify LHP Sub within sixty (60) days after LHP Sub’s delivery of its
determination of Net Working Capital. If SMHS and LHP Sub fail to agree within thirty (30)
days after SMHS’s delivery of notice of disagreement on the amount of Net Working Capital,
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 as of the
Effective Time, any increase from the estimated Net Working Capital shall be paid by the
Company to SMHS, and any decrease from the estimated Net Working Capital shall be paid by
SMHS to the Company.

(c)  Dispute of Adjustments. In the event that SMHS and LHP Sub are not -
able to agree on the actual Net Working Capital within thirty (30) days after SMHS’s delivery of
notice of disagreement, SMHS and LHP 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 SMHS and LHP 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, shall promptly -
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decide the proper amounts of such disputed entries (which decision shall also include a final -
calculation of Net Working Capital). 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. The Accounting Firm’s determination shall be binding
upon SMHS and LHP Sub. The Accounting Firm’s fees and expenses shall be borne equally by
SMHS and LHP Sub.

(d)  Physical Inventory. If requested by LHP Sub at least ten (10) business
days prior to the Closing, SMHS shall cause a physical inventory to be taken of the inventory .
and supplies on hand at the Facilities by either (i) employees or representatives of SMHS at the
Facilities or its Affiliates or (i1) an independent third party selected by SMHS, the cost of which
independent third party shall be borne by SMHS, as near in time as possible to the Closing and
with the results extended and adjusted through the Effective Time. It shall be in SMHS’s sole
discretion as to whether employees or representatives of SMHS at the Facilities or an
independent third party are used to conduct such physical inventory. SMHS shall permit
representatives or employees of LHP 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 SMHS 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).

(¢)  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, SMHS 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 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 fumnish, 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.

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 Brown Rudnick, 185 Asylum Street, Hartford, Connecticut 06103, at 10:00 a.m.
local time, on or before , 2011, 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
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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. Central Time on the Closing Date (the “Effective Time”).

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

(@)  Special Warranty Deed, fully executed by SMHS 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 SMHS [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 SMHS, 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;

() An Assignment and Assumption Agreement (the “Assignment and
Assumption Agreement”), fully executed by SMHS, conveying to the applicable Company
Entity SMHS’s interest in the 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 8.3 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 SMHS,;

1)) The SMHS Capital Contribution Promissory Note in substantially the
form of Exhibit D attached hereto fully executed by SMHS;

() Copies of resolutions duly adopted by the Board of Directors of SMHS, .
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 SMHS;

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

() Certificates of incumbency for the officers or representatives of SMHS
executing this Agreement and any other agreements or instruments contemplated herein or
making certifications for the Closing dated as of the Closing Date;
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G) Certificates of existence and good standing of SMHS from the state in
which it is incorporated, dated the most recent practical date prior to the Closing;

(k)  The opinion(s) of counsel to SMHS as provided by Section 8.7 hereof;

0] All Certificates of Title and other documents evidencing an ownership
interest conveyed as part of the Assets;

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

(n)  All necessary state and local real estate conveyance tax forms duly -
executed by SMHS;

(0) A License Agreement between SMHS and the Company, in substantially
the form attached hereto as Exhibit E (the “License Agreement”) duly executed by SMHS;

(p)  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 11.16; and

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

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

(@)  To the Company from LHP Sub, an amount equal to One Hundred Eight -
Million Dollars ($108,000,000) in immediately available funds;

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

()  The LHP Sub Capital Contribution Promissory Note in substantially the
form of Exhibit D attached hereto fully executed by LHP Sub;

(d) Copies of resolutions duly adopted by the Board of Directors of each of
LHP Sub and LHP 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 in full force as of the Closing, by the appropriate officers of LHP Sub and
LHP, respectively;

(e Certificates of the President or a Vice President of each of LHP and LHP
Sub, certifying that each covenant and agreement of LHP or LHP 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 LHP or LHP Sub, as applicable, is true and correct on the Closing
Date, as if made on and as of the Closing;

12

105



1l Certificates of incumbency for the respective officers of LHP Sub and
LHP executing this Agreement and any other agreements or instruments contemplated herein or
making certifications for the Closing dated as of the Closing Date;

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

(h)  The opinion of counsel to LHP and LHP Sub as provided by Section 9.5
hereof; and

(i) Such other instruments and documents as SMHS 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 SMHS and/or LHP Sub, as applicable, the Company shall deliver to SMHS and/or
LHP Sub, as applicable, the following:

(@ To SMHS, an amount equal to One Hundred Eight Million Dollars
($108,000,000) in immediately available funds;

(b) A Bill of Sale, fully executed by the Company, accepting from SMHS or -
other applicable entity title to all tangible and intangible assets that are part of the Assets;

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

(d  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;

(e)  Certificate 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,

1]] 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;

() Certificates of existence and good standing of the Company from the State
of Delaware, dated the most recent practical date prior to Closing;

(n) The LHP Sub Employee Lease Agreement, fully executed by the
Company;
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] The License Agreement duly executed by the Company; and

G) Such other instruments and documents as SMHS and/or LHP Sub
reasonably deems necessary to effect the transactions contemplated hereby.

4. REPRESENTATIONS AND WARRANTIES OF SMHS. 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, SMHS represents and warrants to LHP Sub and the
Company the following:

4.1  Existence and Capacity. SMHS is a not-for-profit corporation, duly organized
and validly existing in good standing under the laws of the State of Connecticut. SMHS 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.

4.2  Powers; Consents; Absence of Conflicts With Other Agreements, Etc. The
execution, delivery, and performance by SMHS of this Agreement and all other agreements
referenced herein, or ancillary hereto, to which it is a party, and the consummation by SMHS 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, 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 Contract to the
Company and for which SMHS remains liable;

(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 SMHS, and are and will be
enforceable against it in accordance with the respective terms hereof or thereof, subject to (a)
applicable bankruptcy, reorganization, insolvency, moratorium, and other laws affecting
creditors’ rights generally from time to time in effect and (b) limitations on the enforcement of
equitable remedies.
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4.4  Financial Statements. SMHS has delivered to LHP 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 , 20 (the
“Balance Sheet Date™);

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

(© Audited Balance Sheets, Income Statements, and Statements of Cash |
Flows for the fiscal years ended September 30, 2008, 2009, and 2010.

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 SMHS with respect to the Facilities as of the dates
indicated thereon, and such Income Statements present fairly the results of operations of SMHS
with respect to the Facilities for the periods indicated thereon. '

4.5  Certain Post-Balance Sheet Results. Except as set forth in Schedule 4.5 hereto,
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;

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

1)) dividend, distribution, or extraordinary payment by SMHS in respect of
the Facilities; :

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

G) change in the accounting methods or practices employed by SMHS in
respect of the Facilities or change in depreciation or amortization policies; or

(k)  transaction pertaining to the Facilities by SMHS 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””). SMHS has 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. SMHS has
delivered to LHP 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 SMHS 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.

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 LHP 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 with all applicable laws, regulations, and policies
of the Medicare, Medicaid, and CHAMPUS programs and such private insurance companies.
SMHS in respect of the Facilities has not billed or received any payment or reimbursement from '
any such payors in excess of amounts allowed by law. Neither SMHS nor any of its officers,
directors, managing employees, or controlling shareholders are excluded from participation in
the Medicare, Medicaid, or CHAMPUS programs, nor has SMHS received any notice that any
such exclusion is threatened. Except as set forth in a writing delivered by SMHS to LHP Sub
that specifically makes reference to this Section 4.7 or as set forth on Schedule 4.7, SMHS has
not 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 SMHS, no such investigations or surveys are pending, threatened, or imminent. -
SMHS has registered with the QNet Exchange (“QNet”) as required by The Centers for
Medicare and Medicaid Services (“CMS”) under its Hospital Quality Initiative Program (the
“HQI Program™). SMUHS has submitted all quality data required under the HQI Program to
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CMS or its agent, and all quality data required under the ORYX 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. SMHS 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. SMHS has provided LHP 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.

4.8  Regulatory Compliance. Except as set forth in a writing delivered by SMHS to
LHP 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. SMHS has timely filed all reports, data, and
other information required to be filed with any Government Entity. Neither SMHS nor, to the
knowledge of SMHS, 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. §1320a-7b, the Stark Laws, 42 U.S.C. §1395nn, as
amended, and the False Claims Act, 31 U.S.C. §3729, et seq. To the knowledge of SMHS,
SMHS in respect of the Facilities is 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, as of the applicable effective dates for such requirements.

4.9  Equipment. SMHS has delivered to LHP Sub a 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,
SMHS has not 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.

4.10 Real Property. SMHS 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:

(a) SMHS has not received during the past five (5) years written notice of a
violation of any applicable ordinance or other law, order, regulation, or requirement; '
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(b))  The 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 with all building codes;

(¢)  The 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;

(d)  To the Knowledge of SMHS, all of the Real Property currently in use for
the operations of the Facilities are in compliance in all material respects with the applicable
provisions of the Rehabilitation Act of 1973, Title III 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 SMHS, 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 Real Property with the Accessibility Laws;

(e There are no tenants or other persons or entities occupying any space In
the 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 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;

11 Attached to Schedule 4.10 is a “rent roll” that sets forth for those leases
where SMHS in respect of the Facilities is landlord: (i) the names of then current tenants; (i1) 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 SMHS,

(® SMHS has not received written or posted 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;

(W)  To the Knowledge of SMHS, 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
Real Property (and all individual items constituting the Real Property), 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 Real Property to the Company Entities;
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() To the knowledge of SMHS, 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 the .
respective public authonties 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, to the knowledge of SMHS, such easements or
rights-of-way have been fully granted, all charges therefor have been fully paid by SMHS, and
all charges for the aforesaid utility systems and the connection of the 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 SMHS; and the water and
sanitary sewer service described above is supplied by public authority;

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

4.12 Employee Benefit Plans.

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

(1) 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(353)),
governmental plan, or church plan;

(i)  annuity contracts purchased by SMHS 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

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

and any trust, escrow, or other agreement related to any such plan or other arrangement that (1) is
maintained or contributed to by SMHS or any other corporation or trade or business controlled
by, controlling, or under common control with SMHS (within the meaning of Code Section 414
or ERISA Sections 4001(a)(14) or 4001(b)) (“ERISA Affiliate”), or with respect to which SMHS
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 service provider
of SMHS 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) SMHS has delivered to LHP 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 Plan; (iii) all 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; (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; and (vii) documents evidencing compliance with the privacy requirements
under HIPAA relating to each Benefit Plan.

© Except as provided on Schedule 4.12:

(1) Neither SMHS nor any ERISA Affiliate has any liability under any
Benefit Plan for which the Company has or will have any liability, contingent or otherwise,
under Parts 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)), 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
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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 I of ERISA with respect to any Benefit Plan.

(i)  Each Benefit Plan that is an “employee pension benefit plan” as
defined in ERISA Section 3(2) 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), 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; is and has been since its inception in material compliance with its
terms and, both as to form and in operation, with the requirements prescribed by any and all laws
that are applicable to such Benefit Plan, including, without limitation, ERISA and the Code; does
not have and has not had since its inception 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; has not had any “accumulated funding deficiencies,” as
such term is defined under ERISA Section 302(a)(2) or Code Sections 412(a) or 4971 (whether
or not waived); 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 partially or fully terminated (through
the cessation of contributions thereto or otherwise). '

(i)  With respect to each Benefit Plan that is not an “employee pension
benefit plan” as defined in ERISA Section 3(2), such plan is in material compliance with its
terms and, both as to form and operation, with the requirements prescribed by any and all laws
that are applicable to such Benefit Plan, including, without limitation, ERISA, to the extent
applicable, and the Code; 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.

(iv)  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 SMHS or any
ERISA Affiliate has been operated at all times in material compliance with ERISA, to the extent
applicable, the Code, the Social Security Act, and HIPAA.

(v)  All required contributions to all Benefit Plans and all premiums,
fees, or other payments required to be made 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 have been timely filed or delivered.

(vi)  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
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outstanding issues with reference to the 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 SMHS or any ERISA Affiliate,
threatened against or with respect to any of the Benefit Plans or their assets, and there are no
threatened or pending claims by or on behalf of the Benefit Plans or by any employee of SMHS
at the Facilities 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 SMHS or the Benefit Plans
under any law, nor is there any basis for such a claim.

(vii) SMHS does not have any contracts, agreements, plans, or
arrangements under which the contemplated transaction will result in any (1) payments (whether -
of separation pay or otherwise) becoming due from SMHS or any ERISA Affiliate to any current
or former employee, director, or consultant, or (i1) 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 SMHS or any ERISA Affiliate that will, in turn, result in any liability to
the Company.

4.13 Litigation or Proceedings. SMHS has delivered to LHP Sub an accurate list and
summary description (Schedule 4.13) of all pending or, to the knowledge of SMHS, threatened -
litigation or proceedings with respect to the Facilities and the Assets. SMHS is not 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 SMHS to LHP 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 SMHS, threatened against SMHS, 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.

4.14 Environmental Laws. Except as set forth on Schedule 4.14 hereto, to the
knowledge of SMHS (i) the Real Property is not subject to any material environmental hazards,
risks, or liabilities, (ii)) SMHS is not 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
(iif) SMHS has received no 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 Real Property, under or pursuant to any Environmental Law. Except as set forth on
Schedule 4.14, to the knowledge of SMHS, 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 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 Real Property (including
groundwater) by SMHS, or to SMHS’s knowledge, any third party, in violation of any applicable
Environmental Law. Except as set forth on Schedule 4.14, neither SMHS nor, to SMHS’s
knowledge, any prior owners, operators, or occupants of the Real Property, have allowed any
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Hazardous Substances to be discharged, processed, or otherwise released on the Real Property in
a manner that is in violation of any Environmental Law, and SMHS 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 Real Property. Without in any way limiting the generality
of the foregoing, to the knowledge of SMHS: (i) all current or former underground storage tanks
located on the Real Property and information in SMHS’s possession relating to the capacity,
uses, dates of installation, and contents of such tanks located on the 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
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 materal
compliance with all Environmental Laws. Except as set forth on Schedule 4.14, to the
knowledge of SMHS, SMHS holds all material environmental permits required in connection
with the use by SMHS of the Real Property or the operation of the Facilities and, to the extent
permitted by law, SMHS shall cause such environmental permits to be transferred to the
Company (with the Company’s necessary cooperation and assistance), all of which, to SMHS’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 SMHS 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 SMHS nor any of its 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.

4.16 Taxes.

(a) SMHS has filed on a timely basis, or validly extended the time for filing,
all federal, state, and local tax returns required to be filed by it with respect to Taxes incurred
relating to the Facilities (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 SMHS.
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) SMHS has withheld in all material respects proper and accurate 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
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any and all other applicable laws. All such amounts have been duly and validly remitted to the
proper taxing authority.

(¢  No deficiencies for any of Taxes relating to the Facilities have been
asserted or, to the knowledge of SMHS, threatened, and no audit on any Tax Returns is currently
under way or, to the knowledge of SMHS, threatened. There are no outstanding agreements by
SMHS for the extension of time for the assessment of any Taxes. SMHS has 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)  SMHS has not received written notice of tax liens on any of the Assets.
4.17 Employee Relations.

(@)  Except as set forth on Schedule 4.17, all employees at the Facilities are
employees of SMHS, 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 SMHS), and no event has
occurred or circumstance exists (to the knowledge of SMHS) that could provide the basis for, (1)
any strike, slowdown, picketing, work stoppage, or employee grievance process, or (i) any
proceeding against or affecting SMHS 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 SMHS, the Hospital, or their premises.

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

(¢  Except as set forth in Schedule 4.17, SMHS 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; SMHS 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 SMHS, 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 states the number of employees terminated by SMHS
within ninety (90) days prior to the Closing Date, laid off by SMHS within the six (6) months
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prior to the Closing Date, or whose hours of work have been reduced by more than fifty percent
(50%) by SMHS 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, SMHS has not violated the Worker Adjustment and Retraining
Notification Act (“WARN Act”) or any similar state or local legal requirements.

() To the knowledge of SMHS, no officer, director, agent, employee,
consultant, or independent contractor of SMHS is bound by any contract that purports to limit the
ability of such officer, director, agent, employee, consultant, or independent contractor (1) to
engage in or continue or perform any conduct, activity, duties, or practice relating to the business
of SMHS in respect of the Facilities; or (ii) to assign to SMHS or to any other person any rights
to any invention, improvement, or discovery. To the knowledge of SMHS, no former or current
employee of SMHS 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 SMHS at the Facilities.

4.18 Agreements and Commitments. Schedule 2.1(g) sets forth the Contracts that will
be assumed by the Company Entities. SMHS has also delivered to LHP 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 SMHS is
a party or by which SMHS, 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, (¢) 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 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 SMHS, of any amount or value in excess of
Fifty Thousand Dollars ($50,000) on an annual basis.

