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ILLINOIS HEALTH FACILITIES PLANNING B
APPLICATION FOR EXEMPTION FOR TH(])Em @ E n VE
CHANGE OF OWNERSHIP FOR AN EXISTING HEALTH CAR]::,E@YI&I}H&

1. INFORMATION FOR EXISTING FACILITY
0 _ HEALTH FACILITIES &

Current Facility Name Sherman Hospital SERVICES REVIEW BOARD
Address 1425 N. Randall Road

City Elgin Zip Code _ 60123-2300 County Kane
Name of current licensed entity for the facility _ Sherman Hospital

Does the current licensee: own this facility Own OR lease this if

leased, check if sublease o)

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

____Sole Proprietorship __ X Not-for-Profit Corporation For Profit Corporation
~_ Partnership  Governmental  Limited Liability Company __ Other, specify

Ilinois State Senator for the district where the facility is located: Sen. Karen McConnaughay
State Senate District Number 33 Mailing address of the State Senator
81 South McLean Blvd, South Elgin, IL. 60177 (This is a new address)
Illinois State Representative for the district where the facility is located: Rep. Michael Tryon
State Representative District Number 66 Mailing address of the State Representative:
1500 Carlemont, Suite D, Crystal Lake, IT. 60014 (This is a new address)

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

Project #05-054 will be closed by the date of the proposed merger Transaction. See Attachment 8§

3. FACILITY'S BED OR DIALYSIS STATION CAPACITY BY CATEGORY OF SERVICE
(Complete "APPENDIX A" attached to this application)

4. FACILITY'S OTHER CATEGORIES OF SERVICE AS DEFINED IN 77 IAC 1100
(Complete "APPENDIX A" attached to this application)

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

page).
Exact Legal Name of Applicant _Advocate Health and Hospitals Corporation
Address 2025 Windsor Drive
- City, State & Zip Code Oak Brook, IL 60523
Type of ownership of the current licensed entity (check one of the following:)
Sole Proprietorship __X Not-for-Profit Corporation __For Profit Corporation
Partnership _ Governmental  Limited Liability Company Other, specify

53999 v2 1/14/2013 10:21 AM




: 2
5. NAME OF APPLICANT (complete this information for each co-applicant and insert after this

. page).
Exact Legal Name of Applicant _Advocate Health Care Network

Address 2025 Windsor Drive

City, State & Zip Code Oak Brook., IL 60523

Type of ownership of the current licensed entity (check one of the following:)
Sole Proprietorship __X Not-for-Profit Corporation For Profit Corporation
Partnership = Governmental _ Limited Liability Company Other, specify

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

page).

Exact Legal Name of Applicant _Sherman Hospital

Address 1425 N. Randall Road

City, State & Zip Code Elgin, IL 60123-2300

Type of ownership of the current licensed entity (check one of the following:)
Sole Proprietorship __X Not-for-Profit Corporation For Profit Corporation
Partnership ~ Governmental _ Limited Liability Company Other, specify

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

page).

Exact Legal Name of Applicant _Sherman Health Systems

Address 1425 N. Randall Road

City, State & Zip Code Elgin, IL 60123-2300

Type of ownership of the current licensed entity (check one of the following:)
Sole Proprietorship __X Not-for-Profit Corporation For Profit Corporation
Partnership = Governmental  Limited Liability Company Other, specify

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

Exact Legal Name of Entity to be Licensed Sherman Hospital

Address 1425 North Randall Rd.

City, State & Zip Code Elgin, IL 60123-2300

Type of ownership of the current licensed entity (check one of the following:)
Sole Proprietorship __X Not-for-Profit Corporation For Profit Corporation
Partnership =~ Governmental _ Limited Liability Company Other, specify

7. BUILDING/SITE OWNERSHIP. NAME OF LEGAL ENTITY THAT WILL OWN THE
"BRICKS AND MORTAR" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION
IF DIFFERENT FROM THE OPERATING/LICENSED ENTITY
Exact Legal Name of Entity That Will Own the Site _ Sherman Hospital
Address ' 1425 North Randall Rd.
City, State & Zip Code Elgin, IL 60123-2300
Type of ownership of the current licensed entity (check one of the following
Sole Proprietorship __X Not-for-Profit Corporation For Profit Corporation
Partnership _ Governmental __ Limited Liability Company Other, specify
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8.

10.

11.

12.

13.
14.

15.

16.

3

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

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

[ Leaseresulting in the issuance of a license to an entity different from current licensee;

L1 Stock transfer resulting in the issuance of a license to a different entity from current licensee;

L1 Stock transfer resulting in no change from current licensee;

L1 Assignment or transfer of assets resulting in the issuance of a license to an entity different from
the current licensee;

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

[1Change in membership or sponsorship of a not-for-profit corporatlon that is the licensed entity;

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

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

L1 Sale or transfer of the physical plant and related assets of a health care facility not resulting in a
change of current licensee;

Any other transaction that results in a person obtaining control of a health care facility's

operation or physical plant and assets, and explain in "Attachment 3 Narrative Description”

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

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

ANTICIPATED ACQUISITION PRICE: N/A. As the definitive agreement will provide, on the
affiliation date Advocate Health Care Network or Advocate Health and Hospitals Corporation will
become the sole corporate member of Sherman Health Systems thus resulting in the affiliation with
Advocate. There is no acquisition price.

FAIR MARKET VALUE OF THE FACILITY: $412,000,000, net book value of plant, property
and equipment, please see Attachment 2. (to determine fair market value, refer to 77 IAC 1130.140)

DATE OF PROPOSED TRANSACTION: On or about May 1. 2013

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

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

from the Illinois Secretary of State. Partnerships must provide the name and address of each partner
and specify whether each is a general or limited partner. Append this information to the application
as ATTACHMENT #4.

TRANSACTION DOCUMENTS. Provide a copy of the document(s) which detail the terms and
conditions of the proposed transaction (purchase, lease, stock transfer, etc). Applicants should note
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that the document(s) submitted should reflect the applicant's (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both parties and contain language
stating that the transaction is contingent upon approval of the Illinois Health Facilities Planning
Board. Append this document(s) to the application as ATTACHMENT #5.

17. FINANCIAL INFORMATION (co-applicants must also provide this information). Per 77 IAC
1130.520(b)(3), an applicant must demonstrate it has sufficient funds to finance the acquisition and
to operate the facility for 36 months by providing evidence of a bond rating of “A” or better (that
must be less than two years old) from Fitch, Moody or Standard and Poor’s rating agencies or
evidence of compliance with the financial viability review criteria (as applicable) to the type of
facility being acquired (as specified at 77 IAC 1120). Append as ATTACHMENT #6.

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

application).
Name: Jeffrey So
Address: 9401 S. Pulaski, Suite 201
City, State & Zip Code ’ Evergreen Park, IL 60805
Telephone (708) 684-5763

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

Name: Joe Ourth, Arnstein & Lehr LLP
Address: 120 S. Riverside Plaza, Suite 1200
City, State & Zip Code: Chicago, Illinois_ 60606
Telephone () Ext. (312) 876-7815

20. CERTIFICATION - Advocate Health and Hospitals Corporation

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

Signature of Authorized Officer %/»Q- S l(“ﬂl‘ )

Typed or Printed Name of Authorized Officer James H. Skogsbergh

- Title of Authorized Officer: President & Chief Executive Officer
Address: - 2025 Windsor Drive
City, State & Zip Code: Oak Brook, Illinois 60523

Telephone (630) 990-5018 Date: ‘égw_w /< 20/3
NOTE: complete a separate signature page for each co-appficant and inGert followmg this page.
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20. CERTIFICATION - Advocate Health Care Network

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

Signature of Authorized Officer %’ S %l‘

Typed or Printed Name of Authorized Officer James H. Skogsbergh

Title of Authorized Officer: President & Chief Executive Officer
Address: 2025 Windsor Drive

City, State & Zip Code: Oak Brook, Illinois 60523
Telephone (630)_990-5018 Date: A0/

NOTE: complete a separate signature page for each co-applicant and insert following this page.
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20. CERTIFICATION - Sherman Hospital

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

contingent upon approval by the State Board.

