Constantino, Mike

From: Glaser, D. Louis [louis.glaser @ kattenlaw.com]
Sent: Tuesday, July 06, 2010 5:26 PM

To: Constantino, Mike

Cc: Ed Parkhurst

Subject: Project 10-030

Attachments: Navigant Redacted Valuation of Affinity.pdf
Mike -

This is a summary of a July 1, 2010 technical assistance telephone conference call regarding the above-captioned
project. This [etter is written to satisfy the requirements of lll. Admin. Code tit. 77, Section 1130.620(a)(2).

The participants on the call were Frank Urso, Ed Parkhurst you and me. The call stemmed from a request that Northwest
Community Healthcare/Northwest Community Hospital/Northwest Community Health Services (collectively, "NCH"}
provide a copy of the valuation report prepared by Navigant Consulting ("Navigant") in connection with the proposed asset
acquisition of Affinity Healthcare, LLC ("Affinity"). As | indicated during our July 1, 2010 call, NCH wishes to provide the
Board with whatever materials it needs to evaluate the project. NCH, however, is a party to two agreements that require
consent to disclosure of the valuation report and certain confidential information set forth therein. Therefore, NCH cannot
unitaterally disclose the valuation report. First, NCH is a party to a Letter of Intent dated January 28, 2010 with Affinity
("LOI") that requires Affinity's consent to any disclosure of proprietary information provided by Affinity to NCH pursuant to
the LOI ("Confidential Information"}. Pursuant to the terms of the LOI, even if NCH is required by law to disclose
Confidential Information, NCH is obligated to attempt to obtain a protective order or otherwise lawfully prevent the
disclosure. Second, pursuant to the terms of NCH's engagement letter with Navigant, disclosure of the valuation report to
a third party requires Navigant's consent.

As | indicated during our call, the Navigant valuation report contains confidential and proprietary histerical financial
information pertaining to Affinity, a non-health care facility and an entity that, in and of itself, is not subject to the Health
Facilities Planning Act. The valuation report also contains very detailed historical financial information regarding physician
compensation and productivity with each physician individually identifiable by name. Therefore, | indicated that Affinity
would object to the disclosure unless we could take steps to try and protect the Confidential Information from public
disclosure.

Accordingly, | inquired whether the valuation report, if submitted, could be maintained as confidential, not subject to public
disclosure and free from disclosure pursuant to a Freedom of Information Act request. You indicated that whatever was
disclosed to the Board would not be maintained as confidential and, in fact, would be made publicly available on the
Board's website in connection with the project.

| then asked whether NCH could submit a redacted version of the valuation report. Specifically, | asked whether NCH
could submit the valuation report with the historical financial information, physician-specific information and proprietary
information removed. We indicated that this would result in transmission largely of the forward-looking valuation materials
and non-confidential supporting schedules (e.g., data supporting the determination of the discount rate). In this manner,
the Board could see the detailed valuation conclusion of fair market value without disclosure of the more sensitive
information. You indicated that you believed such a redacted version of the valuation report would meet the Board's
needs.

Lastly, we inquired as to what would happen to the project if either party refused to consent to the disclosure and the
valuation report was not made available. You indicated that the staff's review of the report could be delayed. You also
indicated that if consent was given and we delivered the report by July 6 or 7, that the project still could be heard at the
July Board meeting. Mr. Urso indicated that if consent was not given it ultimately would be up to the Board to decide how
and whether to proceed to review the project.

As a result, we contacted both Affinity and Navigant to request their consent to disclosure of such a redacted report. Both
Affinity and Navigant have consented to disclosure of a redacted report in the form attached hereto. As part of its
consent, however, Navigant requested that we insert the legend showing on each page of the redacted report. Thus, at
Navigant's request, we have added the legend. Otherwise, the report is as presented to NCH.
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If you have any further questions or comments, please let me know. Thank you for your cooperation.
Best regards,
Lou

D. LOUIS GLASER

Partner

Katten Muchin Rosenman LLP

525 W. Monroe Street / Chicago, IL 60661-3693
p/{312) 902-6210f / {312) 677-8757
louis.glaser @ kattenlaw.com / www. kattenlaw.com

CIRCULAR 230 DISCLOSURE: Pursuant to Regulations Governing Practice Before the Internal
Revenue

Service, any tax advice contained herein is not intended or written to be used and cannot
be used

by a taxpayer for the purpose of avoiding tax penalties that may be imposed on the
taxpayer.