4.19 The Contracts. SMHS has delivered to LHP Sub an accurate list (Schedule
2.1(g)) of the Contracts. SMHS has made available to LHP Sub true and correct copies of the

25
118



Contracts, and has given, and will give, the agents, employees, and representatives of LHP Sub
access to the originals of the Contracts in its possession. SMHS represents and warrants with
respect to the Contracts that:

(@  The Contracts constitute valid and legally binding obligations of SMHS
and are enforceable against SMHS in accordance with their terms;

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

(©) All obligations required to be performed by SMHS under the terms of the
Contracts have been performed, no material breach has occurred under any of the Contracts, no
act or omission by SMHS 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 Contracts, and each of such
Contracts is now in full force and effect;

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

(¢  Except as expressly set forth on Schedule 4.19, the assignment of the
Contracts to and assumption of such 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.

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
Statements. The inventory levels are based on past practices of SMHS at the Facilities.

4.21 Insurance. Schedule 4.21 is an accurate schedule of the insurance policies or
self-insurance funds maintained by SMHS covering the ownership and operations of the .
Facilities and the Assets, including the type of insurance, policy numbers, identity of insurers,
amounts, and coverage. All of such policies are in full force and effect with no premium
arrearage. SMHS 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. SMHS has 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 SMHS 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. SMHS 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, 2010. 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 SMHS has
received reimbursement in any amount in excess of the amounts provided by law or any
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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. SMHS 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. SMHS has provided to LHP 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 SMHS, threatened disputes with applicants, staff -
members, or health professional affiliates, and SMHS 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.

4.24  Quality and Condition of Assets. The Assets and the Excluded Assets constitute
all assets that are held or used by SMHS or any of its Affiliates and necessary for the conduct of
the business and operation of the Facilities in the manner conducted as of the date of this
Agreement. Al 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 SMHS in respect of the Facilities.

4.25 Intellectual Property; Computer Software. Schedule 4.25 lists and briefly
describes all material trademarks, service marks, trade names, patents, copyrights, inventions,
processes, and applications therefor (whether registered or common law) currently owned or
used by SMHS in respect of the Facilities (collectively, the “Intellectual Property”). No
proceedings have been instituted or are pending or, to the knowledge of SMHS, threatened that
challenge the validity of the ownership by SMHS of such Intellectual Property. SMHS has not
licensed anyone to use such Intellectual Property and has no knowledge of the use or the
infringement of any such Intellectual Property by any other person. SMHS 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 SMHS in respect of the Facilities 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 SMHS
in respect of the Facilities and that are taken into consideration in the preparation of the Financial
Statements). SMHS has made available to LHP Sub a complete and accurate aging report of all
such accounts receivable and a schedule of all accounts receivable, whether recorded or -
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unrecorded, that have been assigned to collection agencies or are otherwise held or assigned for -

collection.

4.27 Experimental Procedures. = SMHS has not performed or permitted the
performance of any experimental or research procedures or studies involving patients in the
Hospital not authorized and conducted in accordance with the procedures of the Institutional
Review Board of the Hospital.

4.28 Compliance Program. SMHS has provided to LHP 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 SMHS to LHP Sub that specifically makes
reference to this Section 4.28 or to the extent set forth on Schedule 4.28, SMHS in respect of the
Facilities (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

obligations pursuant to any settlement agreement entered into with any Government Entity, (c) to |

the knowledge of SMHS, has not been the subject of any govemment payer 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 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, contact letter, or telephone or personal
contact 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 SMHS at the

Facilities), and (f) 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 SMHS in respect of the Facilities has violated any law or regulation. Schedule 4.28 includes
a description of each audit and investigation conducted by SMHS 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.

(a) 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.

(b))  Each Partial Subsidiary: (i) if it is a for profit or nonprofit corporation, is
duly incorporated, validly existing, and in good standing under the laws of the state of its
incorporation and is duly qualified and in good standing as a foreign corporation in the
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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 SMHS, 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.

© SMHS has delivered to LHP Sub accurate and complete copies, as
applicable, of the articles of incorporation, charter, bylaws, operating agreement, partnership
agreement, or shareholders 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 SMHS have been duly authorized and are validly issued,
fully paid, and nonassessable. To the knowledge of SMHS, 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 on Schedule 4.29: to the knowledge of SMHS (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. SMHS 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 To the knowledge of SMHS, 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.

1] For purposes of this Agreement, the term “Partial Subsidiaries” means any
and all corporations, partnerships, and limited liability companies in which SMHS 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 SMHS or its Affiliates to the Company as part of the Assets.
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4.30  Full Disclosure. This Agreement, the Schedules hereto, and all Closing

Documents (hereinafter defined) furnished and to be furnished to LHP Sub and its
representatives by SMHS 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 SMHS have been delivered or made available to LHP 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

thereunder. The term “Closing Documents” means those documents executed and delivered at

the Closing pursuant to Section 3 above.

4.31 Knowledge. References in this Agreement to “SMHS’ Knowledge,” “Knowledge
of SMHS”, and words of similar intent or effect mean and refer to (i) all matters with respect to
which SMHS has received written notice, or (ii) the actual knowledge of the Chief Executive
Officer, the Chief Financial Officer, the Vice President Patient Care Services, the Controller, and
the Vice President Operations and Ambulatory Care of the Hospital, without independent

investigation. No constructive or imputed knowledge shall be attributed to any such individual

by virtue of any position held, relationship to any other person or legal entity, or other reason.

5. REPRESENTATIONS AND WARRANTIES OF LHP AND LHP SUB. 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, LHP and LHP Sub represent and
warrant to SMHS and the Company the following:

5.1  Existence and Capacity. LHP Sub is a limited liability company, duly organized

and validly existing in good standing under the laws of the State of Delaware. LHP 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. LHP is a corporation, duly organized and
validly existing in good standing under the laws of the State of Delaware. LHP 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.

5.2  Powers; Consents; Absence of Conflicts With Other Agreements, Etc. The

execution, delivery, and performance by LHP Sub and LHP of this Agreement and all other

agreements referenced herein, or ancillary hereto, to which LHP Sub or LHP is a party, and the
consummation of the transactions contemplated herein by LHP Sub or LHP:

(a)  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 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;

(c)  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,
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(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 LHP Sub or LHP, respectively,
and are and will be enforceable against LHP Sub or LHP, respectively, in accordance with the
respective terms hereof and thereof, subject to (a) applicable bankruptcy, reorganization,
insolvency, moratorium, and other laws affecting creditors’ rights generally from time to time in
effect and (b) limitations on the enforcement of equitable remedies..

5.4  The Company. The Company is a limited liability company, duly organized and
existing in good standing under the laws of the State of Delaware and, if required by Connecticut
state law, duly qualified and in good standing as a foreign limited liability company in the State
of Connecticut. Each Company Entity is a limited liability company, duly organized and
existing in good standing under the laws of the State of Delaware, and is duly qualified and in .
good standing as a foreign limited liability company in the State of Connecticut. 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 has the
requisite power and authority to conduct its business as it is now being conducted. Neither the
Company nor any Company Entity has transacted any business other than in connection with its
formation or the execution of the documents contemplated by this Agreement.

55 Financial Statements. LHP has delivered to SMHS copies of unaudited
financial statements as of __ , which conform to GAAP consistently
applied, and audited financial statements for the fiscal years ended December 31,
which have been prepared in accordance with GAAP, applied on a consistent basis throughout
the periods indicated. Such financial statements present fairly the financial condition and the
results of operations, as applicable, of LHP and LHP Sub for the periods indicated thereon.

5.6  Litigation or Proceedings. There are no claims, actions, suits, proceedings, or
investigations pending or, to LHP’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
LHP and LHP Sub 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 LHP and LHP Sub to perform any of its obligations hereunder.

5.7  Financing. LHP Sub will have and will apply at the time of Closing sufficient
cash or other immediately available funds necessary to enable LHP Sub to consummate the
transactions contemplated hereby in accordance with the terms hereof.
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6. COVENANTS OF SMHS PRIOR TO CLOSING. Between the date of this Agreement and the
Closing:

6.1  Information. SMHS shall afford to the officers and authorized representatives -
and agents (which shall include accountants, attorneys, bankers, and other consultants) of LHP
Sub full and complete access to and the right to inspect the plants, properties, books, and records
of the Facilities, and will furnish LHP Sub with such additional financial and operating data and
other information as to the business and properties of SMHS pertaining to the Facilities as LHP
Sub may from time to time reasonably request without regard to where such information may be
located. LHP 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. LHP
Sub agrees that no inspections shall take place and no employees or other personnel of the -
Facilities shall be contacted by LHP Sub without LHP Sub’s first providing reasonable notice to
SMHS and coordinating such inspection or contact with SMHS.

6.2  Operations. SMHS 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;

(b) maintain the Facilities and all parts thereof in good operating condition,
ordinary wear and tear excepted,

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

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

(e  use its best 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. SMHS shall not, with respect to the business or operation
of the Facilities or otherwise regarding the Assets, without the prior written consent of LHP Sub:

(@) amend or terminate any of its 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;

(c) 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 (i) do not
exceed the greater of five percent (5%) of the affected employee’s existing compensation or
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Seventy-Five Thousand Dollars ($75,000) and (ii) are otherwise made in the ordinary course of
business 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 hereafter 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;

1)) purchase capital assets other than in accordance with the approved capital -
budget of SMHS previously provided to LHP Sub;

(g)  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,

(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);or

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

6.4  Governmental Approvals. SMHS shall (i) use its commercially reasonable
efforts to obtain all governmental approvals (or exemptions therefrom) necessary or required to
allow SMHS to perform its obligations under this Agreement; and (ii) assist and cooperate with
LHP Sub and its representatives and counsel in obtaining all governmental consents, approvals,
and licenses that LHP 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.

6.5 FTC Notification. SMHS 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
waiting period specified in the HSR Act will expire as soon as reasonably possible after the
execution and delivery of this Agreement. SMHS agrees to furnish to LHP Sub such information
concerning SMHS as LHP 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), SMHS shall deliver or cause to be delivered to LHP Sub true and complete
copies of the unaudited balance sheets and the related unaudited statements of income
(collectively, the “Interim Statements™) of, or relating to, SMHS in respect of the Facilities for
each month then ended, together with a year-to-date compilation and the notes, if any, related
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thereto, 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 SMHS in respect of the
Facilities, and shall fairly present the financial position and results of operations of SMHS 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, SMHS shall notify LHP Sub in writing and shall
keep LHP 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. SMHS agrees that, from and after the date of the execution and
delivery of this Agreement by SMHS until the termination of this Agreement, SMHS will not, .
without the prior written consent of LHP 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, (i1) 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 LHP Sub) looking toward such an offer or solicitation or looking
toward a merger or consolidation of any entity owning any of the Assets, or (iv) enter into any
agreement with any party (other than LHP Sub) 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, or similar transaction involving any
entity owning any of the Assets. SMHS will promptly communicate to LHP Sub the substance of
any inquiry or proposal concerning any such transaction.

6.8  Insurance Ratings. SMHS will take all action reasonably requested by LHP 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 SMHS 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, SMHS 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 SMHS. The
purchase by SMHS of any such “tail” insurance shall in no way affect the calculation of Net
Working Capital for purposes of this Agreement. In addition, where no such insurance is in
place or available on commercially reasonable terms, SMHS 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 SMHS and LHP Sub.

6.10 Medical Staff Disclosure. SMHS shall deliver to LHP 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 SMHS, could result in
claims or actions against SMHS 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
LHP Sub.
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6.11 Efforts to Close. SMHS 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. SMHS shall notify LHP 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 SMHS being met.

6.12 Satisfaction of Bond Obligations. At its sole cost and expense, SMHS 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 Master Trust Indenture, Open End
Mortgage and Security Agreement dated as of May 1, 1997, by and between St. Mary’s Hospital
Corporation and Fleet National Bank, as Master Trustee (the “Master Trust Indenture”), which
secures the Connecticut Health and Education Facilities Authority’s Revenue Bonds, St. Mary’s
Hospital Issue, and Series E, such that all liens and mortgages secured by the Master Trust
Indenture shall be released, in accordance with Section 13 of the Master Trust, at the time of the
Closing.

7. COVENANTS OF LHP SUB PRIOR TO CLOSING. Between the date of this Agreement and
the Closing:

7.1  Governmental Approvals. LHP Sub shall (i) use its commercially reasonable
efforts to obtain all governmental approvals (or exemptions therefrom) necessary or required to
allow LHP Sub to perform its obligations under this Agreement, and (i) assist and cooperate
with SMHS and its representatives and counsel in obtaining all governmental consents,
approvals, and licenses that SMHS 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.

7.2 FTC Notification. LHP Sub shall, if and to the extent required by law, file 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. LHP Sub agrees to furnish to SMHS such information concerning LHP Sub as
SMHS needs to perform its obligations under Section 6.5 of this Agreement.

7.3 Title Commitment. LHP Sub shall obtain, at its sole cost and expense, a current
titte 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 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 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 Real Property
insuring good and marketable title to the Real Property with the standard printed exceptions
endorsed or deleted in accordance with Section 8.3 hereof. [DISCUSS TIMING OF TITLE
AND SURVEY REVIEW.] ‘
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7.4  Surveys. SMHS shall deliver copies of all existing surveys of the Real Property
to LHP Sub. LHP Sub shall 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 LHP Sub. Unless otherwise agreed by
LHP Sub, the Surveys shall (i) be currently dated; (i) show the location on the Real Property of
all improvements, fences, evidences of abandoned fences, lakes, ponds, creeks, streams, nivers,
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; (vi1) 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, LHP Sub, SMHS, 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
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. LHP Sub 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. LHP Sub shall notify SMHS as soon as practicable of any event or
matter that comes to the attention of LHP Sub that may reasonably be expected to prevent or
materially delay the conditions to LHP Sub’s obligations being met.

8. CONDITIONS PRECEDENT TO OBLIGATIONS OF LHP SUB. Notwithstanding anything
herein to the contrary, the obligations of LHP Sub 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 LHP Sub at the Closing:

8.1  Representations/Warranties. The representations and warranties of SMHS
contained in this Agreement shall be true 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, 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
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Agreement to be complied with or performed by SMHS and SMHS 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. LHP Sub shall have obtained documentation or

other evidence satisfactory to LHP Sub in its reasonable discretion that each of LHP Sub and the
Company has:

(@) Received satisfactory unconditional approval from all Government
Entities whose approval is required to complete the transactions herein contemplated,

()  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 (i1) 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;

(© 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

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

8.3  Title Policy. At the Closing, LHP Sub shall cause the Title Policy to be furnished

to the Company by the Title Company. The Title Policy shall be issued on an ALTA Form 2006

Owner’s Title Policy in an amount equal to the amount being allocated by the parties to the Real
Property and shall insure to the Company good and marketable title to the Real Property subject
only to (i) the Permitted Exceptions, and (ii) taxes for the current and subsequent years “not yet
due and payable.” The Title Policy shall have all standard and general exceptions deleted so as
to afford full “extended form coverage” and shall contain such endorsements thereto as LHP Sub
may reasonably require in connection with its review of the Title Commitment and the Survey
that are consistent with the Connecticut Standards of Title.

8.4  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 LHP Sub reasonably and in good faith
deems it inadvisable to proceed with the transactions hereunder.

8.5  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,
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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; (b)
changes or proposed changes to any law, reimbursement rates or policies of governmental
entities; (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) state or federal statutory or regulatory changes that
are generally applicable to hospitals or health care facilities within the United States; (e) changes
in GAAP; (f) effects that are cured, or susceptible to cure without unreasonable effort, by SMHS;
or (g) actions specifically required of the parties pursuant to this Agreement. The definition of
“Material Adverse Effect” as set forth in this Section 8.5 shall be used solely for interpreting this
Section 8.5 and not for interpreting the phrase “material adverse effect” or “material adverse
change” as used in any other context elsewhere in this Agreement.

8.6  Insolvency. SMHS 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 SMHS.

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

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

8.9 Vesting/Recordation. SMHS shall have furnished to the Company, in form and
substance satisfactory to LHP 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.

810 Asbestos Survey. The Company shall have received a Report of Survey,
Sampling, Assessments and Recommendations of Friable Asbestos-Containing Material relating
to the Real Property and the Facilities, prepared by a firm acceptable to LHP Sub at the
Company’s sole cost and expense, and the scope, findings, and conclusions of such report shall -
have been satisfactory to LHP Sub.

8.11 Environmental Report. The Company shall have received a Report of a
Preliminary Environmental Site Assessment of the Real Property and the Facilities, prepared by
a firm acceptable to LHP Sub at the Company’s sole cost and expense, and the scope, findings,
and conclusions of such report shall have been satisfactory to LHP Sub.
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8.12 Conditions for Asbestos Survey and Environmental Report. Prior to any entry
onto the Facilities to conduct an asbestos survey or environmental site assessment in accordance
with Sections 8.10 and 8.11, LHP Sub shall furnish a proposed scope of work to SMHS. LHP
Sub shall require its contractors and subcontractors to provide certificates of insurance, including
coverage in amounts acceptable to SMHS and naming SMHS as an additional insured. Such
assessments or surveys shall not interfere with activities at the Facilities and shall be conducted
during regular business hours. LHP Sub shall be responsible for collecting and disposing of any
waste generated during the assessments or surveys in compliance with Environmental Laws.
LHP Sub shall restore the Facilities to substantially the same physical condition that existed prior
to LHP Sub's implementation of any environmental activities. LHP Sub shall provide to SMHS
copies of any and all final reports of the assessments or surveys prior to the Closing Date.