Signature of Authorized Officer /Z(MOW( 4. % 17’7/{

Typed or Printed Name of Authorized Officer Richard B. Floyd

Title of Authorized Officer: President & Chief Executive Officer
Address: 1425 N. Randall Road

City, State & Zip Code: Elgin, IL _60123-2300

Telephone (847) 783-8701 Date: [l Jameany 2003

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



20. CERTIFICATION - Sherman Health Systems

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

Signature of Authorized Officer fhood 8- %@'1/(

Typed or Printed Name of Authorized Officer " Richard B. Floyd

Title of Authorized Officer: President & Chief Executive Officer
Address: 1425 N. Randall Road

City, State & Zip Code: Elgin, IL 60123-2300

Telephone (847) 783-8701 Date: (1 Jevnvohy 2003

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




APPENDIX A

FACILITY BED AND DIALYSIS STATION CAPACITY AND
CATEGORIES OF SERVICE

Complete the following for the facility for which the change of ownership is requested. The facility’s
bed and dialysis station capacity must be consistent with the State Board’s Inventory of Health Care
Facilities.

FACILITY NAME __Sherman Hospital CITY: Elgin

1. Indicate (by placing an “X”) the type of facility for which the change of ownership is requested:
Hospital; o Long-term Care Facility; o Dialysis Facility; o Ambulatory Surgical Treatment Center.

2. Provide the bed capacity by category of service:

SERVICE # of Beds SERVICE # of Beds
Medical/Surgical 189 Nursing Care 0 .
Obstetrics 28 Shelter Care 0
Pediatrics 8 DD Adults* 0 .
Intensive Care 30 DD Children** 0 .
Acute Mental Illness 0 Chronic Mental Illness 0
Rehabilitation 0 Children’s Medical Care 0
Neonatal Intensive Care 0 Children’s Respite Care 0

*Includes ICF/DD 16 and fewer bed facilities; **Includes skilled pediatric 22 years and under

3. Chronic Renal Dialysis: Enter the number of ESRD stations: 0

Indicate (by placing an “X”) those categories of service for which the facility is approved.
X __ Cardiac Catheterization X Open Heart Surgery

___ Subacute Care Hospital Model Kidney Transplantation
Selected Organ Transplantation Postsurgical Recovery Care Center Model

4. Non-Hospital Based Ambulatory Surgery and Ambulatory Surgical Treatment Centers

Indicate (by placing an “X”) if the facility is a 0 limited or 0 multi-specialty facility and indicate the
surgical specialties provided.

Cardiovascular Ophthalmology
Dermatology Oral/Maxillofacial
Gastroenterology Orthopedic
General/Other (includes any procedure Otolaryngology
that is not included in the other specialties) Plastic Surgery
Neurological Podiatry
Obstetrics/Gynecology Thoracic

Urology
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APPLICATION FEE

ATTACHMENT #1
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FUNDING

Not Applicable. As the definitive agreement will provide, Advocate Health Care Network or
Advocate Health and Hospitals Corporation will become the sole corporate member of Sherman
Health Systems which is the sole member of Sherman Hospital thus resulting in the affiliation with
Advocate. There is no acquisition price and consequently no funding will be required.

In response to question 12 of the COE application, the amount listed as Fair Market Value is the
Book Value from the most recent audited financials. A valuation will be performed for tax purposes
but, because it has not yet been competed, the Book Value has been listed. The Book Value is
$412,000,000.
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NARRATIVE DESCRIPTION

ATTACHMENT #3

This Application requests the Health Facilities and Services Review Board’s (the “Board”) approval
for a change of ownership exemption in connection with Sherman Hospital.

Advocate Health Care Network (“AHCN”) and Advocate Health and Hospitals Corporation
(“AHHC”) (collectively, “Advocate”) is a faith-based not-for-profit health care system that operates
eight hospitals and related children’s hospitals in the Chicago metropolitan area. Advocate also
operates two hospitals in central Illinois.

Sherman Health Systems (“SHS”) is also an Illinois not-for-profit corporation that is the sole
corporate member of Sherman Hospital (which is also an Illinois not for profit corporation).
Sherman Hospital is a 255-bed hospital located in Elgin, Illinois, that began serving patients in 1888.
SHS is the sole corporate member of Sherman West Court, a not-for-profit skilled nursing facility
that will also be part of the Transaction (but apparently not subject to change of ownership
approval). An affiliated entity of SHS also owns a minority interest in an ASTC.

As the definitive agreement will provide, AHCN or AHHC will become the sole corporate member
of SHS. SHS will remain the sole corporate member of Sherman Hospital. As a member
- substitution transaction, there will be no cost consideration paid.

Because the Transaction will result in a change in the membership of a not-for-profit organization,
the transaction constitutes a change of ownership under Section 1130.140 of the Board’s rules. The

definitive Transaction documents will provide that the transaction is contingent upon the approval of
the Board.

The Transaction is expected to close on or around May 1, 2013.
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File Number 1004-695-5

To all to whom these Presents Shall Come, Greeting:

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

ADVOCATE HEALTH AND HOSPITALS CORPORATION, A DOMESTIC CORPORATION,
INCORPORATED UNDER THE LAWS OF THIS STATE ON SEPTEMBER 12, 1906, APPEARS
TO HAVE COMPLIED WITH ALL THE FROVISIONS OF THE GENERAL NOT FOR PROFIT
CORPORATION ACT OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS
A DOMESTIC CORPORATION IN THE STATE OF ILLINOIS.

In Testimony Whereof, 1 hereta set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 4TH
day of MAY AD. 2012

Authentcation £ 1212501084 M

Authenficate af: Répcww cybermivel®inots.com

BECFETARY OF STATE

53999 v2 1/14/2013 10:21 AM




15

File Number 1707-692-2

To all to whom these Presents Shall Come, Greeting:

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

ADVOCATE HEALTH CARE NETWORK, A DOMESTIC CORPORATION, INCORPORATED
UNDER THE LAWS OF THIS STATE ON JUNE 14, 1923, APPEARS TO HAVE COMPLIED
WITH ALL THE PROVISIONS OF THE GENERAL NOT FOR PROFIT CORPORATION ACT
OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS A DOMESTIC
CORPORATION IN THE STATE OF ILLINOIS.

In Testimony Whereof, 1 hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 14TH
day of MAY AD. 2012

rzaoce Wtz

SECRETARY OF STATE

Arthenieate at hilp Suwens.cyberirveningts com
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File Number 0421-243-6

To all to whom these Presents Shall Come, Greeting:

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

SHERMAN HOSPITAL, A DOMESTIC CORPORATION, INCORPORATED UNDER THE
LAWS OF THIS STATE ON JUNE 29, 1887, APPEARS TO HAVE COMPLIED WITH ALL THE
PROVISIONS OF THE GENERAL NOT FOR PROFIT CORPORATION ACT OF THIS STATE,

AND AS OF THIS DATE, IS IN GOOD STANDING AS A DOMESTIC CORPORATION IN THE
STATE OF ILLINOIS.

In Testimony Whereof, I hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 14TH
day of DECEMBER AD. 2012

X Q-\ ,
Authentication # 1234901570 M

Authenticate at: http:/www.cyberdriveillinois.com

SECRETARY OF STATE
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File Number 5560-321-9

To all to whom these Presents Shall Come, Greeting:

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

SHERMAN HEALTH SYSTEMS, A DOMESTIC CORPORATION, INCORPORATED UNDER
THE LAWS OF THIS STATE ON JULY 20, 1989, APPEARS TO HAVE COMPLIED WITH ALL
THE PROVISIONS OF THE GENERAL NOT FOR PROFIT CORPORATION ACT OF THIS
STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS A DOMESTIC
CORPORATION IN THE STATE OF ILLINOIS.