CONFIDENTIALITY NOTICE:

This electronic mail message and any attached files contain information intended for the
exclusive

use of the individual or entity to whom it is addressed and may contain information that
is

proprietary, privileged, confidential and/or exempt from disclosure under applicable law.
If you

are not the intended recipient, you are hereby notified that any viewing, copying,
disclosure or

distribution of this information may be subject to legal restriction or sanction. Please
netify

the sender, by electronic mail or telephone, of any unintended recipients and delete the
original

message without making any copies.

NOTIFICATION: Katten Muchin Rosenman LLP is an Illincis limited liability partnership
that has
alected to be governed by the Illinois Uniform Partnership Act (1997).
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Notthwest Community Hospital Exhibit 2.0
Fair Market Value of the Business Enterprise of Affinity Healthcare LLC

Discounted Cash Flow Method
Valuation Analysis as of April 25, 2010
(Actual Doflars) DRAFT
Adj. Actual Projections for the Years Ending Recember 31, (13 Terminal
2009 2010 2011 2012 2013 Year
Medical Patient Receipts {2) $13386610 $15174871  $16,22653 $17371516 $18,796572 20,201,497 20,900,242
Andillary Services (2) 1,655,932 3,125,554 3,737, 4,505,580 5,020,087 5519209 5,684,785
Immediate Care (2 1,563,391 2,342.313 3,154,608 3,578,342 3,585,692 3,796,263 3,910,151
Imaging Receipts (3 6542357 6359981 7625630  8537.0M7 9346364 10075037 10,377,289
Other Recelpts 197,011 187,722 187,722 187,722 187,722 187,722 193,353
Tatal Net Recelpts 24,345,303 77,150,440 30,961,693 34,180,206 37036437  39869.728 41,065,820
Growlh Rate 4% 11.7% 13.9% 104% 84% 7.7% A.0%
Physician Corpensation, Shareholders 3.0% 4,944,138 5,002,462 5,245,236 5,402,593 5,564,671 571,61 5,903,559
Physician Compensation, Employed pArr R k] 3,621,089 4,228,785 4,945,727 5615970 6,291,236 6,479.973
Salaries - Clinical 3301,796 3,178,726 3,476,985 3,706,685 3,947,037 4,287,160 4,415,774
Fixed Expenses 30% 1553753 2073980 2,136,200 2,200,285 7,266,294 2,334,283 2,404,312
Variable Expenses 3,245,787 364229 4147472 4,578,607 4,961,214 5,340,747 5,500,969
Vartable Expenses Related to Imaging 1,601,982 1,506,008 1,805,707 2,021,525 2,213,167 2,385,713 2,457,284
Semi-Variable Expenses - Fixed Fortion 30% 2545487 2,313,023 2,382,414 2,453,886 2527503 2,603,328 2,681,428
Serni-Variable Expenses - Variable Portion 2,545,487 2,594,959 2,954,874 3262037 3,534,626 3,805,025 3919176
Operating Expenses 23,516,143 24,022541 26377673 2857147 30630482 32,7791 33,762,475
EBITDA 829,161 3,167,899 4,584,011 5,608,859 6,405,955 7.090,626 7,303,345
EBITDA margin 34% 11.7% 14.8% 16.4% 17.3% 17.8% 17 8%
Depreciation 0] 339,881 387,021 427,253 462,955 498,372 513323
Operating Income (EBIT) 2,528,019 4,197,000 5,181 606 5,942,999 6,592,254 6,790,022
EBIT margin 104% 13.6% 15.2% %6.0% 16.5% 16.5%
Less: Pro Forma Income Taxes 39.7% {5) 1,122,723 1,666,209 2,057,098 2,350,371 2,617,125 2,695,639
After-Tax Debt-Free Net income 1,705,295 2,530,791 3,124,509 3,583,629 3975189 4,094,383
After-Tax Margint 63% 8.2% 9.1% 8.7% 10.0% 10.0%
Free Cash Flow Adjustments
Add: Depreciation 339,881 w70 427,253 462,955 458,372 5137323
Less: Working Capital investment 40% 6} 113,805 150,850 128,741 114,249 113,332 47,844
Less: Capitat Expenditures 1.25% 4] 339,881 38700 427,253 462,955 498,372 513,323
! ARer-Tax Debt-Free Cash Flow L5049 2379541 2995768  346937% 3861798 4,046,539
Partial Period 0.6833 1.0000 1.0000 1.0000 1.0000
Mid-Year Period 0.7 1.1833 21833 3.1833 41833
Present Value Factor 21.0% {&) .9369 0.7981 0.659% 0.5451 0.4505
Present Value of Avallable Cash Flows : 1,0188%1 1892355 1,975,801 1,891,129 1,739,696
Sum of Present Value of Cash Flows 8,524,962 [Residual Calculation
Present Value of Terminal Year 10,127,336 Terminal Year Cash Flow 4,046,539
Business Enterprise Value 18,652,298 Capltalization Rate )] 18.0%
Cash Flow After Terminal Year  22480,775
ﬁEV on a Marketable/Controlling Basis, rounded $18,652,000 I Present Value Factor 0.4505 |
Present Vahie of Terminal Year 10,127,336
i Motes:

(1) Based on discussions with Management and our informed judgment regarding the practice’s operations ond expected performance in the future
: (2) See Exhibit 2.2
! (3) See Exhibit 2.6
I {4) Depreclation is assumed to equal capital expenditures.

(5) Based on a blend of the faderal and lllinols state tax rates.

(6) 1t is assumed that net working capital requirements will equate to 4.0 percent of changes in total net receipts

based on historical indicatiens, industry analysts and infoermation provided by Management and Coker Group.

(7} Capital expenditure requirements based on Industry analysis and discussions with management.

(8) Present value factors are adjusted to a mid-period convention.

{9) Capilalization rate is equal to the discount rete less the long-term growth rate.




Nerthwest Community Hospital Exhiblt 2.1
Fair Market Value of the Business Enterprice of Affinity Healthcare LLC

Discounted Cash Flow Method - Common-§lze

Valuatlon Analysis 4 of April 25, 2010

(Actuai Doltars) URAFT
Adj. Actual Prajections for the Vears Dnding December 31, (1Y Terminal
2009 Year
Medical Patent Receipts 55.0% 55.6% 52.4% 50.6% 508% 50.9% 50.9%
Ancillary Services 109% 11.5% 121% 13.7% 13.6% 138% 13.8%
Immediate Care 64% 5.6% 103% 10.5% 16.0% 95% 9.5%
Imaging Receipts 26.9% 234% 24.6% HBo% 252% 253% 253%
Other Receipts 0.8% 0.7% 0.6% 0.5% 0.5% 05% D.5%
Total Net Recelpts 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Physiclan Compensation, Shareholders 20.3% 18.7% 169% 15.8% 15.0% 13.4% 14.4%
Physiclan Compensation, Employed 11.4% 13.3% 137% 145% 15.2% 15.6% 15.8%
Fixed Expenses 10.5% 7.6% 69% 6.4% 6.1% 5.9% 55%
Variable Expenses 13.3% 13.4% 13.4% 134% 134% 13.4% 134%
Semi-Varizble Expenses - Fixed Portion 10.5% 8.5% 7.7% 1% 6.8% 6.5% 6.5%
Semt-Variable Expenses - Variable Portlon 10.5% 95% 9.5% 9.5% 9.5% 9.5% 9.5%
Operating Expenses 96.6% 8.3% 85.2% B36% 82.7% 822% B2.2%
EBITDA 3.4% 1.7% 14.8% 164% 17.3% 178% 17.8%
Depreciation 1.3% 1.3% 1.3% 1.3% 13% 1.3%
Operating Income (EBIT) 10.4% 13.6% 152% 160% 16.5% 165%
Less: Pro Forma Income Taxes 4.1% 5.4% 60% 64% 6.6% 6.6%
After-Tax Debt-Free Net Income 6.3% 8.2% %1% 9.7% 100% 10.0%
Free Cash Flow Adjustments
Add: Depreciation 13% 1.3% 13% 1.3% 1.3% 1.5%
Less: Working Capital Investment 04% 0.5% 0.4% 0.3% 0.3% 01%
Less: Capital Expenditures 1.3% 1.3% 1.3% 1.3% 1.3% 1.3%