8.13  Architectural and Structural Report. The Company shall have received an -
architectural and structural report prepared by a firm acceptable to LHP Sub, and the scope,
findings, and conclusions of such report shall have been satisfactory to LHP Sub.

8.14 Due Diligence Investigation. LHP Sub shall have completed its due diligence
investigation of the matters respecting the Facilities and the Assets set forth in Schedule 8.14
hereto, and the results of such investigation shall have been found satisfactory to LHP Sub.

815 Required Consents. The Company shall have received consents to the
assignment to the Company or the applicable Company Entities of those certain contracts and
leases set forth on Schedule 8.14 from the third parties to such contracts and leases, which
consents are in a form reasonably acceptable to LHP Sub (the “Required Consents™).

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

9. CONDITIONS PRECEDENT TO OBLIGATIONS OF SMHS. Notwithstanding anything herein
to the contrary, the obligations of SMHS 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 SMHS at the Closing:

9.1  Representations/Warranties. The representations and warranties of LHP and
LHP Sub contained in this Agreement shall be true 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, 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 LHP and LHP Sub 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 LHP 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.
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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 SMHS reasonably and
in good faith deems it inadvisable to proceed with the transactions hereunder. '

9.4  Insolvency. Neither LHP nor LHP Sub shall (1) 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) 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 either LHP or LHP Sub.

9.5  Canonical Approvals. SMSH shall have received all necessary canonical |
approvals.

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

9.7  Closing Documents. All Closing Documents required by Section 3.3 shall have
been delivered to SMHS, SMHS, or the Company, as applicable. '

10. COVENANT NOT TO COMPETE. SMHS hereby covenants that at all times from the
Closing Date until the later to occur of (y) the fifth (5th) anniversary of the Closing Date or (z)
the date three (3) years after SMHS or any Affiliate thereof ceases to be a member of the
Company, SMHS 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 (1) SMHS
and its Affiliates will not be precluded from participating in activities that promote health care
services for residents of the communities historically served by SMHS and its Affiliates through
the Hospital, including the following activities: development, ownership, and operation of
indigent or charity care clinics and services; preventative care programs and services and
educational programs; health screening 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 (i1) SMHS and
its Affiliates will not be precluded from participating in activities that are otherwise permitted by
Section 10.1 of the LLC Agreement. In the event of a breach of this Section 10, SMHS
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 4
restraining such breach, with the costs (including attorneys’ fees) of securing such injunction to
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be borme by SMHS. 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 SMHS and its
Affiliates and that the nature and scope of such protection has been carefully considered by the
parties. SMHS 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 LHP 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
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. 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 SMHS and LHP Sub; (ii) by LHP Sub by written notice to SMHS if any event occurs
or condition exists that causes SMHS to be unable to satisfy one or more conditions to the
obligations of LHP Sub to consummate the transactions contemplated by this Agreement as set
forth in Section 8; (iii) by SMHS by written notice to LHP Sub if any event occurs or condition
exists which causes LHP Sub to be unable to satisfy one or more conditions to the obligation of
SMHS to consummate the transactions contemplated by this Agreement as set forth in Section 9;
(iv) by SMHS or LHP Sub if the Closing Date shall not have taken place on or before January
31, 2012 (which date may be extended by mutual agreement of SMHS and LHP Sub); or (v) by
either SMHS or LHP Sub pursuant to Section 13.1 hereof.

11.2  Post Closing Access to Information. SMHS and LHP 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, SMHS, LHP 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
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 rules and regulations regarding confidentiality. The Company agrees to abide by any -
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such rules and regulations 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 US.C. §1395(v)(1)(1)), the privacy requirements of the -
Administrative Simplification subtitle of HIPAA, and applicable state requirements with respect
to medical privacy 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 SMHS and upon
the Company’s receipt of appropriate consents and authorizations, the Company will afford to
the representatives of SMHS, 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 SMHS at the Facilities). .
Upon reasonable notice, during normal business hours and at the sole cost and expense of
SMHS, the Company shall also make its officers and employees available to SMHS at
reasonable times and places after the Closing. In addition, SMHS shall be entitled, at SMHS’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 SMHS 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 SMHS. Any access to
the Facilities, its records, or the Company’s personnel granted to SMHS 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 SMHS, the Company, or LHP Sub,
may, subject to the provisions of Section 13.10 hereof, be reproduced by SMHS, the Company,
and LHP Sub by any photographic, photostatic, microfilm, micro-card, miniature photographic,
or other similar process and SMHS, the Company, and LHP Sub may destroy any original
documents so reproduced. SMHS, the Company, and LHP 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

42

135



reproduction was made by SMHS, the Company, or LHP 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 SHMS is or may be liable
pursuant to this Agreement, the Company shall promptly inform SMHS, and the Company shall

execute or cause to be executed powers of attorney or other documents necessary to enable .

SMHS to take all actions reasonably deemed necessary by SMHS with respect to such audit,
examination, or proceeding to the extent such audit, examination, or proceeding may affect the
amount of Taxes for which SMHS is liable pursuant to this Agreement. SMHS 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. SMHS, 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
“County Cost Reports”). The Company shall provide SMHS with access to all records and data
necessary for completion of SMHS Cost Reports. The Company shall forward to SMHS any and
all correspondence relating to SMHS Cost Reports within five (5) business days after receipt by
the Company. The Company shall remit any receipts of funds relating to SMHS Cost Reports
within ten (10) business days after receipt by the Company and shall forward to SMHS any

demand for payments within three (3) business days after receipt by the Company. SMHS shall -

retain all rights to the SMHS 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 SMHS Cost Reports. SMHS shall
retain the originals of SMHS Cost Reports, correspondence, work papers and other documents
relating to SMHS Cost Reports; provided, however, that SMHS 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. SMHS 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-
party payor that payments to SMHS or the Facilities resulted in an overpayment or other
determination that funds previously paid by any program or plan to SMHS or the Facilities must
be repaid, SMHS shall be responsible for repayment of said monies (or defense of such actions)

if such overpayment or other repayment determination was for services rendered prior to the .

Closing Date, and the Company shall be responsible for repayment of said monies (or defense of
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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 SMHS or any of its Affiliates,
SMHS 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, SMHS shall terminate all of its
employees at the Facilities, and LHP 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 and at total compensation levels (taking into
account wages and benefits) consistent in the aggregate with those then being provided by
SMHS. Nothing herein shall be deemed to affect or limit in any way normal management
prerogatives of LHP 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 LHP Sub or its Affiliate, and except as limited by the terms of
applicable collective bargaining agreements, LHP Sub or its Affiliate shall provide such
employees with regionally competitive employee benefits comparable to the benefits generally
offered to employees of other hospitals owned and operated by LHP 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 LHP or its Affiliates and generally applicable to other
hospitals owned and operated by LHP or its Affiliates in which no prior service credit is given to
or recognized for other plan beneficiaries. In extending such benefits, LHP 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 SMHS. LHP 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 LHP 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. Within the period of ninety (90) days before the
Closing, SMHS shall not, and within the ninety (90) days following the Closing, LHP Sub or its
Affiliate shall not: (1) permanently or temporarily shut down a single site of employment, or one
or more facilities or operating units within a single site of employment, if the shutdown results in
an employment loss during any thirty (30) day period at the single site of employment for fifty
(50) or more employees, excluding any part-time employees; or (2) have a mass layoff at a single
site of employment of at least thirty-three percent (33%) of the active employees and at least fifty
(50) employees, excluding part-time employees. The terms “single site of employment,”
“operating unit,” “employment loss,” and “mass layoff” shall be defined as in the WARN Act.
With respect to terminations of employees following the Closing, LHP Sub or its Affiliate shall
be responsible for any notification required under the WARN Act.

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,
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(i1) acceptance of all emergency patients without regard to ability to pay, (1i1) 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. In that regard, as of the Closing, the
Company shall adopt at the Facilities and abide by the policy for the provision of uncompensated
care attached hereto as Schedule 11.12. 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 programs.
This covenant shall be subject in all respects to changes in govemmental law, policy, or
regulation.

11.13 Medical Staff Matters. Without the consent of the medical staff of the Hospital,
there will be no change or modification to the current staff privileges for physicians on the
medical staff of the Hospital or the individuals currently serving as medical staff officers or
clinical service chiefs as a result of the acquisition of the Assets by the Company; provided,
however, that the consummation of the transactions contemplated hereby will not limit the ability
of the Board of Trustees or medical executive committee of the Hospital to grant, withhold, or
suspend medical staff appointments or clinical privileges, or appoint medical staff officers or
clinical service chiefs, in accordance with the terms and provisions of the medical staff bylaws.
The Company shall adopt the current medical staff bylaws, rules and regulations, medical staff
committee structure, credentialing plan, and fair hearing plan of the Hospital as the medical staff
bylaws, rules and regulations, medical staff committee structure, credentialing plan, and fair
hearing plan of the Hospital following the Closing, except to the extent that any modifications
thereof are required to comply with Joint Commission or other accreditation standards or legal or -
regulatory requirements, and except to the extent that modifications thereto may be proposed to
or by the medical staff and agreed to by the Company.

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 SMHS
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, SMHS shall execute and deliver to the Company Entities at or prior to the Closing
limited powers of attorney substantially in the form of Exhibit H hereto. The Company Entities
shall apply for all such permits 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 SMHS 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 permits by the
Company Entities following the Closing.

11.15 Maintenance of Catholic Identity. The Company’s operations shall be conducted
in conformity with the Ethical and Religious Directives for Catholic Health Care Services, as
promulgated from time to time by the United States Conference of Catholic Bishops and
interpreted by the Archbishop of Hartford, as they apply to the provision of health care services
(the “Directives”). In addition, for so long as SMHS maintains an ownership interest in the
Company, SMHS or its direct or indirect successor so requests, and the Archbishop of Hartford
so permits, the Company shall maintain a Catholic identity with respect to the Facilities and in
that regard hereby agrees as follows:
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(@)  To continue to operate the Hospital as a Catholic health care facility in
accordance with the moral, ethical, and social teachings of the Roman Catholic Church as
expressed in the Directives as interpreted by the Archbishop of Hartford and to cause the
Hospital to comply in all respects with and observe the Directives;

(b)) To maintain a Pastoral Care Director position and Pastoral Care
Department having staffing equivalent to that at the Hospital as of the date hereof, the services
of which will be made available to the Hospital’s patients, their family members, health care
professionals, and employees of all faiths and will be offered throughout the continuum of care
provided by the Hospital,

(©) To maintain at the Hospital the existing chapel or a chapel substantially
similar thereto as a place of Catholic worship that shall be maintained in at least its current
condition, wear and tear only excepted,

(d)  Subject to the terms of the License Agreement, to maintain appropriate
signage and other symbols of Catholic identity, both within and on the external walls of the -
Hospital; [SUBJECT TO REVIEW OF THE LICENSE AGREEMENT]

(e To cause the Hospital to continue to provide community benefit programs
and services to improve access to health care services in its community and to improve the health
status of the elderly, poor, immigrant,, and other at-risk populations in such community, with
such programs and services to include the provision of free care, mission and pastoral care
programs, and community benefit programs consistent with the terms of this Agreement,

o To cause the Hospital to maintain an Ethics Committee with responsibility |
for the day-to-day monitoring of the Hospital’s observance of the Directives and other ethics-
related matters; and

(g)  Subject to the terms of the License Agreement, to continue to operate the
Hospital under the name “Saint Mary’s Hospital” or such other name as permitted by the
Archbishop, as a symbol of its Catholic identity. [SUBJECT TO REVIEW OF THE
LICENSE AGREEMENT]

11.16 Phase II Subsurface Investigation Report.  Prior to Closing, SMHS shall
commission, at its sole cost and expense, and receive a Phase II Subsurface Investigation Report
for the Facilities and the Real Property, along with proposed estimates for future investigation
and remediation activities. SMHS, at its sole discretion, may terminate this Agreement if such
proposed estimates for future investigation and remediation exceed $

11.17 Connecticut Transfer Act. This transaction is subject to the Transfer Act.
Accordingly, SMHS shall prepare a Transfer Act Form III 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 IIT 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. SMHS shall sign the Form III as the “Transferor” and SMHS or its
designee shall sign the Form III as the “Certifying Party” responsible for completing all the
required environmental investigation and remediation at the Hospital in accordance with the
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Transfer Act, the Connecticut Remediation Standard Regulations, and other applicable
Environmental Laws. The Company shall sign the Form IIIT as the “Transferee. SMHS shall -
furnish copies of the Form III and the ECAF to the Company prior to the Closing Date for the
Company’s execution. Within ten (10) days after the Closing Date, SMHS shall (1) file the fully
executed Form ITI and the ECAF with the Connecticut Department of 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). SMHS or its designee shall conduct and complete any
actions required by the CTDEP as a result of the filing of the FormIIl 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 11.16 shall have the meanings set forth in the Transfer Act.

12. INDEMNIFICATION.

12.1 Indemnification by SMHS. Subject to the limitations set forth in Section 12.4
hereof, SMHS shall defend and indemnify and hold each of LHP 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 SMHS under this Agreement, (ii) any breach by
SMHS of, or any failure by SMHS to perform, any covenant or agreement of, or required to be
performed by, SMHS under this Agreement, (iii) any of the Excluded Liabilities, or (iv) any
claim made by a third party with respect to the operation of the Facilities prior to the Effective
Time. '

12.2  Indemnification by LHP Sub. Subject to the limitations set forth in Section 12.4
hereof, LHP Sub shall defend and indemnify and hold each of SMHS 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 (1)
any misrepresentation or breach of warranty by LHP Sub under this Agreement or (i1) any breach -
by LHP Sub of, or any failure by LHP Sub to perform, any covenant or agreement of, or required
to be performed by, LHP 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 LHP Sub and SMHS,
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 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, (ii) any of the Assumed
Liabilities, or (iii) any claim made by a third party with respect to the operation of the Facilities
following the Effective Time.
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12.4 Limitations. SMHS and LHP Sub shall be liable under Section 12.1(1) or Section
12.2(i) (i.e., for misrepresentations and breaches of warranties), as applicable, only when total
indemnification claims exceed One Million Seven Hundred Fifty Thousand Dollars
($1,750,000), after which SMHS or LHP Sub, as applicable, shall be liable for all such claims
beginning with the first dollar of claims. No party shall be liable for any indemnification
pursuant to Section 12.1(1) or Section 12.2(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 SMHS and LHP Sub for indemnification under Section 12.1(1) or Section 12.2(i),
respectively, shall be limited to an amount equal to Forty Million Dollars
($40,000,000). 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(1) or Section
12.2(i) as a result of the intentional misrepresentation or fraud of SMHS or LHP Sub,
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 ten (10) days after notice of such
claim, fails to defend such claim, the Indemnified Party shall (upon further notice to the
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
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(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. '

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, SMHS or LHP Sub may update its Schedules, subject to the other party’s 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 (1) 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 sole 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, SMHS shall execute and deliver such other instruments of conveyance and transfer, and
take such other actions as LHP 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. SMHS shall also
furnish the Company with such information and documents in its possession or under its control,
or which SMHS 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, SMHS shall cooperate and
use its best efforts to have its present directors, officers, and employees cooperate with LHP 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
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
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breach thereof or in any material way affect the rights of SMHS thereunder, unless such consent
is obtained. Each of SMHS and LHP Sub shall use its best 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 nights thereunder
of SMHS so that the Company would not in fact receive all such rights, SMHS 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 SMHS 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
attoneys’ fees, costs, and necessary disbursements at all court levels, in addition to any other
relief to which such party shall be entitled.

13.6  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 in any state or federal court having appropriate
jurisdiction over the matter.

13.7  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 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 13.18), 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.

13.8 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.

13.9  Cost of Transaction. Whether or not the transactions contemplated hereby shall .
be consummated, the parties agree as follows: (i) SMHS shall pay the fees, expenses, and
disbursements of SMHS and its agents, representatives, accountants, and legal counsel incurred
in connection with the subject matter hereof and any amendments hereto, and (ii) LHP Sub shall
pay the fees, expenses, and disbursements of LHP Sub and its agents, representatives,
accountants, and legal counsel incurred in connection with the subject matter hereof and any
amendments hereto.

50
143



13.10 Confidentiality. The Confidentiality Agreement entered into by the parties and
dated August 7, 2009 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. LHP Sub and the Company shall comply with and recognize
all confidentiality and non-disclosure requirements that apply to SMHS, specifically including
the privacy requirements of the Administrative Simplification subtitle of HIPAA and state
requirements and comply with all policies and safeguards relating to protected health information
(as defined by federal regulations implementing HIPAA). LHP Sub and the Company shall
comply with the policies adopted by SMHS 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 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. 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 13.10 would result in irreparable harm to the other parties to this
Agreement and their Affiliates (as defined in Section 13.18 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 13.10, 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.

13.11 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.

13.12 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.