In Testimony Whereof, 1 hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 14TH
dayof ~ DECEMBER  AD. 2012

Authentication #: 1234901768 ' "We/

Authenticate at: http:/Awww.cyberdriveilfinois.com

SECRAETARY OF STATE
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TRANSACTION DOCUMENTS

ATTACHMENT #5

A copy of a signed Letter of Intent, together with amendments and extensions, is attached. Advocate
and Sherman will subsequently execute final documents containing the definitive and binding terms of
the agreement; however, these final agreements have not yet been finalized and are consequently not
included. Advocate and Sherman are very cognizant of the need for Board approval and the final
agreement will include as a condition precedent to the closing of the Transaction that the Health
Facilities and Services Review Board shall have first granted a Certificate of Exemption for the
Transaction. '
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THIS LETTER OF INTENT (“LOI”) is entered into effective as of October 22,2012
(notwithstanding its actual date of execution) (the “Effective Date”) by and between
SHERMAN HEALTH SYSTEMS, an Illinois not-for-profit corporation (“SHS,” or
“Sherman) ;md ADVOCATE HEALTH CARE, an Illinois not-for-profit corporation

(“Advocate”) (individually, a “Party,” and collectively, the Parties”).
RECITALS

WHEREAS, Sherman sponsors a not-for-profit health system whose mission is “to make
a positive difference through outstanding healthcare and service--every life, every moment,

every day” and to serve the residents of the northwest suburbs of Chicago; and

WHEREAS, Sherman’s flagship hospital, Sherman Hospital, first opened its doors in
1888 and has grown over the decades to become a state-of-the art, 255-bed, regional medical
center with numerous Centers of Excellence in furtherance of its vision to become one of the best

community hospitals in the nation; and

WHEREAS, Advocate is a nationally-recognized, not-for-profit, faith-based health
system which sponsors the largest integrated health system in Illinois, and which, like Sherman,

supports and operates a pluralistic physician engagement platform; and

WHEREAS, the Parties and their respective affiliates and subsidiaries share a common
and wnifying non-profit health care mission to improve the quality and expand the scope and

accessibility of affordable health care and health care-related services for the residents of the

1293/69963-001 current/325669629v2
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areas which they serve in a culture of compassion, respect, integrity and excellence, and to

advance medical education, training and research; and

WHEREAS, the Parties have been engaging in discussions to explore the possibility of
entering into a union for the purpose of having Sherman affiliate with Advocate in support of
their common and unifying health care missions and to enable Advocate to make a substantial,
Jong-terin, financial and mission and quality enhancing commitment to Sherman and to its

internal and external stakeholders (the “Affiliation”); and

WHEREAS, the Parties have been working together through their respective leadership
teams in order to: (1) develop the goals and objectives of the proposed Affiliation, (2) determine
the legal, organizational and operating structure of the newly-consolidated health system, and {3)

establish the mechanics for implementing the Affiliation; and

WHEREAS, the Parties desire to memorialize their preliminary understanding of the
terms and conditions of the Affiliation in order to facilitate the completion of the definitive
agreements and corporate documents necessaty to implement the Affiliation, including, without
limitation, an Affiliation Agreement (“Affiliation Agreement”) (collectively, the “Definitive

Agreements”).

NOW, THEREFORE, in consideration of the mutual covenants and agreements set forth

herein, the Parties agree as follows:

1293/69963-001 current/32569629v2 2
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ARTICLE I

DECLARATION OF UNDERSTANDING

Section [.1  Agreement in Principle. This LOI constitutes the culmination of
exploratory discussions between the Parties and is intended to confirm the principal terms and
conditions under which SHS proposes to affiliate with and into Advocate, which newly-
consolidated health system will embody, recognize and reflect their unifying non-profit health

care mission, while continuing to recognize and honor the history and traditions of Sherian.

Section 1.2 Exclusive Negotiations. For a period commencing with the Effective
Date and continuing until March 31, 2013 (the “Exclusive Negotiation Period’’}, SHS will not,
and will cause its directors, officers, employees, agents, consultants, advisors, or other
representatives, including, without limitation, legal counsel, accountants and financial advisors
(collectively, “Representatives™) not to, without the written approval of Advdcate, directly or
indirectly, solicit, initiate or encourage any inquiries or proposals from, discuss or negotiate with,
provide any non-public information to, or consider the merits of any unsolicited inquities ov
proposals from, any person (other than Advocate) relating to any transaction other than the
Affiliation (other than for non-material transactions entered into the ordinary course of business),
and will promptly inform A(.]vocate of the nature and terms of any inquiry, solicitation or
proposal it may receive. In addition, during the Exclusive Negotiation Period, Advocate will not,
and will cause its Representatives, not to, without the approval of Sherman, directly or indirectly,
solicit, initiate or encourage any inquiries or proposals from, discuss or negotiate with, provide
any non-public information to, or consider the merits of any unsolicited inquiries or proposals

relating to any material transaction in the Sherman Primary Service Avea (as hereinafter defined),

1293/69963-001 current/32569629v2 3
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including but not limited to any “change of control,” from any person (other than Sherman)
which owns (in whole or in part), operates, manages or sponsors any material health care
activities in Sherman’s Primary Service Area, and will promptly inform Sherman of the nature
and terms of any inquiry, solicitation or proposal it may receive from any such entity. The
Exclusive Ncéotiation Period may be extended by mutual written consent of the Parties. For
purposes hereof, the Sherman Primary Service Area encompasses the following zip codes:
60120 (Elgin), 60123 (Elgin), 60124 (Elgin), 60110 (Carpentersville), 60142 (Huntley), 60102
(Algonquin), 60118 (Dundee), 60140 (Hampshire), 60177 (South Elgin), 60156 (Lake in the

Hills), and 60014 (Crystal Lake).

Section 1.3 Non-Binding Effect of Agreement in Principle. The Parties agree that

the terms and conditions contained in this LOI confirm their understanding in principle and are
to be contained in substantially similar form in the Definitive Agreements. Each Party agrees to
negotiate in good faith and in a manner consistent with the terms of this LOI with a view towards
executing the Definitive Agreements with reasonable promptness after the execution of this LOL
However, while the Parties agree to use their best efforts to negotiate and execute the Definitive
Agreements, they recognize that this LOI does not constitute a binding agreement for the
consummation of such transactions contemplated herein and that consummation of such
transactions is expressly subject to final approval by their respective members and governing
bodies, performance of due diligence, negotiation and execution of the Definitive Agreements,
and the satisfaction of the conditions precedent to be contained in the Definitive Agreements.
Neither Paity shall have any legal obligatioﬁ to the other Party as a result of this LOI other than

those obligations specified in and imposed by Section 1.2, which requires the Parties to negotiate

1293/69963-001 current/32569629v2 4
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exclusively with one another during the Exclusive Negotiating Period; Section 5.6, which
requires the Parties to bear costs in respect to the negotiation and consummation of the
transactions contemplated in this LOI; Section 5.4, which requires each Party to hold in
confidence the confidential information of the other Party; Section 5.3, which requires the Parties
to agtee in advance to the timing and content of public statements concerning the transactions
contemplated in this Agreement; and Section 5.7, which prov‘ides that this LOI will be governed

by Hlinois law.
ARTICLE II
STRUCTURE OF TRANSACTION

Section 2.1  Affiliation. Subject to regulatory and other approvals as may be
necessary, effective as of 12:01 a.m. on May 1, 2013, or such other date as the Parties shall agre_é
upon (the “Affiliation Date”), SHS shall affiliate with and into Advocate. The Affiliation, and
the consummation of the transactions contemplated in this LOI (the “Closing™), shall be
accomplished by the Parties undertaking the corporate actions relating to the Parties’ respective

governance structures, to be set forth in the Definitive Agreements and described below.