Alfter-Tax Debt-Free Cash Flow 5.9% 7.7% 88% 9.4% 9.7% 9.5%
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Northwest Community Hospital Eshible 2.0
Fair Market Value af the Business Enterprisa of Affinlty Healthcare LLC

Discounted Cash Flow Method
Valuation Analysis as of Aprit 25, 2010
(Actue! Daflars) LRAEI
Adj. Actual Projections for the Years Fuding December 31, (1) Terminal
2009 010 2011 2012 2013 201 Year
Medical Patient Recelpts (2) 513386610 $15,174,671  $16226533  $17.371,516  S§18,796,572 520,291,497 20,900,242
Ancillary Services (2) 2655932 3125554 3757201 4505560 5020087  5519,209 5,684,785
Immediate Care (2) 1,563,392 2,342,113 3,184,608 3,578,341 3,685,692 3,796,263 3,919,151
Imaging Receipts 3) 5542,357 6,359,981 7,625,630 8,537,047 9346364 10,075,037 10,377,289
Other Receipts 197,011 187,72 187,722 187,72 187,722 18770 193,353
Total Net Recaipts 24,345,303 7190,440  30.961,693 34,180,206 37,036,437 39869728 41,065,820
Growth Rate A% 11.7% 13.5% 10.4% 8.4% 27% 3.0%
Physician Compensation, Shareholders 3.0% 494,138 5092462 5245236 5402593 5,564,671 573,61 5,903,559
Physician Compensation, Employed 7N3 34621089 4,228,786 4,945,727 561597 529,236 GATIII3
Salaries - Clinlcal 3,301,796 3,178,726 3,476,985 3,706,685 3,947,037 4,287,160 4,415,774
Fixed Expenses 30% 1,553,753 2,073,980 1,136,200 2,200,286 2,266,294 2334283 2,404,212
Variable Expenses 3,245,787 364224 4147472 4,578,607 4,961,214 5,340,747 5,500,969
Varisble Expenses Related to Imaging 1,601,982 1,506,008 1,805,707 2021525 L213167 2,385,713 2,457,284
Semil-Varlable Expenses - Fixed Portion ’ A% 2,545,487 2,313,023 2,382414 2,453,886 2,527,503 2603328 2,681,428
Seml-Varlable Expenses - Varlable Portion 2,545,487 2,994,959 29548574 3,262,037 3,534,626 3,805,025 3,919,176
Operating Expenses 23516143 4,022,541 26377573 MSTLUT 30630482 32,779,102 33,762,475
EBITDA 829,161 3,167.899 4,584,021 5608,859 6,405,955 7,090,626 7,303,345
EBITDA margin 34% 1n.7% 14.8% 164% 17.3% 17.8% 17.8%
Depraciation 4 339,881 387,021 427,253 462,955 498,372 513,323
Operating Income {EBIT) 282801¢ 4,197,000 5,181,606 5942999 6,592,254 8,790,022
EBIT margin 104% 13.6% 15.2% 16.0% 165% 16.5%
Less: Pro Forma Income Taxes 39.7% (5) 1,122,723 1,666,209 2057088 2,359,371 2,617,125 2,695,639
After-Tax Debi-Free Net Income 1,705,295 2,530,791 3,124,509 3,583,629 3,975,129 4,004,383
After-Tax Margin 63% 8.2% 21% 7% 10.0% 10.0%
Free Cosh Flow Adjustments
Add: Depreciation 339,881 387,01 427,253 462,955 498,372 513,313
Less: Working Capital Investment 4% ) 113,805 150,850 126,741 114,249 133 47,84
Lasg: Capital Expenditures 1.25% ) 335,881 347,021 427,253 462,935 498,372 513323
After-Tax Debt-Froe Cosh Flow 1,591,490 2,379,941 2,995,768 3,469,379 3,861,798 4046539
Partial Porlod 0.6833 1.0000 1.0000 1.0000 1.0000
Mid-Year Period 037 11833 2.1833 31883 4.1833
Present Value Factor 1.0% 8 0.9368 0.7681 0.65%6 0.5451 04505
Present Value of Available Cash Fiows 1018891 1,859,355 1,97589 1,891,129 1,739,696
Sum of Present Value of Cash Flows B,524,962 Residual Calculation
Present Value of Terminal Year 10,127,336 Terminal Year Cash Flow 4,046,53%
Business Enterprise Value 18,552,298 Capitalization Rate {9 180%
Cash Fiow After Terminal Year  22.480,775
IBI-:V on a Matketable/Conirolling Basis, rounded 518,652,000 | Present Value Factor 0.4505
Fresent Value of Terminal Year 10,127,336
Hotes;
(1) Based on discusslons with Managemnent end cur Informed judgment regarding the practice's operations and expected performance in the Ruture.
{2) See Exhibit 2.2
(3) See Exhibit 2.6