13.13 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:
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SMHS:

With a simultaneous copy to:

The Company: Southwest Connecticut Health System, LLC
¢/o LHP Hospital Group, Inc.
2800 North Dallas Parkway, Suite 200
Plano, Texas 75093
Attention: Members

With a simultaneous copy to: LHP Hospital Group, Inc.
2800 North Dallas Parkway, Suite 200
Plano, Texas 75093
Attention: General Counsel

LHP Sub or LHP: LHP Hospital Group, Inc.
2800 North Dallas Parkway, Suite 200
Plano, Texas 75093
Attention: Chief Executive Officer

With a simultaneous copy to: LHP Hospital Group, Inc.
2800 North Dallas Parkway, Suite 200
Plano, Texas 75093
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.

13.14 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.

13.15 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.

13.16 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.
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13.17 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 SMHS, LHP 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
Closing or thereafter. Notwithstanding anything in this Section 13.17 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 contained in Sections 4.1, 4.2,
43, 411, 4.29, 5.1, 5.2 and 5.3, which shall survive indefinitely, and the representations or
warranties contained in Sections 4.7, 4.8, 4.12, 4.14, 4.15, 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 13.17 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 SMHS under Section 12.1(ii), 12.1(iii) or 12.1(iv), (c) the obligations of LHP Sub
under Section 12.2(ii), or (d) the obligations of the Company under Section 12.3(1), 12.3(ii) or

12.3(1ii).
13.18 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 13.13 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.

13.19 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.

13.20 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 -
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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.

13.21 Accounting Date. The transactions contemplated hereby shall be effective for
accounting purposes as of 12:01 a.m. on the Closing Date, unless otherwise agreed in writing by

SMHS and LHP Sub. The parties will use commercially reasonable efforts to cause the Closing

to be effective as of a month end.

13.22 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.

13.23 No Third Party Beneficiaries. The terms and provisions of this Agreement are

intended solely for the benefit of SMHS, LHP 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.

13.24 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.

13.25 Entire Agreement/Amendment. This Agreement supersedes all previous
contracts or understandings, including any offers, letters of intent (including the letter of intent
dated January 13, 2011), 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.

13.26 LHP Guaranty. LHP hereby unconditionally and absolutely guarantees the
prompt performance and observation by LHP Sub of each and every obligation, covenant, and
agreement of LHP 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
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obligation of LHP under this Section 13.26 is a continuing guaranty and shall remain in effect,
and the obligations of LHP shall not be affected, modified, or impaired upon the happening from
time to time of any of the following events, whether or not with notice or consent of LHP:

(a) 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.

13.27 Other Owners of Assets. The parties acknowledge that certain Assets may be
owned by Affiliates of SMHS and not SMHS. Notwithstanding the foregoing, and for purposes
of all representations, warranties, covenants, and agreements contained herein, SMHS 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 SMHS’s obligations under
this Agreement with respect to such Assets. SMHS hereby waives any defense to a claim made
by LHP Sub under this Agreement based on the failure of any person who owns or controls the
Assets to be a party to this Agreement.

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

13.29 Equipment Leases. In the event that certain of SMHS’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 LHP 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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SAINT MARY’S HEALTH SYSTEM, INC.

By:

Title:

SOUTHWEST CONNECTICUT HEALTH
SYSTEM, LLC

By:

Title:

LHP SOUTHWEST CONNECTICUT, LLC

By:

Title:

LHP HOSPITAL GROUP, INC.

By:

Title:
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LHP DRAFT OF MARCH 18, 2011

THE MEMBERSHIP INTERESTS IN SOUTHWEST CONNECTICUT HEALTH SYSTEM,
LLC HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR UNDER THE SECURITIES LAWS OF ANY STATE AND ARE BEING
OFFERED AND SOLD IN RELIANCE ON EXEMPTIONS FROM THE REGISTRATION
REQUIREMENTS OF SUCH ACTS. EXCEPT AS SPECIFICALLY OTHERWISE
PROVIDED IN THIS AGREEMENT, THE INTERESTS MAY NOT BE SOLD,
TRANSFERRED, PLEDGED, OR HYPOTHECATED WITHOUT REGISTRATION UNDER
SUCH ACTS OR AN OPINION OF COUNSEL THAT SUCH TRANSFER MAY BE
LEGALLY EFFECTED WITHOUT SUCH REGISTRATION. ADDITIONAL
RESTRICTIONS ON TRANSFER AND SALE OF SUCH MEMBERSHIP INTERESTS ARE
SET FORTH IN THIS AGREEMENT.

AMENDED AND RESTATED
LIMITED LIABILITY COMPANY AGREEMENT

OF

SOUTHWEST CONNECTICUT HEALTH SYSTEM, LLC
(a Delaware Limited Liability Company)
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AMENDED AND RESTATED
LIMITED LIABILITY COMPANY AGREEMENT
OF SOUTHWEST CONNECTICUT HEALTH SYSTEM, LLC
(a Delaware Limited Liability Company)

This Amended and Restated Limited Liability Company Agreement (the “Agreement”) is
entered into and effective as of the ___ day of , 2011, by and between SAINT
MARY’S HEALTH SYSTEM, a Connecticut non-profit corporation (“SMHS”), and LHP
SOUTHWEST CONNECTICUT, LLC, a Delaware limited liability company (“LHP Sub”).

WITNESSETH

WHEREAS, Southwest Connecticut Health System, LLC, a Delaware limited liability
company (the “Company”), was formed on , 2011 and is governed by a Limited
Liability Company Agreement dated 2011 (the “LLC Agreement”); and

WHEREAS, pursuant to the terms, and subject to the conditions, of that certain
Contribution and Sale Agreement dated as of , 2011, among SMHS, the
Company, LHP Hospital Group, Inc. (“LHP”), and LHP Sub (the “Contribution Agreement”), (i) -
SMHS will contribute to the capital of the Company certain assets in consideration for a 20%
membership interest in the Company, and (ii) LHP Sub will contribute to the Company cash in
consideration for an 80% membership interest in the Company; and

WHEREAS, in connection with the consummation of the transactions contemplated by
the Contribution Agreement, SMHS and LHP Sub desire to amend and restate the LLC
Agreement in its entirety; and

WHEREAS, SMHS and LHP Sub desire to enhance and improve the delivery of cost |
effective, quality health care services in the Company’s service area and to offer more services to
an increased population more efficiently and cost effectively.

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 LLC Agreement is hereby amended and
restated in its entirety to read as follows:

I. DEFINITIONS. As used herein, including Exhibit A attached hereto, the following terms
have the following meanings:

11 “Act” means the Delaware Limited Liability Company Act, Delaware Code
Annotated Section 18-101 et seq., as amended from time to time.

1.2  “Additional Member” means a Person who is admitted into the Company as a '
Member pursuant to the terms of Section 13.3 hereof.

1.3 “Affiliate” means, with respect to any Member, (i) any Person that directly or
indirectly controls, is controlled by, or is under common control with, such Member, (ii) any
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Person of which such Member owns fifty percent (50%) or more of the outstanding voting
securities, (ii1) any Person of which such Member is an officer, director, or general partner, or
(iv) such Member’s spouse, parent, sibling, child, or grandchild (whether any such relationship
exists by reason of marriage, adoption, or otherwise). As used in this definition of “Affiliate,”
the term “control” means possession, directly or indirectly, of the power to direct or cause the
direction of the management and policies of a Person whether through ownership of voting
securities, by contract, or otherwise.

1.4 “Affiliated Referring Providers” has the meaning set forth in Section 10.3 hereof.

1.5  “Agreement” means this Amended and Restated Limited Liability Company -
Agreement of Southwest Connecticut Health System, LLC, as from time to time amended
pursuant to Section 17.10 hereof.

1.6  “Appraised Value of the Units” has the meaning set forth in Section 14.6 hereof.

17 “dpproval of the Board” or “Approved by the Board” means the vote, consent,
or approval of not less than a majority of a quorum of the SMHS Directors and not less than a
majority of a quorum of the LHP Directors (with the amount constituting a quorum in each such
category to be determined from time to time by the directors therein as described in Section
12.3). Stated differently, Approval of the Board shall be determined through “block voting,”
such that, in order to have been Approved by the Board, an action must have received the vote,
consent, or approval of a majority of a quorum of both the SMHS Directors (with the amount
constituting a quorum of the SMHS Directors being determined solely by the SMHS Directors
pursuant to Section 12.3) and the LHP Directors (with the amount constituting a quorum of the
LHP Directors being determined solely by the LHP Directors pursuant to Section 12.3).
Notwithstanding the foregoing, from and after either (i) the date upon which the SMHS Member
sells, assigns, or transfers all or any portion of its Units to any Person other than a SMHS
Affiliate or an LHP Affiliate or (ii) the first date upon which the aggregate Sharing Percentage of
the SMHS Member(s) is less than twenty percent (20%), “Approval of the Board” shall mean the
vote, consent, or approval of not less than a simple majority of the Board of Directors. Any vote,
consent, or approval that constitutes the Approval of the Board shall constitute the action of the
Board.

1.8 “dpproval of the Members” or “Approved by the Members” means the vote,
consent, or approval of the Members that hold at least ninety percent (90%) of the Units issued -
and outstanding at the time the proposed Company action is being considered for approval. Any
vote, consent, or approval that constitutes the Approval of the Members shall constitute the
action of the Members.

1.9 “Bankruptcy” means, as to any Member, the Member’s taking or acquiescing to
the taking of any action seeking relief under, or advantage of, any applicable debtor relief,
liquidation, receivership, conservatorship, bankruptcy, moratorium, rearrangement, insolvency,
reorganization, or similar law affecting the rights or remedies of creditors generally, as in effect .
from time to time. For purposes of this definition, the term “acquiescing” shall include, without
limitation, the failure to file within the time specified by law an answer or opposition to any
proceeding against such Member under any such law and a failure to file, within thirty (30) days
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after its entry, a petition, answer, or motion to vacate or to discharge any order, judgment, or
decree providing for any relief under any such law.

1.10  “Board of Directors” has the meaning set forth in Section 12.1 hereof.
1.11  “Board of Trustees” has the meaning set forth in Section 12.4 hereof.
1.12  “Board Representatives” has the meaning set forth in Section 17.1 hereof.
1.13  “Capital Account” has the meaning set forth in Section 4.3 hereof.

1.14  “Capital Contribution” means, as to any Member, the aggregate amount of cash
and the aggregate Agreed Value (as defined in Exhibit A attached hereto) of tangible or
intangible property contributed to the Company by the Member (net of any liabilities secured by
such property that the Company is considered to assume or take subject to Section 752 of the
Code).

1.15  “Certificate” means the Certificate of Formation of the Company, as amended
from time to time.

L16 “Code” means the Internal Revenue Code of 1986, as amended, or any successor
thereto.

1.17  “Company” means Southwest Connecticut Health System, LLC, a Delaware
limited liability company.

1.18  “Company Purposes” has the meaning set forth in Section 3.3 hereof.

119 “Competing Business” means any business that is located within the Restricted
Area and offers services in competition with or similar to those offered by the Hospital,
including without limitation any acute care hospital, specialty hospital, rehabilitation facility,
diagnostic imaging center, inpatient or outpatient psychiatric facility, 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.

1.20 “Consumer Price Index” means the Consumer Price Index for All Urban
Consumers - All Items (1982-84=100), published by the United States Bureau of Labor
Statistics. In the event that such Index is discontinued or is so changed as not to reflect
substantially the same information as it does in 2011, then the index to be used for these
computations shall be that index then published by the United States Bureau of Labor Statistics -
that most clearly reflects the increase or decrease in consumer prices for the periods in question.

1.21  “Contribution Agreement” means that certain Contribution and Sale Agreement
dated as of __, 2011, by and among SMHS, the Company, LHP, and LHP Sub.

1.22  “Distributable Cash” means, with respect to the period in question, (i) the sum
of (a) all cash receipts of the Company from all sources during such period (other than Capital
Contributions and proceeds from loans to the Company) and (b) any reduction in Reserves .
established in prior periods, less (ii) the sum of (aa) all cash disbursements of the Company

-3-
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during such period, including without limitation, payments of debt service (including the
payment of principal, premium, and interest), capital expenditures (other than capital .
expenditures funded with Capital Contributions and/or proceeds from loans to the Company),
redemptions of Units in the Company pursuant to Section 736 of the Code, and disbursements by
the Company on behalf of, or amounts withheld with respect to, Members of the Company in
their capacity as Members, if any, (bb) provision for the payment of all outstanding and unpaid
current or past due cash obligations of the Company, and (cc) Reserves.

1.23  “Hospital” means Saint Mary’s Hospital, a 347-licensed bed general acute care
hospital located in Waterbury, Connecticut, together with certain other related health care
facilities and assets. '

1.24  “Joint Commission” means The Joint Commission, an independent, not-for-profit
organization that accredits and certifies health care organizations and programs in the United
States.

1.25 “LHP Affiliate” means any Affiliate of an LHP Member (other than a natural
person) or LHP Parent.

1.26 “LHP Directors” means the members of the Board of Directors elected or
appointed from time to time by the LHP Member.

1.27 “LHP Member” means LHP Sub and any LHP Affiliate or Affiliates who are
Members from time to time.

1.28 “LHP Parent” means LHP Hospital Group, Inc., a Delaware corporation, and any
successor in interest.

1.29 “LHP Sub” means LHP Southwest Connecticut, LLC, a Delaware limited
liability company, and any successor in interest.

1.30  “Liability” has the meaning set forth in Section 17.1 hereof.

1.31 “Liquidator” means the Person who liquidates the Company under Article XVI
hereof.

1.32 “Management Agreement” means the Management Agreement, of even date |
herewith, between the Manager or an Affiliate thereof and the Company.

1.33  “Manager” means the manager of the Company, which initially shall be LHP
Management Services, LLC, a Delaware limited liability company.

1.34  “Material Dispute” means a dispute, disagreement, or difference of opinion
between the SMHS Directors and the LHP Directors regarding any of the following items, as a
result of which any such item fails to receive the Approval of the Board at two (2) consecutive -
meetings of the Board of Directors:

(1) The annual operating and capital budgets of the Company and any
changes or amendments thereto;
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(11) Any proposal to add, modify, or terminate services at the Hospital,
and

(iii) Any proposal to incur additional indebtedness having a principal .
amount in excess of $5,000,000 (other than debt that is specifically contemplated by the
approved operating and capital budgets of the Company).

1.35 “Member” means the LHP Member or any LHP Affiliate that becomes a Member
and the SMHS Member or any SMHS Affiliate that becomes a Member, and any Substituted
Member or Additional Member, but excluding any Person who ceases to be a member of the
Company pursuant to this Agreement. “Members” means, collectively, every Person who is a
Member.

1.36  “Non-Competition Period” means (1) with respect to the LHP Member, the
period beginning upon the date of this Agreement and ending upon the date three (3) years after
the LHP Member ceases to be a Member of the Company, and (ii) with respect to the SMHS
Member, the period beginning upon the date of this Agreement and ending upon the later to
occur of (y) the fifth anniversary date of this Agreement or (z) the date three (3) years after the
SMHS Member ceases to be a Member of the Company.

1.37  “Offeror” has the meaning set forth in Section 14.1 hereof.

1.38  “Optional Capital Contribution” has the meaning set forth in Section 4.2(b)
hereof.

1.39  “Person” means any individual, partnership, corporation, trust, limited liability
company, or other entity.

1.40 “Primary Capital Contribution” means, as to any Member, the amount of cash
and the Agreed Value (as defined in Exhibit A attached hereto) of tangible or intangible property
contributed to the Company by the Member (net of any liabilities secured by such property that
the Company is considered to assume or take subject to Section 752 of the Code) pursuant to
Section 4.1 of this Agreement, which amount is set forth opposite such Member’s name on the
attached Exhibit B under the heading “Primary Capital Contribution.”

1.41  “Reserves” means an amount of cash established by the Manager on a quarterly
basis to be held in reserve, and not distributed, for reasonably anticipated cash expenses,
including without limitation any material losses, liabilities, damages, or costs and expenses -
(including without limitation reasonable attorneys' fees and expenses) associated with any
material contingent liability that the Company has suffered or is substantially likely to suffer or
incur. In addition, Reserves includes amounts reasonably necessary to satisfy the budgeted
capital needs of the Company, including without limitation those set forth in the capital budget of
the Company. The policy of the Company shall be to maintain a maximum of ninety (90) days’
cash on hand in addition to any other reasonable reserve levels that may be deemed appropriate.

1.42 “Restricted Area” means the area located within a thirty-mile radius of the .
Hospital.

1.43  “Right of First Refusal” has the meaning set forth in_Section 14.1 hereof.
-5-
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1.44  “Secondary Capital Contribution Promissory Note” means, as to any Member,
the non-interest bearing promissory note contributed to the Company by such Member in the
amount set forth opposite such Member’s name on the attached Exhibit B under the heading
“Secondary Capital Contribution Promissory Note,” and as further described in Section 4.2(b) of
this Agreement. :

1.45 “Selling Member” has the meaning set forth in Section 14.1 hereof.