Section2.2  Assumption of Membership of SHS, Effective as of the Affiliation
Date, SHS shall amend its Articles of Incorporation and corporate Bylaws (collectively, the
“Organizational Documents™) to name Advocate as SHS’s sole member (“Member™). The
resulting consolidated Sherman-Advocate system will be consistent with the Integration Plan to
be developed by the parties pursuant to Section 3.9 of this LOT, but will include, SHS, Sherman

Hospital, and Sherman Health Foundation. Subject to any changes set forth in the Integration
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Plan, the to-be amended Organizational Documents wiil provide that the SHS Board of Directors
will have all of the governing power and authority to oversee the property, funds and business
affairs of SHS and its affiliates and subsidiaries, provided that the following actions shall require
the joint approval of SHS and Advocate, which joint approval will result from Sherman Board-
approved and recommended, and Advocate-approved (in its capacity as Sherman’s sole

Member);

o Appoint SHS Board members from nominees presented to it by SHS’s to-be-
reconstituted Board Nominating Committee, half of whose members shall be

appointed by Advocate and half by the SHS Board;
o Adopt or modify SHS’s Articles of Incorporation or Bylaws;

o Change the structure or operation of SHS in a way that could affect its tax-exempt
status;

¢ Adopt a strategic plan;

e Approve SHS’s annual capital plan and operating budget; provided, however, that
if the SHS Board does not recommend a capital plan and/or operating budget to
Advocate which Advocate finds acceptable, Advocate may, in its sole authority as

Member, unilaterally adopt such capital plan or operating budget following good

faith discussions with the SHS Board.

¢ Transfer or encumber assets by purchase, sale, capital lease, mortgage, disposition
or hypothecation in excess of limits established by Advocate’s Financial Approval

Policy;
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¢ File a centificate of need or exemption application;

¢ Dissolve, wind-up, or abandon an entire business enterprise, or file any action in
bankruptcy or receivership;

¢ Sell or lransfer member interest, stock, or other ownership interest in any SHS
affiliate, or sell or transfer all or substantially all of the assets of any SHS affiliate,
merge or consolidate SHS or any affiliate, or form any partnership, co-
sponsorship arrangement or joint venture between or among any SHS affiliate and

any third party;
* Appoint any officer to SHS; or

e Adopt or amend any policy, protocol or procedure that is inconsistent with any
Advocate system-wide policy, protocol or procedure or SHS’s Organizational |
Documents (it being recognized that the Bvoard of SHS shall have the sole power
to adopt protocols and/or procedures that are related to the internal operations of

SHS or Sherman Hospital).

In addition, on the Affiliation Date, and continuing thereafter, the Advocate Board shall have
sole and final authority (in consultation with the SHS board of directors and/or management) to
take the following actions, and to require Sherman’s affiliates to comply with the directives of

the Advocate Board concerning:

¢ Removing SHS Board members “for cause” (to be defined in the Definitive

Agrecments);
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* Adopt the incurrence or modification of short or long-term debt and lease
obligations;

* Appoint or remove SHS’s President or Chief Financial Officer; provided,
however, that the Definitive Agreements will set forth in detail the collaborative
process which Advocate and SHS will undertake prior to implementation of these

important decisions.

Section 2.3  Board and Officers. Effective as of the Affiliation Date, SHS and its

affiliates shall amend their Atticles of Incorporation and Bylaws to reco_nfigure their Board
composition to add up to four (4) Advocate nominees to be included thereon. In addition,
Sherman Hospital’s officers (i) will continue to be appointed by the Sherman Hospital Board,
and (ii) those individuals who are serving as Sherman Hospital officers as of the Affiliation Date

shall continue in such positions from and after the Affiliation Date for the duration of their

respective terms.

Section 2.4  No Amendments. SHS’s Organizational Documents will provide that no
amendments may be made to the revised governance structure set forth in this Article II (ox in

Section 3.2 below) without the prior express vote of the SHS Board of Directors authorizing such

proposed amendment.

1293/69963-001 currant/32569629v2 8

53999 v2 1/14/2013 10:21 AM




ARTICLE III
POST-CLOSING COVENANTS

Section 3.1  Provisions. The Affiliation Agreement shall contain, and where agreed,
expand upon, the provisions set forth in Article 1T hereinbelow wherein Advocate will covenant

that, from and after the Affiliation Date, it will undertake the following actions:

Section 3.2 Advocate Board Representation. Effective from and after the Affiliation
Date, Advocate shall appoint to its Board of Directors (“Advocate Board™) two (2) individuals,
nominated by SHS, one of whom shall serve one (1) three-year term and one of whom shall
serve two (2) three-year terms as voting directors thereof (“Sherman Representatives”). Each of
the Sherman Representatives shall be eligible to serve on the Advocate Board for three (3), three-

year terms.

Section 3.3 Commitment to Enhancement of Regional Medical Center Status. In

furtherance of sustaining and enlarging Sherman Hospital’s status as a regional medical center
and acute care hub, Advocate acknowledges the need and desirability of making a substantial
financial commitment to ensure that appropriate ongoing investments are made to support the
capital, programmatic, clinical, and market development needs of Sherman Hospital and its
affiliated health and healthcare-related services in the short and long term. To that end,
Advocate cominits (which commitment will be embodied in the Definitive Agreements) to
expend within 5 years from and after the Affiliation Date not less than: (i) $60,000,000 in routine
capital replacement, and (ii) $140,000,000 in additional capital expenditures and operating

expenses (not including the health care information techniology (“1T”) conversion costs
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associated with bringing Sherman into the Advocate system, all such conversion costs to be
borne by Advocate) to support: (a) Sherman’s physician integration platform (including, but not
limited to, physician-driven.practice support and acquisitions, physician recruitment, PHO
development, population health management, clinical integration, and accountable care product
development, and an integrated ambulatory IT platform integration), (b) existing and new service
and product line growth, (c) ambulatory care growth and development, and (d) strategic services
growth to meet continual, and anticipated enhanced, competitive marketplace developments
(“$200 Million Commiitment”). In the event that the Sherman Board does not recommend to
Advocate the expenditure of the entire $200 Million Commitment during this five-year period,
Advocate commits to expend such unexpended funds thereafter, upon the recommendation of the
Sherman Board The Parties acknowledge that all future expenditures of funds in support of the
$200 Million Commitment shall follow and be consistent with the governance approval process

set forth in Section 2.2 above.

Section 3.4  Employees. For a period of six (6) months from and after the Affiliation
Date, all individuals employed by Sherman as of the Affiliation Date shall continue to be -
employed by either Sherman or Advocate (as agreed upon between the parties pursuant to the
Integration Plan to be developed pursuant to Section 3.9 of this LOI}, in comparable positions
with comparable pay and benefits as similarly situated employees. Advocate shall recognize the
employee’s periods of service with Sherman for purposes of eligibility, vesting, and benefit
accrual under Advocate’s employee benefit plans and for purposes of determining vacation
benefits or service recognition awards. Advocate would assume any accrued vacation or paid

time off accounts of the employees as determined immediately prior to the Affiliation Date.
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Section 3.5 Management, Advocate acknowledges and agrees to honor the contractual
obligations Sherman has in place with select members of its senior management team, The
Sherman management team would remain in place, and Sherman Hospital would have its own
President who would be directly responsible for the operations of Sherman Hospital and would
appoint a4 management team as direct reports, although certain direct reports would have a matrix
reporting responsibility to Advocate executives. The President of Sherman Hospital would
report to Advocate’s Executive Vice President and COO, who would conduct any performance

review with input from the Sherman Board of Directors.