(4) Depreciation is assumed to equal capital expenditures.

(5) Based on a blend of the federa) and Illinois state tax rates,

(6) 1t is assumed that net workdng capital requirements will equate to 4.0 percent of changes In tatal net receipts
based on historical indications, industry analysis and information provided by Management and Coker Group.

(7} Capital expenditure requirements based on industry analysis and discussions with management

(8) Present value factors are adjusted to a mid-period convention.

{9) Capitalization rate is equal to the discount rate less the long-term growth rate.




Northwest Community Hospital

Folr Market Volue of the Business Enterprise of Affinity Healtheare LLC
Discounted Cash Flow Method - Cornmon-Size

Valuation Analysis as of April 25, 2010

Exhibdt 2.1

{Actual Dotlars)” DIRAFT
Adj. Actual Priections for Ihe Years Ending December 31, (1) Terminal
2009 Year
Medical Patient Recelpis 55.0% 55.8% 524% 50.8% 50.8% 509% 50.9%
Andllary Services 10.9% 11.5% 121% 13.2% 13.6% 138% 13.8%
Immediate Care 6.4% 8.6% 10.3% 10.5% 10.0% 5% 2.5%
Imaging Recelpts 26.9% 234% 2.6% 8.0% 25.2% 25.3% 25.3%
Other Recelpts 0.8% 0.7% 0.6% 0.5% 05% 05% 0.5%
Total MNet Receipts 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 10.0%
Physiclan Compensation, Sharehalders 20.3% 18.7% 18.5% 15.8% 15.0% 14.4% 14.4%
Physiclan Compensation, Employed 11.4% 13.3% 13.7% 14.5% 15.2% 15.8% 158%
Fixed Expenses 105% 7.6% 6% 6.4% 61% 5.9% 5.9%
Variable Expenses 133% 13.4% 134% 13.4% 13.4% 13.4% 13.4%
Semi-Variable Expenpes - Fixed Portion 10.5% 8.5% 7% 7.2% 65% 55% 65%
Semi-Variable Expenees - Variable Portlon 10.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5%
Operating Expenses 96.6% 83.3% 85.2% 83.6% 827% £§2.2% 82.2%
EBITDA 34% 11.7% 14.8% 16.4% 17.3% 17.8% 17.86%
Depreciation 1.3% 1.3% 1.3% 13% 1.3% 1.3%
Operating Income (EBIT) 10.4% 136% 152% 16.0% 16.5% 16.5%
Less: Pro Forma Income Toxes 4.1% 54% 60% 6.4% 65.6% 6.6%
After.Tax Debt-Free Nel Income 6.3% 8% %1% 2.7% 100% 10.0%
Free Cash Flow Adjustments
Add: Depreciation 13% 1.3% 1.3% 1.3% 13% 13%
Less Waorking Capital Investment 04% 0.5% 04% 0.3% 0.3% 0.1%
Less: Copltal Expenditures 1.3% 1.3% 1.3% 1.3% 1.5% 1.3%
After-Tax Debt-Free Cash Flow 5.9% 7.7% 88% 94% 97% 9.9%
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