1.46  “Sharing Percentage” means, as to a Member, the percentage obtained by
dividing the aggregate number of Units owned by such Member by the aggregate number of
Units owned by all Members. The Members hereby agree that their Sharing Percentages shall
constitute their “interests in the Company profits” for purposes of determining their respective
shares of the Company’s “excess nonrecourse liabilities” (within the meaning of Section 1.752-
3(a)(3) of the Regulations). The Members’ Sharing Percentages shall be subject to adjustment
from time to time in accordance with the provisions of this Agreement.

1.47 “SMHS” means Saint Mary’s Health System, Inc., a Connecticut non-profit
corporation.

1.48 “SMHS Affiliate” means any Affiliate of the SMHS Member (other than a
natural person).

1.49 “SMHS Directors” means the members of the Board of Directors elected or
appointed from time to time by the SMHS Member.

1.50 “SMHS Member” means SMHS or any SMHS Affiliate who is a Member from
time to time.

1.51  “Substituted Member” means any Person admitted to the Company as a Member
pursuant to Section 13.2 hereof.

1.52  “Standards” has the meaning set forth in Section 3.2 hereof.

1.53  “Treasury Regulations” or “Regulations” means the regulations promulgated
by the United States Department of the Treasury pursuant to and in respect of provisions of the
Code. All references herein to sections of the Treasury Regulations or the Regulations shall
include any corresponding provision or provisions of succeeding, similar, or substitute proposed,
temporary, or final regulations.

1.54  “Unit” means a unit of undivided membership interest in the Company. Such
interest includes any and all rights to which the Member holding such interest may be entitled as
provided in this Agreement, together with all obligations of such Member to comply with the
terms and provisions of this Agreement. All of a Member’s Units shall constitute such
Member’s entire interest in the Company. The Company is authorized to issue fractional Units.
Each Unit shall be deemed to have a value of $100,000.
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II. ORGANIZATION.

2.1  Formation. The Company has been formed pursuant to the Act by the filing of
the Certificate with the Secretary of State of the State of Delaware on 2011.
Except as stated in the Act or the Certificate, this Agreement shall govern the rights and -
liabilities of the Members. Each Member’s Primary Capital Contribution and Sharing
Percentage as of the date hereof are set forth on Exhibit B hereto.

2.2  Name. The name of the Company is “Southwest Connecticut Health System,
LLC” and the business of the Company shall be conducted under that name or such other name
or names as may be Approved by the Board from time to time.

2.3 Principal Office. The principal office of the Company shall be located at 2800
North Dallas Parkway, Suite 200, Plano, Texas 75093, or at such other place or places as the
Board of Directors may from time to time determine.

24 Term. The Company began on the date the Certificate was filed with the
Secretary of State of the State of Delaware as provided in Section 2.1 hereof, and shall continue
until the date on which the Company is dissolved pursuant to Article XV hereof and thereafter,
to the extent provided for by applicable law, until wound up and terminated pursuant to Article
XWVI hereof.

2.5  Registered Agent and Office. The registered agent of the Company shall be
Corporation Service Company and the registered office of the Company shall be located at 2711
Centerville Road, Suite 400, Wilmington, Delaware 19808, County of New Castle. The
registered office or the registered agent, or both, may be changed by the Manager from time to
time upon filing the statement required by the Act. The Company shall maintain at its registered
office such records, if any, as may be specified by the Act.

2.6  No State Law Partnership. The Members intend that the Company will not be a .
partnership, limited partnership, or joint venture, and that no Member will be a partner or joint
venturer of any other Member, for any purposes other than federal and state tax purposes, and
this Agreement shall not be construed to suggest otherwise.

2.7  Appointment of Manager. The day-to-day operation of the business of the
Company shall be managed by the Manager in accordance with the terms of this Agreement and
the Management Agreement, subject to the ultimate authority and control of the Board of
Directors as provided herein.

2.8  Operation Through Subsidiaries. The parties agree and acknowledge that the
business of the Company may be conducted through one or more subsidiaries. Any such
subsidiary shall be operated in accordance with the terms of this Agreement and no actions may
be taken' through a subsidiary of the Company that could not otherwise be taken by the
Company.

III. PURPOSES AND POWERS.

3.1  Purposes. The purposes of the Company are (i) to own, manage, operate, lease,
and/or take any other action in connection with owning and operating the Hospital; (ii) to
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provide efficient and cost-effective rendering of health care services for the benefit of health care
consumers in the greater New Haven County, Connecticut, service area; (iii) to provide quality
medical care at competitive charges; (iv) to acquire (through asset acquisition, stock acquisition,
lease, or otherwise) and develop other property, both real and personal, in connection with -
providing health care related services, including without limitation general acute care hospitals,
specialty care hospitals, diagnostic imaging centers, ambulatory surgery centers, nursing homes,
clinics, home health care agencies, psychiatric facilities, physician practices, laboratories, and
other health care providers; and (v) 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 3.1, either directly or through its subsidiaries.

3.2  Nature of the Business.

(@) In furtherance of the purposes of the Company described in Section 3.1
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 (collectively, the “Standards”), including without limitation (i) accepting all
Medicare and Medicaid patients; (ii) accepting all patients in an emergency condition in the
emergency room without regard to source of payment or the ability of such emergency patients
to pay; (iii) maintaining an open medical staff, (iv) providing public health programs of
educational benefit to the community; (v) generally promoting the health, wellness, and welfare
of the community by providing quality health care at a reasonable cost; and (vi) adopting,
implementing, and maintaining the uncompensated care policies Approved by the Board as
described in Section 12.5 of this Agreement.

()  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 Company shall use reasonable efforts to operate its business in such a
manner that the participation of the SMHS Member does not jeopardize its status as a tax-exempt
organization described in Section 501(c)(3) of the Code. In the event that, in the reasonable
opinion of outside legal counsel for the SMHS Member, the manner in which the Company -
operates or the enactment, promulgation, or judicial or regulatory interpretation of any law or
regulation would cause the continued participation of the SMHS Member in the Company to
jeopardize the tax-exempt status of the SMHS Member or result in the imposition of unrelated
business income tax (“UBIT”), the Members shall enter into good faith negotiations to amend
this Agreement or otherwise restructure the SMHS 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. Notwithstanding any other provision herein to the contrary, each .
Member may elect to enter into (or not enter into) any such amendment or restructuring in its
sole and absolute discretion. In the event that the parties cannot agree within 180 days to amend
this Agreement or restructure the SMHS Member’s participation in the Company so that such
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participation no longer jeopardizes the tax-exempt status of the SMHS Member or results in the
imposition of UBIT, the SMHS Member shall have the option to sell its Units in the Company to
the LHP Member or its designee for a purchase price equal to the Appraised Value of the Units.
The SMHS Member may exercise this option by giving written notice of such exercise to the
LHP Member only if the Members cannot agree on the execution and delivery of such an
amendment to this Agreement or restructuring of the SMHS Member’s participation in the
Company as the SMHS Member reasonably believes, based upon the reasonable opinion of its
outside legal counsel, is necessary to permit it to participate in the Company without
jeopardizing the tax-exempt status of the SMHS Member or resulting in the imposition of UBIT.

3.3 Powers. Subject to the limitations contained in this Agreement and in the Act, the
Company purposes and nature of the business as defined in Sections 3.1 and 3.2 (the “Company
Purposes”) may be accomplished by the Manager or the Board of Directors taking any action
permitted under this Agreement that is customary or reasonably related to accomplishing such
Company Purposes. The Company Purposes shall be subject in all respects to changes in
governmental law, policy, or regulation.

3.4  Conflict of Interest Policy. The Board of Directors and the Manager shall cause
the Company to adopt and maintain as its policies and practices concerning conflicts of interest
the existing policies and practices of SMHS and its Affiliates (attached as Exhibit C) (or new
policies or practices adopted by the Board of Directors).

3.5  Mission. The Members acknowledge and agree that the Company’s operations -
shall be conducted in conformity with the Ethical and Religious Directives for Catholic
Healthcare Services, as promulgated from time to time by the United States Conference of
Catholic Bishops and interpreted by the Archbishop of Hartford, as they apply to the provision of
health care services (the “Catholic Directives”). In addition, for so long as SMHS maintains an
ownership interest in the Company, the SMHS Member so requests, and the Archbishop of
Hartford so permits, the Company shall maintain a Catholic identity with respect to the Hospital
and in that regard hereby agrees as follows:

(@  To continue to operate the Hospital as a Catholic health care facility in '
accordance with the moral, ethical, and social teachings of the Roman Catholic Church as
expressed in the Catholic Directives as interpreted by the Archbishop of Hartford and to cause
the Hospital to comply in all respects with and observe the Catholic Directives;

() To maintain a Pastoral Care Director position and Pastoral Care
Department having staffing equivalent to that at the Hospital as of the date hereof, the services
of which will be made available to the Hospital’s patients, their family members, health care
professionals, and employees of all faiths and will be offered throughout the continuum of care -
provided by the Hospital,

(© To maintain at the Hospital the existing chapel or a chapel substantially
similar thereto as a place of Catholic worship that shall be maintained in at least its current
condition, wear and tear only excepted;

) Subject to the terms of the License Agreement, to maintain appropriate
signage and other symbols of Catholic identity, both within and on the external walls of the .
Hospital, [SUBJECT TO REVIEW OF THE LICENSE AGREEMENT]
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(¢)  To cause the Hospital to continue to provide community benefit programs
and services to improve access to health care services in its community and to improve the health
status of the elderly, poor, immigrant,, and other at-risk populations in such community, with
such programs and services to include the provision of free care, mission and pastoral care
programs, and community benefit programs consistent with the terms of this Agreement;

o To cause the Hospital to maintain an Ethics Committee with responsibility
for the day-to-day monitoring of the Hospital’s observance of the Catholic Directives and other -
ethics-related matters; and

(g)  Subject to the terms of the License Agreement, to continue to operate the
Hospital under the name “Saint Mary’s Hospital” or such other name as permitted by the
Archbishop, as a symbol of its Catholic identity. [SUBJECT TO REVIEW OF THE
LICENSE AGREEMENT]

IV. CAPITAL CONTRIBUTIONS, CAPITAL ACCOUNTS, LOANS.

4.1  Primary Capital Contributions; Units. Concurrently with the execution of this
Agreement, (i) each of the Members has contributed to the capital of the Company the amount
listed as such Member’s Primary Capital Contribution on Exhibit B attached hereto, and (ii) in
connection therewith, each Member has been issued the Units listed as such Member’s Units on
Exhibit B hereto. Exhibit B may be amended from time to time pursuant to Section 17.10 to
reflect the making of Optional Capital Contributions by the Members, the admission of new -
Members, transfers of Units, and other appropriate revisions to the information set forth therein.

4.2  Sources of Capital; Additional Capital Contributions.

(@ If at any time funds are required for any expenditure of the Company
necessary for the operation of the Company and/or any expansion of the Company, the Company
shall obtain such funds from the following sources and in the following order of priority: (i) the
Members’ Primary Capital Contributions, as described in Section 4.1; (ii) cash generated by the -
operations of the Company; (iii) payments made by the Members on their respective Secondary
Capital Contribution Promissory Notes in accordance with the provisions of Section 4.2(b); (iv)
loans from LHP Sub or any LHP Affiliate and/or SMHS or any SMHS Affiliate to the extent
available and on terms mutually agreeable to LHP or SMHS, as applicable, and the Company;
(v) commercial loans from third parties on terms acceptable to the Company; and (vi) Optional
Capital Contributions made by the Members in accordance with the provisions of Section 4.2(c).

b) Concurrently with the execution of this Agreement, each of the Members -
has contributed to the capital of the Company its Secondary Capital Contribution Promissory
Note in the principal amount listed on Exhibit B attached hereto. In the event that (i) funds are
required for any expenditure of the Company necessary for the operation of the Company and/or
any expansion of the Company and (ii) the amount of such funds exceeds the sum of the
Members’ Primary Contributions, as described in Section 4.1, and the cash generated by the
operations of the Company, the Manager, with the Approval of the Board, shall request that the
Members make capital contributions to the Company in the form of payments on their respective
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Secondary Capital Contribution Promissory Notes in accordance with this Section 4.2(b) in an
amount equal to the amount of the funds required by the Company. In addition, in the event that,
as of the fifth anniversary date of this Agreement, there remain outstanding principal balances on
the Members’ respective Secondary Capital Contribution Promissory Notes, the SMHS Directors
(by majority vote) shall have the sole and exclusive right to request that the Members make
capital contributions to the Company in the form of payments on their respective Secondary
Capital Contribution Promissory Notes in amounts equal to such remaining outstanding principal
balances. If a request for capital contributions is made pursuant to this Section 4.2(b), each
Member shall be obligated to make such contributions, and such contributions shall be made
90% by LHP Sub and 10% by SMHS. No Member shall be issued additional Units in
connection with the payments made under its Secondary Capital Contribution Promissory Note
pursuant to this Section 4.2(b), nor shall the Members’ respective Sharing Percentages be
adjusted in connection therewith.

(¢)  In the event that (i) funds are required for any expenditure of the Company
necessary for the operation of the Company and/or any expansion of the Company, (ii) the
amount of such funds exceeds the sum of the Members’ Primary Capital Contributions, as
described in Section 4.1, the cash generated by the operations of the Company, and the amount
of the Members’ respective Secondary Capital Contribution Promissory Notes, and (iii) the
Company has made commercially reasonable efforts to obtain the needed funds in the manner
described in clauses (iv) and (v) of Section 4.2(a) and has been unable to do so, the Manager,
with the Approval of the Board, shall have the right to request that optional capital contributions
(“Optional Capital Contributions”) be made to the Company pro rata in accordance with the
Members’ respective Sharing Percentages. If the Manager, with the Approval of the Board,
makes a request for Optional Capital Contributions, no Member shall be required to make any
such Optional Capital Contribution, provided that if any Member elects not to make all or any
portion of an Optional Capital Contribution, the other Members shall have the right, but not the -
obligation, to contribute to the Company the amount of cash that the noncontributing Member or
Members failed to contribute. The Members shall have thirty (30) days after the Manager’s
request in which to make (or elect not to make) such Optional Capital Contributions. Each
Member shall be issued additional Units in connection with the Optional Capital Contributions
made by such Member pursuant to this Section 4.2(c), and the Members’ respective Sharing
Percentages shall be adjusted accordingly.

4.3  Capital Accounts. A Capital Account shall be established and maintained for -
each Member for the full term of this Agreement in accordance with the capital account
maintenance rules of Section 1.704-1(b)(2)(iv) of the Regulations. Each Member shall have only
one Capital Account, regardless of the number or classes of Units or other interests in the
Company owned by such Member and regardless of the time or manner in which such Units or
other interests were acquired by such Member. Pursuant to the basic capital account
maintenance rules of Section 1.704-1(b)(2)(iv) of the Regulations, the balance of each Member’s
Capital Account shall be:

(@) Increased by the amount of money contributed by such Member (or such
Member’s predecessor in interest) to the capital of the Company pursuant to this Article IV and
decreased by the amount of money distributed to such Member (or such Member’s predecessor
in interest) pursuant to Articles VI and XVI hereof;
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(b))  Increased by the fair market value of each property (determined without
regard to Section 7701(g) of the Code) contributed by such Member (or such Member’s
predecessor in interest) to the capital of the Company pursuant to this Article TV (net of all
liabilities secured by such property that the Company is considered to assume or take subject to
under Section 752 of the Code) and decreased by the fair market value of each property
(determined without regard to Section 7701(g) of the Code) distributed to such Member (or such
Member’s predecessor in interest) by the Company pursuant to Article VI or XVI hereof (net of
all liabilities secured by such property that such Member is considered to assume or take subject
to under Section 752 of the Code);

© Increased by the amount of each item of Company profit allocated to such
Member (or such Member’s predecessor in interest) pursuant to Section 3.1 of Exhibit A hereto;

(d  Decreased by the amount of each item of Company loss allocated to such
Member (or such Member’s predecessor in interest) pursuant to Section 3.1 of Exhibit A hereto;
and

()  Otherwise adjusted as follows:

(1) Effective immediately prior to any “Revaluation Event” (as
defined in Exhibit A hereto), the balances of all Members’ Capital Accounts shall be adjusted to
reflect the manner in which items of profit or loss, as computed for book purposes, equal to the
“Unrealized Book Gain Or Loss” (as defined in Exhibit A hereto) then existing with respect to
each Company property (to the extent not previously reflected in the Members’ Capital
Accounts) would be allocated among the Members pursuant to Section 3.1 of Exhibit A hereto if
there were a taxable disposition of such property immediately prior to such Revaluation Event
for its fair market value (as determined by the Manager taking Section 7701(g) of the Code into
account);

(i)  With respect to items of Company profit and loss, the balances of
all the Members’ Capital Accounts shall be adjusted solely for allocations of such items, as
computed for book purposes, under Section 3.1 of Exhibit A hereto and shall not be adjusted for
allocations of correlative Tax Items under Section 3.2 of Exhibit A hereto;

(ili) Immediately before giving effect under Section 4.3(b) hereof to -
any adjustment attributable to the distribution of property to a Member, the balances of all the
Members’ Capital Accounts first shall be adjusted to reflect the manner in which items of profit
or loss, as computed for book purposes, equal to the Unrealized Book Gain Or Loss existing with
respect to the distributed property (to the extent not previously reflected in the Members’ Capital
Accounts) would be allocated among the Members pursuant to Section 3.1 of Exhibit A hereto if
there were a taxable disposition of such property on the date of such distribution by the Company
for its fair market value at the time of such distribution (as agreed to in writing by the Members)
taking Section 7701(g) of the Code into account (i.e., such value shall not be agreed to be less -
than the amount of Nonrecourse Liabilities to which such property is subject); and

(iv)  Upon the transfer of all or part of any Unit or other interest in the
Company, the Capital Account of the transferor Member, to the extent attributable to the
transferred interest, shall carry over to the transferee Member;, provided, however, if the transfer
causes the termination of the Company for federal income tax purposes under Section

-12-

170



708(b)(1)(B) of the Code, the Capital Account that carries over to the transferee Member shall be |
subject to adjustment in accordance with Section 4.3(e)(i) hereof in connection with the resulting
constructive liquidation of the Company for federal income tax purpose.