Section 3.6 Medical Staff. Advocate shall continue to honor the hospital-specific
credentials and privileges of all members of the Sherman Hoépita] Medical Staff as of the
Affiliation Date. The president of the Sherman Hospital medical staff will serve on Advocate’s
Physician Leadership Council. From and after the Affiliation Date, Advocate shall continue to
honor the hospital-specific, locally-based credentialing, privileging and corrective action
procedures which are set forth in Sherman Hospital’s then existing Medical Staff Bylaws, Rules

and Regulations,

Section 3.7  Identification of Sherman. Advocate agrees that all signage and logos

used on the Sherman campus will continue to use the name “Sherman.” Following the
Affiliation Date, Sherman Hospital would be renamed “Advocate Sherman Hospital” and would
adopt Advocate’s logos and other graphic standards. Advocate further agrees that religious
symbols or artifacts may be placed on Sherman Hospital’s campus only as permitted by the SHS

Board of Directors,
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Section 3.8  Unwind Triggers. In the event that, within ten {10) years from and after
the Affiliation Date, Advocate decides to: (a) sell or lease substantially all of the assets
comprising Sherman Hospital, or (b) undertake a “change of control” of the entire Advocate
health system, to/with: (i) a third-party for-profit investor-owned company or (ii) a Catholic
health care organization, then SHS shall have the right to unwind this Affiliation transaction.
The Parties acknowledge that the likelihood of the occurrence of any of these foregoing events is
extrémely low, but that if it were to occur, the mechanics and details of such an “unwind” would
be complex. The Parties agree to defer documenting the details of such unwind process to the

Definitive Agreements.

Section 3.9  Integration Plan. The Parties jointly desire to begin meaningful planning
for post-Affiliation Date integration as soon as possible, consistent with scrupulous compliance
with antitrust requirements. To that end, immediately after the execution of this LOI, the Parties
will form an Integration Task_ Force, whose membership is set forth on Exhibit A. The purpose
of this task force is to develop a detailed post-Affiliation Date Integration Plan, which plan will
be an exhibit to and incorporated into the Definitive Agreements, The task force will establish
the sub-committees set forth on Exhibit A to develop post-Affiliation Date work plans for each
of the subject matter areas set forth therein, including detailed target implementation timetables.
Subject to Section 2.2 above, among the responsibilities of the task force will be to determine the
post-transaction corporate organizational structure of SHS within Advocate, with the
understanding that the parties will seek to balance minimizing disruption to SHS and its
employees with efficiencies that may be created by combining functions and services of the two

organizations.
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Section 3.10 Research, Training and Graduate Medical Education. As part of the

post-Affiliation Date integration planning process described in Section 3.9 above, the Integration
Task Force shall explore where there may be meaningful opportunities for joint research and

niedical education and training at, and/or sponsored by, Sherman.

Section 3.11 Physician Integration. A key component of the post-Affiliation Date

Integration Plan will be development of an agreed upon course of action for how Sherman
physicians may be able to take advantage of and benefit from Advocate’s existing physician
integration platform, which platform explicitly recognizes that Medical Staff members may
choose from among a broad continuum of health system alignment options, ranging from
maintenance of complete medical practice independence, to employment by Advocate Medical
Group, and also include intermediate alignment options, such as voluntary participation as
members of Advocate Physician Partners (“APP”). A detailed physician integration planning
process will therefore be undertaken by the Parties through the Integration Task Force (including
Medical Staff leadership) prior to the Affiliation Date. As part of such process, the Parties will

explore potential governance and leadership roles which physicians of Select Medical Group and

other physicians having medical staff privileges at Sherman Hospital may be able to take in APP.

Section 3.12 Local Vendors. Advocate acknowledges the importance of local
economic development and maintaining existing business relationships between local
vendors/suppliers and Sherman. In furtherance thereof, Advocate agrees to seek to maintain
such pre-existing relationships, subject to their goods and/or services being provided at guality

and cost levels that are comparable to or better than those Advocate has negotiated.
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Section 3.13 Long-Term Debt. A key element of the Integration Plan will be
development of a plan to enable Sherman to benefit from Advocate’s lower cost of capital. To
that end, the Integration Plan shall set forth a timetable for a refinancing or restructuring of

Sherman’s long-terin debt that the parties determine is necessary to lower the cost thereof.

Section 3.14 Foundation Local Support. Advocate acknowledges the continuing

importance of the philanthropic support the Sherman Health Foundation, and its many donors,
provide to ensure the ongoing mission of Sherinan Hospital. Advocate agrees that all funds
contributed to and owned by Sherman Health Foundation, as well as funds designated for use by
Sherman Hospital from and after the Affiliation date, will continue to be used and invested solely

in support of Sherman Hospital and its diverse programs and services.

Section 3.15 Enforcement. The Parties agree that the Definitive Agreements will set

forth a mutually agreed upon mechanism for post-Affiliation Date enforcement of these Article

IIT covenants.
ARTICLE1Y

 REPRESENTATIONS AND WARRANTIES

o Section4.l  Closing Representations. The Definitive Agreements will provide that,
as of the Affiliation Date, Advocate will assume sponsorship of Sherman’s assets.
- Notwithstanding the above, the parties will provide usual and customary representations and

warranties in the Definitive Agreements and as of the Affiliation Date.
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ARTICLEV

- MISCELLANEQUS

Section 5.1  Due Diligence. Sherman will permit review, investigation and inspection
of the operations and assets of Sherman and of the respective books, records, cost reports, audits,
personnel, consultants and advisors and other relevant information and materials by counsel,
accountants, consultants, and other authorized representatives of Advocate at reasonable times

and locations to be agreed upon by the Parties.

Section 5.2 Definitive Agreements. Advocate will direct its legal counsel to
promptly prepare the Definitive Agreements embodying the terms described herein and
containing such other terms and conditions as the Parties may agree upon. The Parties then shall
promptly commence good faith discussions to develop and finalize the Definitive Agreements.
The Parties shall use their best efforts to cause the Definitive Agreements to be prepared in final
form, to be submitted for all necessary action and aﬁprovals, and to be executed not later than

one hundred and twenty (120) days after execution of this LOL

Section 5.3  Publicity. Without the prior approval of the other Party, neither Party will
make any public or private announcement of the transactions contemplated hereby until the
Definitive Agreements are executed by the Parties; provided, however, that this prohibition shall
not prevent either Party from disclosing the terms of the transaction to their respective Boards
and advisors, who also shall be advised of this obligation of confidentiality. The Parties agree to
cooperate in prepating and releasing joint announcements to all appropriate communities, groups

and ratings agencies.
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Section 5.4  Confidentiality. The terms of the Confidentiality Agreement dated May

31, 2012 by and between the Parties are hereby incorporated herein.

Section 5.5  No Third Party Beneficiaries. None of the provisions of this LOI are

intended by the Parties, nor shall they be deemed, to confer any benefit on any person or entity

not a Party to this Agreement.

Section 5.6  Expenses and Affiliation. Each Party shall pay its own costs and

expenses in connection with the Affiliation, including without limitation, the disbursements and
fees of their respective attorneys, accountants, advisors, agents and other representatives,
incidental to the negotiation and performance of this LOI and the Definitive Agreements,
whether or not the Affiliation is consuminated. This Section shall survive the expiration or

earlier termination of this LOI.

Section 5.7  Governing Law. The provisions of this LOI, the Definitive Agreements
and any ancillary agreements shall be governed by Illinois law. The Patties agree to submit to

the jurisdiction of Illinois courts to resolve any disputes which may arise from this LOL

Section 5.8  Counterparts. This LOI may be executed in lwo (2) or more
counterpatts, each of which shall be deemed an original, but all of which together shall constitute

one and the same LOI, binding on the Parties hereto.

Section 5.9  Amendments. No amendment, alteration or modification of this LOI
shall be valid unless in each instance such amendment, alteration of modification jis expressed in
a written instrument duly executed by the Parties and expressly stating that it is an amendment to

this LOI.
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IN WITNESS WHEREOF, the Parties have executed or have caused this Letter of

Intent to be executed on the day and year first above written,
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EXHIBIT A

Integration Task Force and Plan

1. Composition of Task Force

Advocate Representatives/Titles
Bill Santulli, Chief Operating Officer
Dominic Nakis, Chief Financial Officer

Kevin Brady, Chief Human Resource
Officer

Don Calcagno, Senior Vice President,
Operations Integration/Optimization

IL Sub-Committees
. Supply Chain
¢ . Risk Management

Information Technology
Compensation and Benefits
Marketing and Public Affairs
Capital Planning

Financial Operations

Physician Integration

Key Clinical Service/Line Development

Market Growth Opportunities
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Sherman Representatives/Titles
Rick Floyd - President and CEO
Linda Deering - Chief Operating Officer

Eric Krueger — Chief Financial Officer

Joan Kanute — Director of Service
Excellence

Kathy Cisco — Director of Inpatient
Nursing
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FINANCIAL INFORMATION

ATTACHMENT #6

Advocate Health Care Network (and the related Advocate Entities) maintain a rating of AA/Stable from
Fitch Ratings, Aa2 from Moody’s, and AA/Stable from Standard & Poors. Attached are copies of these
bond ratings.
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FITCH RATES ADVOCAE HEALTH CARE'S (IL) SERIES 2012

BONDS 'AA'; OUTLOOK STABLE
Fitch Ratings-Chicago-05 November 2012: Fitch Ratings has assigned an 'AA’ rating to the
following Illinois Finance Authority revenue bonds issued on behalf of Advocate Health Care
(Advocate):

--$150 million revenue bonds, series 2012.