4.4  Additional Provisions Regarding Capital Accounts.

(@) If, with the Approval of the Board, a Member pays any Company
indebtedness or forgives any Company indebtedness owing to such Member, such payment or
forgiveness shall be treated as a cash contribution by that Member to the capital of the Company
and the Capital Account of such Member shall be increased by the amount so paid by such
Member. No Member may, without the Approval of the Board, increase its Capital Account by
paying any Company indebtedness or by forgiving any Company indebtedness owing to such
Member.

(b) Except as otherwise provided herein, no Member may contribute capital
to, or withdraw capital from, the Company. To the extent any monies that any Member is
entitled to receive pursuant to the Agreement would constitute a return of capital, each of the
Members consents to the withdrawal of such capital.

(© A loan by a Member to the Company shall not be considered a
contribution of money to the capital of the Company, and the balance of such Member’s Capital
Account shall not be increased by the amount so loaned. No repayment of principal or interest
on any such loan, reimbursement made to a Member with respect to advances or other payments
made by such Member on behalf of the Company, or payments of fees to a Member that are
made by the Company shall be considered a return of capital or in any manner affect the balance
of such Member’s Capital Account.

(d  No Member with a deficit balance in its Capital Account shall have any
obligation to the Company or any other Member to restore such deficit balance. Furthermore, a
deficit Capital Account balance of a Member shall not be deemed to be a liability of such
Member or a Company asset or property. The provisions of this Section 4.4(d) shall not affect
any Member’s obligation to make Capital Contributions to the Company that are required to be
made by such Member pursuant to this Agreement.

(e No interest shall be paid on any capital contributed to the Company or the
balance in any Member’s Capital Account.

o All of the provisions of this Agreement relating to the maintenance of
Capital Accounts are intended to comply with Regulations Section 1.704-i(b), and shall be
interpreted and applied in a manner consistent with the Regulations. If the Board of Directors
determines that it is prudent to modify the manner in which the Capital Accounts, or any debits
or credits thereto (including, without limitation, debits or credits relating to liabilities that are .
secured by contributed or distributed property or that are assumed by the Company or any of the
Members) are computed in order to comply with the Regulations, the Board of Directors may
make such modifications, provided that such modifications are not likely to have a material
effect on the amounts distributable to any Member from the Company. The Board of Directors
shall also make appropriate modifications in the event that unanticipated events might otherwise
cause this Agreement not to comply with Section 1.704-1(b) of the Regulations.
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4.5  Loans to the Company. The Company may borrow money from, among others,
any Member on such terms and conditions as shall be agreed to by the Board of Directors and
such Member; provided, however, that such terms and conditions shall be no less favorable to
the Company than the terms and conditions that could be obtained by the Company in an arm’s
length transaction with an independent third-party. Any portion of a Member’s loan to the
Company then due shall be repayable out of the Company’s excess cash, prior to any distribution
of Distributable Cash. If any Member makes any loan or loans to the Company, the amount of
any such loan shall not be treated as a contribution to the capital of the Company, but shall be a
debt due from the Company. None of the Members nor any of their Affiliates shall be obligated -
to loan money to the Company.

V. ALLOCATIONS OF INCOME AND LOSSES.

All items of income or loss of the Company shall be allocated to the Members in
accordance with the provisions of Exhibit A attached hereto, which is hereby incorporated by
reference for all purposes of this Agreement, or as otherwise provided in this Agreement.

VI. DISTRIBUTIONS.

6.1  Distribution of Distributable Cash. Except as may be otherwise provided in
Section 16.3 hereof, as may be otherwise determined by Approval of the Board, or as may be
otherwise prohibited or required by applicable law, the Manager shall cause the Company to
distribute Distributable Cash, to the extent available, to the Members from time to time, pro rata
in accordance with their respective Sharing Percentages. The policy of the Company shall be to
distribute Distributable Cash on a quarterly basis to the extent Distributable Cash exists.

6.2  Compensation or Reimbursement for Services. Authorized amounts payable as
compensation or reimbursement to the Manager or to any Person other than in its capacity as a
Member, such as for services rendered, goods purchased, or money borrowed, shall not be
treated as a distribution for purposes of Section 6.1 hereof.

6.3  Amounts Withheld. All amounts withheld pursuant to the Code or any provision
of any state or local tax law with respect to any payment of taxes of Members or distribution to
the Members shall be treated as amounts distributed to the Members pursuant to this Article VI
for all purposes under this Agreement.

6.4  Distributions in Kind No Member shall have the right to demand or receive
distributions of property other than cash. Except as provided in Article XVI hereof, distributions
in kind of Company property shall be made only with the Approval of the Board and only at a
value Approved by the Board The Members’ (and assignees’) Capital Accounts shall be
adjusted with respect to any such distribution in kind in accordance with the provisions of Article
IV hereof and Exhibit A hereto.

6.5  Restrictions on Distributions. The foregoing provisions of this Article VI to the
contrary notwithstanding, (a) no distribution of Distributable Cash shall be paid by the Company
unless, after giving effect to the distribution, the Company will be able to pay its debts as they
become due in the normal course of business and the Company’s total assets are greater than the
sum of the Company’s total liabilities, excluding liabilities for which the recourse of creditors is
limited to specified property of the Company, except that the fair value of property that is subject
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to a liability for which the recourse of creditors is limited shall be included in the assets of the -
Company only to the extent that the fair value of the property exceeds that liability; and (b) no
distribution shall be made if, and for so long as, such distribution would violate any contract or
agreement to which the Company is then a party or any law, rule, regulation, order, or directive
of any governmental authority then applicable to the Company.

VIL. BANK ACCOUNTS, BOOKS OF ACCOUNT, TAX COMPLIANCE, AND FISCAL
YEAR.

7.1  Bank Accounts; Investments. The Manager may (i) establish one or more bank
accounts as provided in Section 8.1(f) hereof into which all Company funds shall be deposited or
(ii) deposit Company funds in a central account established in the name of the Manager or an
LHP Affiliate to the extent consistent with the terms and conditions of a separate written
agreement between the Company and the Manager or a LHP Affiliate (a “Cash Management
Agreement”), provided that detailed separate entries are made on the books and records of the
Company and on the books and records of the Manager or such LHP Affiliate with respect to
amounts received from the Company and deposited in such central account for the account of the |
Company. Except as otherwise provided in any applicable Cash Management Agreement, funds
not immediately necessary in the Company’s business may be invested in short-term debt
obligations (including those issued by or guaranteed by federal or state governments and their
agencies and certificates of deposit of commercial banks, savings banks, or savings and loan
associations) and “money market” mutual funds or similar investments as determined by the
Manager.

7.2 Books and Records. The Company, whether through the Manager or otherwise,
shall keep books of account and records relative 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 shall also maintain books and records as required by Section 4.3
hereof and Exhibit A hereto. The Company’s books and records shall at all times be maintained
at the principal business office of the Company (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 regular business hours. The books and records shall be
preserved for four (4) years after the term of the Company ends or such other periods as may be -
required by law.

7.3  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 Company fiscal year.
Within thirty (30) days after the end of each calendar month of Company operations, the
Company shall prepare unaudited financial statements of the Company for the preceding
calendar month, including, without limitation, 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 applied consistently with prior periods. In addition, the Company shall also prepare,
within one hundred fifty (150) days after the end of each Company fiscal year, financial
statements for the preceding fiscal year meeting the preceding specifications. All financial
statements shall be available for inspection and copying during ordinary business hours at the
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reasonable request of any Member and will be furnished to any Member upon written request
therefor. Any Member may obtain, at such Member’s expense, such other reports regarding the
Company’s operations and condition as such Member may reasonably request.

7.4 Tax Returns and Information. The Members intend for the Company to be
treated as a partnership for tax purposes, but not for any other purposes. 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 retumns 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 returns, within the time required by law (including any applicable extension
periods available under the Code). Notwithstanding anything to the contrary contained herein,
the Company shall not elect to be treated as other than a partnership for federal income tax
purposes without the prior Approval of the Board.

7.5  Tax Audits. LHP Sub shall be the “tax matters partner” of the Company under
Section 6231(a)(7) of the Code. LHP Sub shall inform the Members of all material matters that -
may come to its attention in its capacity as tax matters partner by giving the Members notice
thereof within ten (10) days after becoming so informed. LHP Sub shall not take any action
contemplated by Sections 6222 through 6230 of the Code unless LHP Sub has first given the
Members notice of the contemplated action and received the Approval of the Members to the
contemplated action. This provision is not intended to authorize LHP Sub to take any action that
is left to the determination of an individual Member under Sections 6222 through 6232 of the
Code.

7.6  Fiscal Year. The Company’s fiscal year shall be the calendar year.

7.7  Audit of the Company. At the request of either Member made no later than thirty
(30) days prior to the end of any fiscal year of the Company, the Company shall cause its
financial statements for and as of the end of such fiscal year to be audited by certified public
accountants selected by the Board of Directors.

VIII. RIGHTS, OBLIGATIONS, AND INDEMNIFICATION OF THE MANAGER.

8.1  Rights of the Manager. Except as otherwise set forth in the Act, the Certificate,
or this Agreement, the Board of Directors shall have overall oversight and ultimate authority
over the affairs of the Company. Subject to this general principle, and subject to the limitations
imposed upon the Manager in this Agreement (including, without limitation, Sections 8.3 and 8.4
and Article X hereof) and in the Management Agreement and to the fiduciary obligations and
limitations imposed upon it at law (to the extent not modified herein or in the Certificate) and by
general principles of equity, 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 Agreement. The Manager may take the following actions 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 this Agreement (including, without limitation, Sections 8.3 and 8.4 and Article X
hereof) and the terms of the Management Agreement:

(a) Acquire and enter into any contract of insurance on behalf of the Company
that the Manager deems necessary and proper for the protection of the Company, for the
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conservation of the Company’s assets, or for any purpose convenient or beneficial to the
Company;

()) Employ from time to time, on behalf of the Company, individuals
(including employees of the Manager, the Members, or any of their Affiliates) on such terms and
for such compensation as the Manager shall determine (but not in an amount that, based upon the
scope of an individual employee’s duties and responsibilities, would be considered (i)
unreasonable or (ii) an “excess benefit transaction” as defined in Section 4958 of the Code and
the Regulations thereunder),

()  Make decisions as to accounting principles and elections, whether for
book or tax purposes (and such decisions may be different for each purpose, but if for book
purposes such decisions must be consistent with generally accepted accounting principles and if
for tax purposes such decisions must be consistent with the Code and the 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 fulfillment of the Company Purposes, in each case in
the ordinary course of business to the extent not inconsistent with Section 8.3 hereof;

fl] Open checking and savings accounts, in banks or similar financial
institutions, in the name of the Company, and deposit cash in such accounts and withdraw cash
from such accounts as required for the Company Purposes in the ordinary course of business;

(g)  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 shall, in its
reasonable discretion, deem proper,

(h)  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 each such contract, lease, or agreement is (i) the -
result of an arm’s length transaction; (ii) representative of fair market value; and (iii) in the
ordinary course of business;

(i) Execute, on behalf of and in the name of the Company, any and all
contracts, leases, agreements, instruments, notes, certificates, titles, or other documents to which
the Company will be a party; and

G) Do all acts reasonably necessary to carry out the business for which the
Company is formed (as described in Sections 3.1 and 3.2) as delegated by the Board of Directors
under this Agreement and the Management Agreement.

8.2  Rights to Rely on the Manager. No Person or governmental body 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 any action permitted under Section 8.1 hereof. Furthermore,
any Person or governmental body dealing with the Company may rely upon a certificate signed
by the Manager as to the following:
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(@)  The identity of the Manager or any Member;

(b))  The existence or nonexistence of any fact or facts that constitute a
condition precedent to acts by the Manager or that 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.

8.3  Specific Limitations on the Manager.

(@)  Notwithstanding anything to the contrary in the Management Agreement,
this Agreement, the Act, or the Certificate, without the Approval of the Board or a designated
subset thereof, the Manager shall have no authority to do any of the following acts:

(1) Approving the annual operating and capital budgets of the
Company and any material changes or amendments thereto;

(i)  Hiring or terminating the Company’s or the Hospital’s Chief
Executive Officer; provided, however, that the termination of the Company’s or the Hospital’s
Chief Executive Officer shall be approved only as provided in Section 10.4 hereof;

(i)  Establishing or changing the mission, values, or purposes of the
Company or the philosophy according to which the Company shall operate;

(iv)  Approving the annual strategic and business plans of the Company
and the Hospital and any changes or amendments thereto,

(v)  Adding, modifying, or discontinuing the provision of any material
clinical services at the Hospital,

(vi)  Incurring any third-party indebtedness (other than debt that is
specifically contemplated by the approved operating and capital budgets of the Company) if the
principal amount of such indebtedness would exceed $5,000,000;

(vi)  Changing the Hospital’s name;

(viii) Subject to Section 12.5 of this Agreement, establishing, evaluating,
or modifying the policies respecting the uncompensated care to be provided by the Hospital,

(ix) Waiving the covenant not to compete set forth in this Agreement,
provided, however, that such action shall be approved only upon the majority vote of the class of
directors chosen by the Member that is not requesting such waiver or allegedly violating such
provision;

(x)  Admitting any additional Members or issuing additional Units,
except in accordance with the provisions of Article XIII hereof;
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(xi)  Recognizing the transfer of a Member’s interest in the Company,
unless such transfer is in compliance with the provisions of Article XIIT hereof;

(xii) [Engaging in any merger, consolidation, share exchange, or
reorganization of the Company, or sale of all or substantially all of the assets of the Company;

(xiii) Acquiring or disposing of the Hospital or any other health care
related facility and its related assets in a single transaction or series of related transactions;

(xiv) Entering into any new line of business, except in accordance with
the terms of Article X;

(xv) Entering into any contract to incur an obligation to repay borrowed
money;

(xvi) Requesting payments under the Members’ Secondary Capital
Contribution Promissory Notes or Optional Capital Contributions from the Members;

(xvii) 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);

(xviii) Electing not to distribute Distributable Cash;

(xix) Entering into or modifying any agreement, arrangement, or other -
business dealings between the Company and the LHP Member or any LHP Affiliate (including,
without limitation, the Management Agreement) and taking any action (including the initiation
of legal action) respecting enforcement of the Management Agreement with the Manager,
provided, however, that such action shall be approved only upon the majority vote of the SMHS
Directors;

(xx) Entering into or modifying any agreement, arrangement, or other
business dealings between the Company and the SMHS Member or any SMHS Affiliate; .
provided, however, that such action shall be approved only upon the majority vote of the LHP
Directors;

(xxi) Taking any action in contravention of the Catholic Directives;
provided, however, that such action shall be approved only upon the majority vote of the SMHS
Directors;

(xxii) Selecting the accreditation body of the Hospital and making any
changes thereto; '

(xxiii) Taking any action (including the initiation of legal action) to
enforce the Company’s rights against a Member who fails to make a payment under such
Member’s Secondary Capital Contribution Promissory Note; provided, however, that such action
shall be approved only as provided in Section 10.5 hereof;
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(xxiv) Adjusting, arbitrating, compromising, or settling any material
claims in favor of or against the Company, to the extent that such claims are not covered by the
Company’s insurance policies; and

(xxv) Adjusting, arbitrating, compromising, or settling any claims in
favor of or against the Company by a Member or an Affiliate of a Member.

(b))  Notwithstanding anything to the contrary in this Agreement or the Act,
without the Approval of the 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 17.10 hereof;

(i)  Subject to Section 15.1(d) of this Agreement, dissolving or
liquidating the Company at will;

(i)  Performing any act in contravention of this Agreement;

(iv)  Changing or reorganizing the Company into any other legal form,
or .

(v)  Knowingly performing any act that would subject any Member to -
liability as a general partner in any jurisdiction.

84  Management Obligations of the Manager. Subject to the terms and conditions
of the Management 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 business and affairs. Except as otherwise set forth in this Agreement or the
Management Agreement, the Manager shall not be precluded from contracting with or
employing any Affiliate of a Member or a third party to provide management or other services to
the Company at the expense of the Company.