In addition, Fitch affirms the 'AA' rating on approximately $1.06 billion of revenue bonds issued by
the Illinois Health Facilities Authority and the Illinois Finance Authority on behalf of Advocate.
Fitch also affirms the 'F1+' short-term ratings on the following Illinois Finance Authority bonds
based upon self-liquidity provided by Advocate: :

--$51.9 million put bonds, series 2003A&C;

--$137.2 million put bonds, series 2008A-1,2&3;
--$21.9 million put bonds, series 2008C-3B,;

--$70 million variable rate demand bonds, series 2011B.

- The series 2012 bonds are expected to be fixed rate and will price the week of Nov. 12, 2012 via
negotiated sale. Bond proceeds will be used for various capital projects, reimbursement for prior
capital expenditures, and to pay costs of issuance.

The Rating Outlook is Stable.

SECURITY
The bonds are unsecured obligations of the obligated group. They are not secured by a pledge of,
mortgage on, or security interest in any obligated group assets.

KEY RATING DRIVERS

LIGHT DEBT BURDEN: The additional debt will not impact Advocate's relatively low burden.
The system's strong profitability combined with light debt burden generates robust coverage of pro
forma maximum annual debt service (MADS) by EBITDA of 9.9x through the nine month interim
period ended Sept. 30, 2012, which well exceeds Fitch's 'AA' category median of 4.8x. Pro forma
debt to capitalization remains a manageable 25.5% while pro-forma MADS equates to a low 1.6%
of fiscal 2011 (Dec. 31 year end) revenues.

CONSISTENT PROFITABILITY SUPPORTS LIQUIDITY: Advocate's strong operating cash
flow generation has resulted in substantial balance sheet strength, with liquidity indicators that
exceed Fitch's 'AA' category median ratios. Further, Advocate consistently maintains ample
liquidity to meet Fitch's criteria for the 'F1+' short term rating against its mandatory put exposure.

LEADING MARKET SHARE POSITION: Advocate maintains a leading market share in the
Chicago metropolitan area that is more than double its nearest competitor and remains the largest
provider in the state. Still, Fitch notes the service area remains highly competitive, and the
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regulatory environment remains challenging.

STRONG CLINICAL INTEGRATION: Advocate's high level of integration with its clinicians has
enabled better care coordination, operating efficiencies, effective contracting, physician
engagement, and should position it well to navigate continued pressures on reimbursement and
focus on clinical quality metrics.

CREDIT PROFILE ‘
The 'AA' rating is supported by Advocate's light pro forma debt level, consistent cash flow and
strong coverage levels, strong market position, and well integrated care delivery model.

Following the series 2012 issuance, Advocate's debt will total nearly $1.3 billion of which $608.3
million is fixed, $321.3 million are variable rate demand bonds supported by SBPAs, $281 million
are put bonds supported by self-liquidity (of which $119.9 million is subject to tender within 13
months), and $100 million are non-rated variable rate direct bank placements. Pro forma MADS is
estimated at $72.6 million per the underwriter. While Advocate faces sizable put, renewal, and
interest rate exposure, its SBPAs were recently renewed through 2015-2017, and its balance sheet
strength further mitigates these risks.

Robust operating profitability has resulted in operating EBITDA of over $500 million (12.1% and
11.1% operating EBITDA margins in 2010 and 2011, respectively) and net EBITDA over $600
million (EBITDA margins of 15% and 13.2% in 2010 and 2011, respectively). Strong performance

39

continued through September 2012, with a 10.3% operating EBITDA and 14.2% EBITDA margins.

The series 2012 bonds will be used to finance some of Advocate's capital plans, which are notably
sizeable through 2015 and will require continued strength in cash flow and perhaps additional debt
issuance. Further, Advocate's defined benefit pension is well funded.

At Sept. 30, 2012, Advocate's unrestricted cash and investments totaled nearly $3.4 billion
compared $3.1 billion at fiscal 2011. Liquidity metrics at Sept. 30, 2012 were robust with 295.4
DCOH, pro forma cushion ratio of 46.2x and cash and investments equating to 246.7% of pro
forma long-term debt; all of which exceed Fitch's respective 'AA' category medians of 241.1, 24.1x
and 169.4%.

Advocate's well integrated clinical platform coupled with its position as market leader and largest
system in the state provide some buffer against competitive and regulatory challenges. Through
June 30, 2012 Advocate's share was 15.8% against its closest competitor the newly-aligned
Presence Health system with 10.4% market share. However, the presence of several well regarded
academic medical centers and community hospitals and the recent merger activity by large
multi-state systems present some credit risk. Fitch expects that Advocate's high level of physician
integration and continued growth of the system should sustain its strong market position. The most
recent expected addition to the system is Sherman Health, which announced it is pursuing a
partnership with Advocate with a letter of intent signed in October 2012. The closing is expected in
mid-2013.

The 'F1+' rating reflects Advocate's availability of highly liquid resources to cover the mandatory
tender on its put bonds. At Sept. 30, 2012, Advocate's eligible cash and investment position
available for same-day settlement would cover the cost of the maximum mandatory put on any
given date well in excess of Fitch's criteria of 1.25x. Advocate provided Fitch with an internal
procedures letter outlining the procedures to meet any un-remarketed puts. In addition, Advocate
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provides monthly liquidity reports to Fitch to monitor the sufficiency of Advocate's cash and
investment position relative to its mandatory put exposure. '

The Stable Outlook is supported by Fitch's expectation that Advocate will remain the market leader,
allowing for consistent cash flow in support of its capital and debt service needs, while maintaining
solid liquidity against the risks associated with its capital structure. Fitch believes Advocate's
experienced management team and effective management practices should also ensure strong
relative performance over the longer term.

Advocate is counter-party to three floating to fixed rate swaps with a total notional value of $326.3
million against its series 2008C VRDBs. The mark to market on the swaps at Sept. 30, 2012 was
‘approximately negative $96.2 million requiring $5.7 million in collateral be posted.

Advocate is an integrated health care system composed of 10 acute care hospitals and an integrated
children's hospital (totaling approximately 3,200 licensed beds), primary and specialty physician
services, home health, hospice, outpatient centers, via over 250 sites serving the Chicago
metropolitan area and central Illinois. Total revenues in audited fiscal 2011 were $4.65 billion
(reflects Fitch's reclassification of bad debt to an expense).

Advocate's disclosure includes annual audited financial statements as well as quarterly unaudited
balance sheet, income statement, cash flow statement, an extensive MD&A, and utilization
statistics. The information is posted to the Municipal Securities Rulemaking Board's EMMA
system. In addition, management holds routine calls with rating agencies and with investors. Fitch
considers Advocate's disclosure standards to be best practice.

Contact:

Primary Analyst

Emily E. Wadhwani

Associate Director

+1-312-368-3347

Fitch, Inc.

70 W. Madison Street, Chicago IL 60602

Secondary Analyst
James LeBuhn
Senior Director
+1-312-368-2059

Committee Chairperson
Emily Wong

Senior Director
+1-212-908-0651

Media Relations: Elizabeth Fogerty, New York, Tel: +1 (212) 908 0526, Email:
elizabeth.fogerty@fitchratings.com.

Additional information is available at 'www.fitchratings.com'. The ratings above were solicited by,
or on behalf of, the issuer, and therefore, Fitch has been compensated for the provision of the
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ratings.

In addition to the sources of information identified in Fitch's Revenue Supported Rating Criteria,
this action was informed by information from Citigroup as Underwriter.

Applicable Criteria and Related Research:

--Revenue-Supported Rating Criteria', dated Jun. 12, 2012;

--'Nonprofit Hospitals and Health Systems Rating Criteria', dated July 23, 2012;
--'Criteria for Assigning Short-Term Ratings Based on Internal Liquidity', dated June 15, 2012.
Applicable Criteria and Related Research: '
Revenue-Supported Rating Criteria
http://www.fitchratings.com/creditdesk/reports/report frame.cfm?rpt id=681015
Nonprofit Hospitals and Health Systems Rating Criteria
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=683418
Criteria for Assigning Short-Term Ratings Based on Internal Liquidity

http://www fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=681822

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK:

HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS . IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE
ON THE AGENCY'S PUBLIC WEBSITE "'WWW.FITCHRATINGS.COM'. PUBLISHED
RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT
ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION
OF THIS SITE.
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Moobpy’s

INVESTORS SERYICE

New lssue: Moody's assigns Aa2 rating to Advocate Health Care Network's $150
million of Series 2012 bonds; Outlook is stable

Giobal Gradit Research - 29 Ot 2012
' An2, An2/VMIG 1, 2nd An2/P-1 ratings on 1.1 billion of outstanding dabt atfirmed

LINOIS FINANCE AUTHORITY
Hospitals & Hedth Service Providers
i

Mooady's Rating ]
Reverxie Bonds, Serles 2012 {Fixed Rate) A2
Salo Arournt $150.000,000
Expocted Sale Date 1111512
Raling Description Revenue: 501¢3 Unsecurad General Obiigaion

Moody's Outiook STA

NEW YORK, October 29, 2012 —Moody's ivestors Service hag assigned anAs2 rating to Advocste Hestth Care

Network's (Advocete) $150 milion of Series 2012 fixad rate bonds. The rating aufiook is stable. A this time, we sre
affirming the the As2, AsQ/VMIG 1 and Aa2/P-1 raiings onAdvocate’s autstanding bonds as Rsted gt the conclusion

of this report. The rating oufiook [ steble.

SUMMARY RATINGS RATIONALE:

The Aa2 fong-term mbmmmmwsmﬁmmmmm in the grester Chicago
area with good geographic diversity and wedl positioned individusl hospitels, sustained improvement in operating

megne, MMMsmmﬂmmammmmmmﬁmm
well funded pension plan. The systam’s chellenges inckxde an increasingly competitive and consdlidsting
hedthcare market, moderste margine comparad with einlary-rated peere, and expected incresses in capitd
spendng.

STRENGTHS

*Leading market position in greatar Chicagolsnd with good geographic coverage and individual hoepitsls thet
meintsin laading or prominent markst shares in thelr local markets; geographic reach and divergification expanding
with &irafegy to exdend further sintewide

*Consistent marging ovex the last severd years with operating ceshliow rmargins inthe 8-10% rangs; in 2011,
most hospitals improved or were retatively stable compared with the prior year; Grough nine months of scd year
magns

*Conservaiive and balanced epproach to fnancing capitsl needs; praforma debt messures based on nine months
of fiscal yesr 2012 snnusized are strong with a tow 30% debt-io-opersting revenue, exceptionsl Moody's adisted
paak dabt gervice coverape of over 10 timeg, end fovorably low Mbody's adjusted debt-to-cashfiow of 1.9 times

*Sirong and growing balance sheet position with 301 days of cash on hand s5 of September 30, 2012, prniding 5
strong 251% coverage of proforma debt
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New Issue: Moody’s assigns Aa2 rating to Advocate Health Care Network’s $150
million of Series 2012 bonds; Outlook js stable

Global Cradit Resaarch « 29 Oct 20012
A2, A3 2/VYMIG 1, and A3/ P-1 ratings on $1.1 billion of outstanding dabt affirmad

ILLINOIS FINANCE ALITI IORITY
| kespitals & | kalth Service Previdets
L

Mootlys Rating .
ISSUE RAIING
Raventie Bends, Serics 2012 [Fixod Rate) AR
Sals Arount 5150000009
Expoctad Sale Data 114512

Rating Dascription Revenue: 1163 Unsecured General Ohligaticn

Mootiys Outlook STA

Opinien

NEW YORK, Dcteber 29, 2012 --Moady's Investars Service has assigned anAa2 rating te Adwecate | kalth Care
Netwerk's (Advecat) 5159 millien of Series 2012 fixed rate bends. The fating cutiock is stable. At this time, we are
affirming the the Aa2, Aa2°WMIG 1 and Aa2P-1 ratings en Advocate’s eutstanding bands as fisted at the cenclusicn
of this repett. The rating cutkiek is stable.

SUMMARY RATINGS RATIONALE:

The Aa2 keng-term fating is basoed en Advecatd's status as the largest healthcare system in the greater Ghicage
arga with gead geagraphic diversity and well pasiticned individual hespitals, sustained imprevement in cperating
marging, medarate dabt kwels driving excepticnaldebt measures, a streng and grawing investment pertfelie, and
well fundad pensien plan. The system’s chalienges inclikle an increasingly competitive and eenselidating
healthcare markat, medetate margins cempared with similarhy-rated peers, and expoctad increases in capital
spending.

STRENSTI(S

~Leading market pesiicn in greater l’ﬁhicagcland with geed goographic cewerage and individual hespitals that
maintain kading er praminent markat shares in their kcal markats: geedraphic reach and diversificatien expanding
with strategy te extend further statwkie

~Gensistent margins cver the last severalycars with eperating cashfew margins in the 8-10% range: in 2011,
mesthespitals imprewxd of were relatively stabk: cempared with the pricr year: thicigh nine menths of fiscatyear
2012, eperating perfermance ks censistent with previcus kevels with 5.8% eperating ard 10.8% cperating cashfiew
margins

“Censervative and balancdd appreach & financing capital needs; preferma debt measures based en nine menths

of fiscal year 2012 annualizad arke streng with a kew-39% debt-e-aperating revente, excepticnal Meady's adjusted
peak debt service cawfage of ever 10 times, and faverably kn Meady's adjusted dabtto-cashfiow of 1.9 times

~Stieng and grewing balance sticet pesitien with 331 days ef cash en hand as of September 30,2812, prevkling a
streng 251% caverage of prefermadebt
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*Debt structure risks are manageable relative to cash and investments with over 400% cash-to-demand debt and
over 300% monthly liquidity-to-demand debt based on fiscal year end 2011

*Strong management capabilities evidenced by the organization’s historical ability to absorb operating challenges
and continue to generate consistently solid absolute operating cashflow levels, mest or exceed operating budgets,
execute strategies effectively including integrating newly acquired hospitals, and a commitment to very good
disclosure practices

CHALLENGES

*Operating income and operating cashflow margins are betow similarly-rated peers, in part due to the system’s
close integration with a large number of physicians

*An increasingly competitive market for a number of Advocate’s hospitals, with competitors expanding facilities,
growing consolidation with several large mergers or new entrants into the market, and increasing competition for

physicians

*Capital s pending is anticipated to inérease. although capital needs can be funded with cashflow and bond
proceeds; the system has a history of closely managing capital spending relative to cashflow and adjusting to
operating shortfalls if necessary

*Changes in investment strategy with an increased allocation to attemative investments, resutting in a less liquid
portfolio relative to historically conservative practices (based on fiscal year 2011, 74% of unrestricted investments
can be liquidated within a month, compared with 79% median for the Aa2 rating category)

*Comprehensive debt (including pension and operating lease obligations) is almost 50% higher than direct debt,
primarily as a result of sizable operating leases; however, cash-to-comprehensive debt at fiscal yearend2011 is
still good at 172%, compared with a median of 162% for the Aa2 category

DETAILED CREDIT DISCUSSION
USE OF PROCEEDS: Proceeds from the Series 2012 bonds will be used to fund capital projects.