8.5  Compensation of the Manager. As its sole compensation and consideration for
the performance of its duties and responsibilities as Manager, the Manager shall be entitled to
receive a monthly management fee as set forth in the Management Agreement.

8.6  Independent Activities. Except as provided in Section 10.1 hereof and in the
Management Agreement, the Manager and any of its Affiliates may engage in or possess
interests in other business ventures of every nature and description, independently and with
others, whether such activities are competitive with the Company or otherwise, without having
or incurring any obligation to offer any interest in such activities to the Company or any
Member.

IX. RIGHTS AND STATUS OF MEMBERS.

9.1  General. Except to the extent expressly otherwise required by the Act or
provided in this Agreement, the Members shall not take part in the management or control of the .
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Company business, such powers being vested exclusively in the Board of Directors and the
Manager as provided herein and in the Management Agreement.

9.2  Limitation of Liability. No Member shall have any personal liability whatever,
solely by reason of its status as a Member of the Company, whether to the Company, the
Manager, another Member, or any creditor of the Company, for the debts of the Company or any
of its losses beyond the amount of the Member’s obligation to make capital contributions to the
Company.

X. SPECIAL RIGHTS AND COVENANTS OF THE MEMBERS.
10.1 Covenant Not to Compete.

(@)  In consideration of the premises and as a material inducement for the LHP
Member and the SMHS Member to enter into this Agreement and consummate the transactions
contemplated hereby and by the Contribution Agreement, each Member agrees that, during the
Non-Competition Period, neither it nor its respective Affiliates will (other than through the "
Company), directly or indirectly, in any capacity, own, lease, manage, operate, control, maintain,
pursue, or continue any interest whatsoever in any Competing Business except in accordance
with this Section 10.1(a). The Member or its Affiliate desiring to directly or indirectly, in any
capacity, own, manage, operate, control, maintain, pursue, or continue any interest whatsoever in
any Competing Business shall provide the Company sixty (60) days prior written notice
describing the proposed activity or service (including its location), and including a proposed plan
of implementation and financing and any other information requested by the Board of Directors.
In the event that the Board of Directors, after considering the proposed activity or service, does
not vote within the sixty (60) day notice period to pursue the opportunity (and the Member that
presents the opportunity or its representatives on the Board of Directors shall not have been the
cause of the Company not pursuing the opportunity by voting “against” approval of the
opportunity, abstaining from voting, or not voting), the Member that presents the opportunity or
its respective Affiliates may pursue the opportunity.

(b))  Notwithstanding Section 10.1(a)s, SMHS and its Affiliates (i) may own
stock in any publicly held corporation listed on a national securities exchange or whose stock is -
regularly traded in the over the counter market as long as such holding at no time exceeds five
percent (5%) of the total outstanding stock of such corporation, and (ii) shall not be precluded
from participating in activities that promote health care services for residents of the communities
historically served by SMHS and its Affiliates through the Hospital, including the following
activities: development, ownership, and operation of indigent or charity care clinics and
services; preventative care programs and services and educational programs; health screening
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.

10.2 Limitation. In the event of an actual or threatened breach by any Member of
Section 10.1 hereof, the Company, acting through the non-breaching Member, shall be entitled to
an injunction in any appropriate court in New Haven County, Connecticut, or elsewhere,
restraining the actual or threatened breach by such Member. If a court shall hold that the
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duration and/or scope (geographic or otherwise) of the covenant contained in Section 10.1 hereof
is unreasonable or otherwise unenforceable, then, to the extent permitted by law, the court may
prescribe a duration and/or scope (geographic or otherwise) that is reasonable and judicially
enforceable. The parties agree to accept such determination, subject to their rights of appeal,
which the parties hereto agree shall be substituted in place of any and every offensive part of
Section 10.1, and as so modified, Section 10.1 of this Agreement shall be as fully enforceable as
if set forth herein by the parties in the modified form. Nothing herein stated shall be construed
as prohibiting any party hereto from pursuing any other remedies available for such breach or
threatened breach, including the recovery of damages. In the event of any breach of Section 10.1
by a Member and in addition to an injunction, the Company shall also be entitled to recover the
net amount of fees and other compensation earned by a Member as a result of any such breach,
plus any other damages a court of competent jurisdiction may find appropriate. The time period
set forth in Section 10.1 shall be tolled and suspended for a period of time equal to the aggregate
period of time during which a Member violates such prohibitions in any respect.

10.3 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 either the LHP Member or the
SMHS 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.

10.4 Special Rights Regarding Termination of Chief Executive Officer.
Notwithstanding anything to the contrary in this Agreement, the SMHS Directors (by majority
vote) shall have (i) the sole and exclusive right to terminate the Chief Executive Officer of the
Company or Hospital due to the Chief Executive Officer’s failure to ensure that the Company is
operating consistently with the requirements of Section 3.2 and Section 3.5 hereof; and (ii) the
unilateral, but not exclusive, right to terminate the Chief Executive Officer of the Company or
Hospital for any other reason. Any action taken by the SMHS Directors pursuant to the -
preceding sentence shall be deemed to have been Approved by the Board for all purposes under
this Agreement. The LHP Directors (by majority vote) shall have the unilateral, but not
exclusive, right to terminate the Chief Executive Officer of the Company or Hospital for any
reason other than the Chief Executive Officer’s ensuring that the Company is operating
consistently with the requirements of Section 3.2 and Section 3.5 hereof. Any action taken by
the LHP Directors pursuant to the preceding sentence shall be deemed to have been Approved by
the Board for all purposes under this Agreement.

10.5 Special Rights Regarding Secondary Capital Contribution Promissory Nofes.
Notwithstanding anything to the contrary contained in this Agreement, in the event that LHP Sub
should fail to make any payment under its Secondary Capital Contribution Promissory Note
when requested by the Company in accordance with Section 4.2(b) of this Agreement, and such
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amount remains unpaid for ten (10) business days following receipt by LHP Sub of written
notice of such failure to pay from the SMHS Directors (acting by majority vote) on behalf of the .
Company, the SMHS Directors (acting by majority vote) shall then have the sole and exclusive
right to enforce the Company’s rights against LHP Sub for such payment. Any action taken by
the SMHS Directors pursuant to the preceding sentence shall be deemed to have been Approved
by the Board for all purposes under this Agreement. Notwithstanding anything to the contrary
contained in this Agreement, in the event that SMHS should fail to make any payment under its
Secondary Capital Contribution Promissory Note when requested by the Company in accordance
with Section 4.2(b) of this Agreement, and such amount remains unpaid for ten (10) business
days following receipt by SMHS of written notice of such failure to pay from the LHP Directors
(acting by majority vote) on behalf of the Company, the LHP Directors (acting by majority vote)
shall then have the sole and exclusive right to enforce the Company’s rights against SMHS for
such payment. Any action taken by the LHP Directors pursuant to the preceding sentence shall
be deemed to have been Approved by the Board for all purposes under this Agreement.

XI. MEETINGS AND MEANS OF VOTING.

11.1 Meetings of the Members. Meetings of the Members may be called by the
Manager and shall be promptly called upon the written request of any one or more Members who -
own in the aggregate twenty percent (20%) or more of the aggregate Units in the Company. The
notice of a meeting shall state the nature of the business to be transacted at such meeting, and
actions taken at any such meeting shall be limited to those matters specified in the notice of the
meeting. Notice of any meeting shall be given to all Members not less than ten (10), and not
more than thirty (30), days prior to the date of the meeting. Members may vote in person or by
proxy at such meeting. Except as otherwise expressly provided in this Agreement or required by
the express provisions of the Act, the Approval of the Members shall be the requisite vote of the
Members that shall control all decisions for which the vote of the Members is required -
hereunder. Each Member’s voting rights shall be the same as that Member’s number of Units at
the time of the vote. The presence of any Member 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 Members may, at their
election, participate in any regular or special meeting by means of conference telephone or
similar communications equipment by means of which all Persons participating in the meeting
can hear each other. A Member’s participation in a meeting pursuant to the preceding sentence
shall constitute presence in person at such meeting for all purposes of this Agreement.

11.2  Vote By Proxy. Any Member may authorize any Person to act on the Member’s
behalf by proxy on all matters in which a Member is entitled to participate, whether by waiving
notice of any meeting, or voting or participating at a meeting. Every proxy must be signed by
the Member authorizing such proxy or such Member’s attorney-in-fact. No proxy shall be valid
after the expiration of eleven (11) months after the date thereof unless otherwise provided in the
proxy. Every proxy shall be revocable at the pleasure of the Member executing it.

11.3  Conduct of Meeting. Each meeting of Members shall be conducted by the
Chairman of the Board of Directors or by a Person appointed by the Approval of the Board of
Directors. The meeting shall be conducted pursuant to such rules as may be adopted by the
Board of Directors or the Person appointed by the Approval of the Board for the conduct of the
meeting,
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11.4 Action Without a Meeting. Notwithstanding anything to the contrary in this
Agreement, any action that may be taken at a meeting of the Members may be taken without a
meeting if a consent in writing setting forth the action so taken is Approved by the Members,
which consent may be executed in multiple counterparts and by facsimile. In the event any
action is taken pursuant to this Section 11.4, it shall not be necessary to comply with any notice
or timing requirements set forth in Sections 11.1 or 11.2 hereof. Prompt written notice of the
taking of action without a meeting shall be given to the Members who have not consented in
writing to such action.

11.5  Closing of Transfer Record; Record Date. For the purpose of determining the
Members entitled to notice of or to vote at any meeting of Members or any reconvening thereof
or to act by consent, the Manager may provide that the transfer record shall be closed for at least
ten (10) days immediately preceding such meeting (or such shorter time as may be reasonable in -
light of the period of the notice) or the first solicitation of consents in writing. If the transfer
record is not closed and if no record date is fixed for determining the Members entitled to notice
of or to vote at a meeting of Members or to act by consent, the date on which the notice of the
meeting is mailed, or the first written consent is received by the Manager, shall be the record
date for such determination.

XII. BOARD OF DIRECTORS.

12.1 Board of Directors. Effective for all purposes on the date of this Agreement, the
Members shall form a board of directors of the Company (the “Board of Directors”) to have
overall oversight and ultimate authority over the affairs of the Company, to consider those
matters pertaining to the business of the Company for which Approval of the Board is required,
and to provide oversight of the activities of the Manager and the Board of Trustees. The Board
of Directors shall consist of ten (10) members, with five (5) members being elected or appointed
by the SMHS Member (the “SMHS Directors™) and five (5) members being elected or appointed
by the LHP Member (the “LHP Directors”). Notwithstanding the foregoing, from and after
either (i) the date upon which the SMHS Member sells, assigns, or transfers all or any portion of -
its Units to any Person other than a SMHS Affiliate or an LHP Affiliate or (i) the first date upon
which the aggregate Sharing Percentage of the SMHS Member(s) is less than twenty percent
(20%), then the Board of Directors shall consist of exactly ten (10), and no more than ten (10),
members, and the LHP Member and the SMHS Member shall be entitled to elect to the Board of
Directors the following number of directors, respectively: (a) if the aggregate Sharing
Percentage of the SMHS Member(s) is greater than ten percent (10%) but less than twenty
percent (20%), then the LHP Member shall elect eight (8) directors and the SMHS Member shall
elect two (2) directors; and (b) if the aggregate Sharing Percentage of the SMHS Member(s) is -
ten percent (10%) or less, then the LHP Member shall elect nine (9) directors and the SMHS
Member shall elect one (1) director. Each individual selected to serve on the Board of Directors
shall serve for a term of one (1) to three (3) years, at the discretion of the Member having the
right to elect or appoint such individual, and thereafter until his successor is elected or appointed,
unless he sooner resigns or is removed. A member of the Board of Directors may be removed at
any time without cause only by that Member having the initial right to elect or appoint such
individual. The unexpired term of a director who resigns or is removed shall be filled by an
individual appointed only by the Member having the initial right to elect or appoint such -
individual to the Board of Directors. The SMHS Directors shall elect annually the Chairman of
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the Board of Directors. The Chairman of the Board of Directors shall preside over all meetings
of the Board of Directors.

12.2 Manner of Exercise of Board of Directors’ Authority. 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 Agreement.

12.3 Meetings of the Board of Directors. The Board of Directors shall hold regular
meetings on at least a quarterly basis. 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 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, any two (2) SMHS -
Directors, or any two (2) LHP Directors requesting such meeting through such Chairman, upon
not less than ten (10) 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
members of the Board of Directors may, at their election, participate in any regular or special
meeting by means of conference telephone or similar communications equipment by means of -
which all persons participating in the meeting can hear each other. A member’s participation in
a meeting pursuant to the preceding sentence shall constitute presence in person at such meeting
for all purposes of this Agreement. Special meetings of the Board of Directors shall be held at
such place, within or without the State of Delaware, as from time to time may be fixed by the
Manager. If no place is so fixed, meetings of the Board of Directors shall be held at the offices
of the Company in Waterbury, Connecticut. Except as otherwise herein provided, the SMHS
Directors and the LHP Directors shall each as a class determine the number thereof that shall
constitute a quorum of the members in such category (but in no event shall a quorum consist of .
fewer than two (2) directors in each category) and shall notify the members in the other category
of such number. Except as otherwise herein provided, no action taken by a category of members
of the Board of Directors at any meeting shall be valid unless a quorum for such category is
present. Members may vote in person or by proxy at such meeting,.

12.4 Board of Trustees. Effective for all purposes as of the date of this Agreement,
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
fifty percent (50%) 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. Each individual selected to
serve on the Board of Trustees shall serve for a term of one (1) year and thereafter until his
successor is elected or appointed, unless he sooner resigns or is removed by the Approval of the
Board. The Board of Trustees shall meet on a regular basis and have the following
responsibilities: (a) participating in the adoption of a vision, mission, and values statement for

-25-
183



the Hospital consistent with the Catholic Directives; (b) participating in development and review .

of operating and capital budgets and facility planning for the Hospital and advising the Board of
Directors of the Company with respect to the same (it being understood that ultimate authority
for budgets and planning resides with the Board of Directors); (¢) participating in periodic
evaluations of the Chief Executive Officer of the Hospital;, (d) monitoring quality and
performance improvement at the Hospital and reporting to the Board of Directors of the
Company with respect to the same; (e) granting medical staff privileges and, when necessary and
with the advice of counsel, taking disciplinary action consistent with the Medical Staff Bylaws;

(f) assuring medical staff compliance with Joint Commission requirements (with the advice of

counsel); (g) supporting physician recruitment efforts; (h) fostering community relations and
identifying service and educational opportunities; and (i) performing such other activities and
duties as may be directed or delegated to it by the Board of Directors.

12.5 Uncompensated Care. The Board of Directors shall adopt as its policy
concerning uncompensated care, and shall cause the Company and the Hospital to abide by, the
policy on uncompensated care attached as Exhibit D, as in effect on the date of this Agreement,
or such other policies as may be Approved by the Board. The Company shall cause its facilities,

including without limitation the Hospital, to participate in the Medicare and Medicaid programs. -

The Company shall cause the Hospital to treat any patient presented to the emergency room in
accordance with the Standards. This covenant shall be subject in all respects to changes in
governmental law, policy, or regulation.

12.6 Board of Directors Deadlock or Dispute. 1t 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 SMHS Directors and LHP 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:

(a)  First, the SMHS Directors and the LHP Directors shall negotiate in good
faith for a period of thirty (30) days in an effort to resolve the Material Dispute. If applicable to
the nature of the Material Dispute, the Directors shall give priority to the fulfillment by the

Company of the Standards and Section 3.2(b) hereof in reaching such resolution. The Board of .

Directors shall meet a minimum of three times during such period to attempt to resolve the
Material Dispute and shall hold such meetings in person to the extent practicable.

(b)) In the event that, by the end of the 30-day period referred to in Section
12.6(a), the Material Dispute has not been resolved pursuant to the procedures set forth in
Section 12.6(a), the Chief Executive Officer of SMHS and the Chief Executive Officer of LHP
Parent shall meet to attempt to resolve the Material Dispute and shall hold such meeting 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 12.6(b) by sending written notice to the other invoking the procedures of
this Section 12.6(b). For a period of thirty (30) days following the receipt of such written notice,
the SMHS Directors and the LHP 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,
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the mediator shall give priority to the fulfillment by the Company of the Standards and Section
3.2(b) hereof 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: (1) the execution of
a settlement agreement or similar statement by the parties, (i) 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.

(¢) In the event that, by the end of the 30-day period described in Section
12.6(b), the Material Dispute has not been resolved pursuant to the procedures set forth in
Section 12.6(b), either category of Directors may elect to resort to binding arbitration for the
purpose of resolving the Material Dispute by sending written notice to the other demanding
binding arbitration under this Section 12.6(c). The binding arbitration shall be conducted by a
single neutral arbitrator in accordance with the Commercial Arbitration Rules (the “Rules”) of
the American Arbitration Association (the “AAA”). The arbitrator shall be selected by the
parties and shall have at least five years’ experience in arbitrating commercial disputes. If the
parties are unable to agree upon the selection of the arbitrator within 30 days of the date that
notice of arbitration demand is given, the arbitrator shall be selected by the AAA in accordance
with Section R-11 of the Rules. Any arbitration shall be conducted in accordance with the
procedural and evidentiary rules of the Rules and shall be conducted in New Haven County, .
Connecticut, or such other venue as the parties may agree, and any judgment on the award
rendered in such arbitration shall be entered in any state or federal court in Connecticut having
jurisdiction. The prevailing party in any such arbitration proceeding as determined by the
arbitrator shall be entitled to recover its reasonable attorneys’ fees and costs. Nothing herein
shall prohibit a party from seeking equitable relief in a court of law to maintain the status quo
while an arbitration is pending hereunder. The parties agree that the arbitrator shall give priority
to the fulfillment by the Company of the Standards and Section 3.2(b) hereof and shall not have
the right to award punitive damages. No action or inaction by either category of Directors under
any of the provisions of this Section 12.6 shall constitute any basis for granting or denying any
relief sought by either category of Directors in any such arbitration.

(d  Notwithstanding the foregoing, in the event the Board of Directors should
be deadlocked with respect to the approval of an annual capital budget or an annual operating
budget, the Manager shall have the right, power, and authority to make expenditures on behalf of
the Company for budgeted items in amounts up to the following: (a) with respect to each item of
operating expense other than taxes and insurance, an amount equal to the amount set forth in the
most recent annual operating budget that has received the Approval of the Board, increased by
the percentage increase, if any, in the Consumer Price Index for the period beginning on the date
upon which such most recent annual operating budget received the Approval of the Board and
ending on the first day of the fiscal year in which such expenditure is to be made; (b) with
respect to each item relating to taxes and insurance, an amount equal to the amount of the actual
expense incurred by the Company in respect of such item; and (c) with respect to each item of
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capital improvement or capital expenditure, an amount equal to the amount deemed reasonably
necessary by the Manager to preserve the safety of the Hospital, its patients, and other occupants,
to avoid the suspension of any services provided by the Hospital, or to preserve the accreditation
of the Hospital and its services. Notwithstanding the foregoing, if any emergency involving -
manifest danger to life or property exists with respect to which expenditures are necessary for the
preservation or safety of the Hospital, for the safety of the patients and other occupants of the
Hospital, or to avoid the suspension of any necessary service to the Hospital, such expenditures
may be made by the Manager without the prior Approval of the Board. Nothing in this Section
12.6(d) shall authorize or empower the Manager to make a request for Optional Capital
Contributions in contravention of Section 4.2 or to obligate the Members to contribute additional
capital to the Company, nor shall the arbitrator, in resolving any dispute pursuant to Section
12.6(c), be empowered to order any Optional Capital Contributions by any Member as part of the -
resolution of any Material Dispute.

XIII. TRANSFER OF RIGHTS AND ADDITIONAL MEMBERS.

13.1 Transfers by Members. Except as otherwise set forth in this Section 13.1, a
Member may not sell, assign (by operation of law or otherwise), transfer, pledge, or hypothecate
all or any part of its interest in the Company (either directly or indirectly through the transfer of
the power to control, or to direct or cause the direction of the management and policies of, such
Member) without the Approval of the Board. If a Member receives the Approval of the Board, it -
may sell its interest in the Company if the following conditions are satisfied:

(@)  The sale, transfer, or assignment is with respect to one or more Units;

(b))  The Member and its transferee execute, acknowledge, and deliver to the
Manager such instruments of transfer and assignment with respect to such transaction as are in
form and substance satisfactory to the Manager;

(¢)  Unless waived in writing by the Manager, the Member delivers to the
Manager an opinion of counsel satisfactory to the Manager covering such securities and tax law
issues and other aspects of the proposed transfer as the Manager may reasonably request;

(d  The Member furnishes to the transferee a written statement showing the
name and taxpayer identification number of the Company in such form and together with such
other information as may be required under Section 6050K of the Code and the Regulations
thereunder; and

(e The Member pays the Company a transfer fee that is sufficient to pay all
reasonable expenses of the Company (which shall include any and all expenses of the Manager)
in connection with such transaction.

Notwithstanding the foregoing restriction, the following shall not be deemed to violate
the restrictions contained in this Section 13.1:

(w) transfers to a Member pursuant to Sections 14.1 and 14.2;

(x)  the transfer by a Member to an Affiliate of such Member, to another
Member, or to an Affiliate of such other Member;
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(y)  the transfer by a Member to any Person of the power to control, directly or
indirectly, or to direct or cause, directly or indirectly, the direction of the management and
policies of, such Member, whether through the ownership of voting securities, by contract, or
otherwise; and

(z)  the pledge, hypothecation, or use as a guaranty by a Member of its interest |
in the Company to a financial institution as collateral for loans or other indebtedness.

Any Member who thereafter sells, assigns, or otherwise transfers all or any portion of its interest
in the Company 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 required
under Section 6050K of the Code and the Regulations thereunder.

13.2  Substituted Member. No Person taking or acquiring, by whatever means, the
interest of any Member in the Company, except as provided in Section 13.1 hereof, shall be
admitted as a Substituted Member without the Approval of the Board, which consent may be
unreasonably withheld, and unless such Person:

(@)  Elects to become a Substituted Member by delivering notice of such
election to the Company;

(b)  Executes, acknowledges, and delivers to the Company such other .
instruments as the Manager may deem necessary or advisable to effect the admission of such
Person as a Substituted Member, including, without limitation, the written acceptance and
adoption by such Person of the provisions of this Agreement; and

(¢)  Pays a transfer fee to the Company in an amount sufficient to cover all
reasonable expenses connected with the admission of such Person as a Substituted Member.

13.3  Additional Member. The Company may not issue Units to any Person who will
be a new Member without the Approval of the Board. '

13.4  Basis Adjustment. Upon the transfer of all or part of an interest in the Company,
the Manager may, in its reasonable discretion, cause the Company to elect, pursuant to Section
754 of the Code or the corresponding provisions of subsequent law, to adjust the basis of the
Company properties as provided by Sections 734 and 743 of the Code.

13.5 Invalid Transfer. No transfer of an interest in the Company that is in violation of
this Article XIII shall be valid or effective, and the Company shall not recognize any improper -
transfer for the purposes of making allocations, payments of profits, return of capital
contributions, or other distributions with respect to such Company interest or part thereof. The
Company may enforce the provisions of this Article XIII either directly or indirectly or through
its agents by entering an appropriate stop transfer order on its books or otherwise refusing to
register or transfer or permit the registration or transfer on its books of any proposed transfers not
in accordance with this Article XTI

13.6 Distributions and Allocations in Respect of a Transferred Unit. If any Member
sells, assigns, or transfers any part of its interest in the Company during any accounting period in
compliance with the provisions of this Article XIII, Company income, gain, deductions, and
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losses attributable to such interest for 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 Section 706(d) of the Code. All Company
distributions on or before the effective date of such transfer shall be made to the transferor, and -
all such Company 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 Company allocations and distributions in accordance with the provisions of this
Section 13.6, whether or not the Manager or the Company has knowledge of any transfer of any
interest in the Company or part thereof where the transferee is not admitted as a Substituted
Member.

13.7 Additional Requirements of Admission to Company. The Manager shall not
admit any Person as a Member if such admission (i) would have the effect of causing the
Company to be reclassified for federal income tax purposes as an association (taxable as a
corporation under the Code), (ii) would violate any Medicare or other health care law, rule, or
regulation, or (iii) would violate applicable exemptions from securities registration and securities
disclosure provisions under federal and state securities laws.

13.8 Amendment to Exhibit B. The Manager shall amend Exhibit B attached to this
Agreement from time to time to reflect the admission of any Substituted Members or Additional -
Members or the termination of any Member’s interest in the Company.

XIV. SPECIAL RIGHTS RELATING TO COMPANY INTERESTS.

14.1 Right of First Refusal. If any Member (the “Selling Member”) receives or
obtains a bona fide offer from an unrelated third party (the “Offeror”) to acquire in any manner
all or any part of its interest in the Company (the “Interest”), which offer the Member intends to
accept, the Selling Member shall promptly notify the other Member(s) in writing of the offer .
received, setting forth with specificity all of the material terms and conditions of the offer,
including a copy of the offer, the name of the Offeror, the number of whole or partial Units or
other securities offered to be purchased, the proposed purchase price, the financing terms, the
expected date to consummate the proposed transaction, and the other terms and conditions of the
offer (the “Offer”). In addition to the Tag-Along Right as described below, the other Member(s)
shall have the right (the “Right of First Refusal”) for a period of sixty (60) days from the day it
receives notice of the Offer to purchase the Interest on the same terms and conditions contained
in the Offer, provided that for the purposes of this Agreement, any provisions in the Offer
permitting or requiring payment of non-cash or non-promissory note consideration, any security
therefor, and any ancillary agreements shall be null, void, and of no effect. The other Member(s)
may exercise such Right of First Refusal by notifying the Selling Member prior to the end of the
sixty (60) day period of its intent to exercise such right. If the other Member(s) fails to exercise
the Right of First Refusal or indicates in writing that it will not exercise the Right of First
Refusal within the period provided, or if the other Member(s) exercises the Right of First Refusal
but fails to effect the purchase within the period prescribed in the Offer, the Selling Member
may, subject to Section 14.2 hereof, convey or dispose of the Interest, but only to the Offeror and
at the price, terms, and conditions set forth in the Offer. If terms and conditions more favorable '
to the Offeror than, or in any material manner different from, those offered to the other
Member(s) should be agreed to by the Selling Member, the other Member(s) shall again have the
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right to purchase the Selling Member’s interest in the Company subject to the more favorable or
different purchase terms in accordance with this Section 14.1. The other Member(s) may assign
the rights in this Section 14.1 to the Company, in which event the Member’s interest may be
liquidated (rather than purchased) by the Company. The Member(s) and the Company shall not
be liable or accountable to any Selling Member that attempts to transfer its interest in the
Company for any loss, damage, expense, cost, or liability resulting from the Member’s exercise
or failure to exercise the Right of First Refusal under this Section 14.1, delay in notifying the
Selling Member of its intention not to exercise the Right of First Refusal, or enforcement of the
requirements of this Section 14.1 in the event that it elects not to exercise the Right of First
Refusal. A Member’s failure to exercise the Right of First Refusal or to indicate in writing that it
is electing not to exercise the Right of First Refusal shall not be deemed a consent of the Member
to allow any third party transferee to become a Substituted Member, such consent being
controlled by the provisions of Section 13.2 hereof.

14.2 Tag-Along Rights. If at any time a Selling Member that holds a Sharing -
Percentage greater than fifty percent (50%) gives the notice required by Section 14.1 hereof in
connection with an Offer to acquire in any manner all or any part of such Selling Member’s
interest in the Company, and the other Member(s) does not exercise its Right of First Refusal (or
assign such right to the Company) with respect to such Offer, the non-Selling Member shall have
(in addition to its Right of First Refusal under Section 14.1 hereof) the right (the “Tag-Along
Right”) to require, as a condition to any sale or disposition to the Offeror, that the Offeror
purchase from the non-Selling Member, at the same price and on the same terms and conditions
as specified in the notice given pursuant to Section 14.1 hereof, all or a portion of the Units .
owned by the non-Selling Member, at the option of the non-Selling Member. Such non-Selling
Member shall have the Tag-Along Right described in this Section 14.2 for a period of ninety (90)
days from the day it receives the notice required by Section 14.1 hereof, and in the event that a
Member shall elect to exercise such Tag-Along Right, such Member shall communicate such
election in writing to the Selling Member within such time period.

14.3 SMHS Member Options to Purchase and Sell. The SMHS Member shall have
the right to purchase, and the LHP Member shall have the obligation to sell, a portion of the LHP
Members’ Units pursuant to the terms of the Option to Purchase attached hereto as Exhibit E. In
addition, the SMHS Member shall have the right to sell, and the LHP Member shall have the
obligation to purchase, the SMHS Members’ Units pursuant to the terms of the Option to Sell
attached hereto as Exhibit F.

14.4 LHP Member Option to Purchase (Call) Based on Sharing Percentage. If the
SMHS Members’ aggregate Sharing Percentage decreases to less than twenty percent (20%), the
LHP Member shall have the right to acquire the SMHS Members’ Units pursuant to the terms of
an Option to Purchase (Call) substantially in the form attached hereto as Exhibit G. '

14.5 SMHS Member Rights Upon LHP Parent Triggering Event.

‘ () In the event that a Triggering Event (as defined in Section 14.5(c)) occurs
with respect to LHP Parent, the SMHS Members (or an Affiliate thereof) shall have the right to
purchase, and the LHP Members shall have the obligation to sell, all, but not less than all, of the
Units held by the LHP Members in exchange for the payment in cash of a purchase price equal to
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the Appraised Value of the Units and otherwise in accordance with the provisions of this Section
14.5.

(0) The LHP Members shall give the Company and the SMHS Members
written notice of the occurrence of a Triggering Event (the “Triggering Event Notice”) as soon as
practicable, but in no event later than thirty (30) days after the Triggering Event has occurred.
The LHP Member’s failure to give the Triggering Event Notice shall not affect the SMHS
Members’ rights granted herein. The SMHS Members shall provide written notice (the “Election
Notice”) to the LHP Members and the Company of their election to exercise the option granted
by this Section 14.5 no sooner than Trigger Date and no later than the date sixty (60) days
following the Trigger Date. If the SMHS Members fail to give an Election Notice within the
sixty (60) days following the Trigger Date, the option to purchase granted by this Section 14.5
shall lapse. The closing of the purchase and sale of the LHP Members’ Units to the SMHS
Members shall be held at a mutually acceptable place on a mutually acceptable date not more
than one hundred twenty (120) days after the date on which the Election Notice is received by
the LHP Members (unless such other date or time is agreed to by the parties). The SMHS
Members shall make payment to the LHP Members for the Units being purchased by delivering -
immediately available funds to an account designated by the LHP Members in the full amount of
the purchase price applicable to the Units. The LHP Members shall transfer to the SMHS
Members all, but not less than all, of the Units being sold, free and clear of all claims, liabilities,
options, pledges, or other encumbrances of any kind (other than those arising under the
Agreement).

(¢)  For purposes of this Section 14.5, the following terms shall have the
meanings indicated: :

(1) “Appraised Value of the Units” shall have the meaning set forth in
Section 14.6.

(i) A “Leadership Change” shall have occurred if, at any time within
six (6) months following an Ownership Change, (i) fewer than fifty percent (50%) of the
members of the Board of Directors of LHP Parent who are not representatives of the financial
sponsors or management of LHP Parent on the date of such Ownership Change continue to serve
in such capacity (excluding for this purpose any director who fails to serve in such capacity as
the result of death, disability, or retirement) and (i) fewer than fifty percent (50%) of the officers
of LHP Parent at the level of Executive Vice President or higher on the date of such Ownership
Change continue to serve in such capacity (excluding for this purpose any officer who fails to
serve in such capacity as the result of death, disability, or retirement).

(i)  An “Ownership Change” shall have occurred if at any time (y) any
Person other than one or more Permitted Holders is or becomes the beneficial owner, directly or
indirectly, of more than 35% of the total voting power of the equity interests of LHP Parent and -
(2) the Permitted Holders beneficially own, directly or indirectly and in the aggregate, a lesser
percentage of the total voting power of the equity interests of LHP Parent than such other Person.

(iv)  “Permitted Holders” shall mean CCMP Capital Advisors, LLC,
CPP Investment Board, any person who is a member of the Board of Directors of LHP Parent as
of the date of an Ownership Change, any person who is an officer of LHP Parent as of the date of
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an Ownership Change, and any Affiliate of any of them (including for this purpose any
investment fund under the management of any of them). ‘

(v)  “Trigger Date” shall mean the first anniversary of the date of the
Triggering Event in question.

(vi) A “Triggering Event” shall have occurred if LHP Parent
experiences a Leadership Change.

14.6  Appraised Value.

(@) The Appraised Value of the Units of a Member shall be the product
determined by multiplying (i) the Appraised Fair Market Value of the Company (hereinafter
defined), times (ii) the applicable Member’s Sharing Percentage. For purposes of this
Agreement, the term “Appraised Fair Market Value of the Company” shall mean the fair market
value of the Company, as determined below.

()  The LHP Members and the SMHS Members shall negotiate in good faith
with one another following the Trigger Date to determine the Appraised Fair Market Value of -
the Company. The LHP Members and the SMHS Members agree to use their best efforts to
negotiate an agreed upon Appraised Fair Market Value of the Company. If the LHP Members
and the SMHS Members reach an agreement as to the Appraised Fair Market Value of the
Company, then the Appraised Fair Market Value of the Company shall be the amount
determined by the LHP Members and the SMHS Members.

(¢)  If the LHP Members and the SMHS Members are unable to agree upon
the Appraised Fair Market Value of a Company within thirty (30) days following the Trigger .
Date, then either group of Members (i.e., the SMHS Members or the LHP Members) may notify
the other group of Members that it is initiating the Appraisal Process (herein so called) described
below (or such other appraisal process upon which the parties may mutually agree in writing
within ten (10) days of the date on which either party has initiated the appraisal process (the
“Alternate Appraisal Process™)). If either the LHP Members or the SMHS Members shall have
initiated the Appraisal Process (and t