LEGAL SECURITY: Obligated group includes the Advocate Health Care Network (system parent), Advocate Health
and Hospitals Corporation (operates most of the system’s hospitals), Advocate North Side Health Network, and
Advocate Condell Medical Center. Security is a general, unsecured obligation of the obfigated group. No additional
indebtedness tests.

INTEREST RATE DERIVATIVES: Advocate has interest rate swaps associated with the Series 2008C bonds.
There is a total of $326 million of swaps associated with the Series 2008C bors for which Advocate pays a fixed
rate of 3.6% and receives 61.7% of LIBOR plus 26 basis points. The swaps mature in 2038 and the counterparties
are Wells Fargo ardd PNC. As of September 30, 2012 the rark-to-market on the swaps was a negative $90.6
million and collateral of $5.7 miillion was posted.

RECENT DEVELOPMENTS/RESULTS

Please refer to Moody's report dated July 19, 2012 for more details. Since the July rating review, Advocate's
operating performance is solid and consistent with recent trends. Admissions through the nine mionths of fiscal
year 2012 (ended Sépternber 30} are down 1%, which is generally better than trends in the broader market.
Including observation cases, total cases are flat to the prior year. Both inpatient and outpatient surgeries increased
by a strong 4-5% as a result of physician recruitment and alignment strategies. Through the nine months,
Advocate's operating cashflow was $373 million (10.8%), compared with $365 million (11.1%) in the prior year.
Unrestricted cash and investments increased to $3.4 billion {301 days cash on hand} as of September 30, 2012,
compared with $3.1 billion as of December 31, 2011. As indicated in the ratios below, the incremental $150 million
in new debt does not affect materially Advocate’s strong measures.

On October 23, 2012, Advocate announced plans to sign a non-binding letter of intent to pursue a partnership with
Sherman Heatth Systems (rated Baa2). The organizations will begin a due diligence phase with a formal closing
date expected between May and July of 2013. Moody’s will evaluate the effect of a partnership with Sherman upon
receipt of further details related to the structure, security for the debt, govemance and management, and strategic
plans. Based on Advocate’s current financial profile and Sherman's fiscal year 2012 performance, our preliminary
assessment is that a combination with Sherman would not significantly affect Advocate's overall credit profile.
Advocate’s relatively low leverage affords the health system the ability to absorb the high leverage that Sherman
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would bring with a moderately negative effect to key debt measures.

OUTLOOK

The stable outlook is based on the expectation that the system will continue to maintain solid operating
performance and a strong market position and balance future capital spending and debt with cash flow and liquidity
strength.

WHAT COULD MAKE THE RATING GO UP

Sustained improvement in operating margins, further strengthening of balance sheet, and growth in the system'’s
size to provide significantly greater geographic diversity

WHAT COULD MAKE THE RATING GO DOWN

Significantly greater than expected increase in debt or unexpected and prolonged decline in operating
performance; material weakening of balance sheet strength

KEY INDICATORS

Assumptions & Adjustments:

-Based on financial statements for Advocate Health Care Network and Subsidiaries
-First number reflects audit year ended December 31, 2011

-Second number reflects nine-month unaudited results ended September 30, 2012, annualized and proforma
including $150 million in additional debt

Investment retumns normalized at 6% unless otherwise noted

-Comprehensive debt includes direct debt, operating leases, and pension obligation, if applicable
-Monthly fiquidity to demand debt ratio is not included if demand debt is de minimis

*Inpatient admissions: 166,756; 166,669

*Observation stays: 39,648, 41,853

*Medicare % of gross revenues: 40%; N/A

*Medicaid % of gross revenues: 16%; N'A

*Total operating revenues ($): $4.6 billion; $4.6 billion (bad debt as reduction to revenue)
*Revenue growth rate (%) (3 yr CAGR): 7.6%; NJA

*Operating margin (%): 5.3%; 5.8%

*Operating cash flow margin (%}): 10.0%; 10.8%

*Debt to cash flow. {x): 1.9 times; 1.9 imes

*Days cash on hand: 269 days; 301 days

*Maximum annual debt service (MADS) (§): $66 million; $73 million

*MADS coverage with reported investment income {x): 8.9 times; NA

*Moody's-adjusted MADS Coverage with normalized investment income (x): 10.5 times; 10.4 times
*Direct debt ($): $1.2 billion; $1.4 billion

*Cash to direct debt (%): 252%; 251%

*Comprehensive debt: $1.8 billion; N/A
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*Cash to comprehensive debt (%): 170%; NA
*Monthly liquidity to demand debt (%): 318%; NA
RATED DEBT (as of December 31, 2011, updated for bank facility changes in 2012)

- Series 1993C ($22 million), Series 2008D ($167 million), Series 2010A ($37 million), Series 2010B ($52 million),
Series 2010C ($26 million), Series 2010D ($112 million), Series 2011A-1 ($9 million), Series 2011A-2 ($33 million)
fixed rate bonds: Aa2

- Series 2003A ($26 million), Series 2003C ($26 million), Series 2008A ($137 million), Series 2008C-3B ($22
million) variable rate annual and muiti-annual put bonds, supported by self-liquidity: Aa2/VMIG 1

- Series 2008C-1 ($128 million), Series 2008C-2B ($58 million) variable rate bonds supported with SBPAs from
JPMorgan Chase (expire August 1, 2016 and August 1, 2017 respectively). Aa2/VMIG 1

- Series 2008C-3A ($87 miillion) variable rate bonds supported by SBPAs from Northem Trust Company (expires
August 1,2017): Aa2/VMG 1

- Series 2008C-2A ($49 million) variable rate bonds supported by SBPAfrom Wells Fargo Bank (expires August 1,
2015). Aa2IVMG 1

-Series 20118 Windows variable rate bonds ($70 million): Aa2/P-1

CONTACTS

Obligor: Dominic J. Nakis, Senior Vice President - Chief Financial Officer, (630) 990-5164
Financial Advisor..Jim Blake, Managing Partner, Kaufman, Hall & Associates, (847) 441-8780
Underwriter: Ryan Freel, Director, Citi, Health Care Group, (312) 876-3564

RATING METHODOLOGY

The principal methodology used in this rating was Not-For-Profit Heatthcare Rating Methodology published in
March 2012. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

The Global Scale Credit Ratings on this press release that are issued by one of Moody's affiliates outside the EU
are endorsed by Moody’s Investors Service Ltd., One Canada Square, Canary Wharf, London E 14 5FA, UK, in
accordance with Ait.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating Agencies. Further
information on the EU endorsement status and on the Moody’s dffice that has issued a particular Credit Rating is
available on www.moodys.com. i

For ratings issued on a program, series or category/class of debt, this announcement provides relevant regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class of
debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
Moody’s rating practices. For ratings issued on a support provider, this announcement provides relevant regulatory
disclosures in relation to the rating action on the support provider.and in relation to each particular rating action for
securities that derive their credit ratings from the support provider's credit rating. For provisional retings, this
announcement provides relevant regulatory disclosures in relation to the provisional rating assigned, and in relation
to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where the
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the
respective issuer on www.moodys.com.

information sources used to prepare the rating are the following: parties involved in the ratings, public information,
confidential and proprietary Moody’s Investors Service's information, and corfidential and proprietary Moody's
Analytics’ information. ;

Moody’s considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.
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Meedy's adepts all necessany measutes se that the infarmatien ftuses in assigning a rafing Is of sufficient quality
and frem scurdes Moady's censklers ® be felisbk including, when apprepriate, independent third party seurces,
Hewever, Moady's Is net an awditer and cannet in avery instance independantly verify et valklate infermaticn
reeaivad in the tating precess.

Please see tha ratings disclkesSure page enwwav.moeadys.cem fer ganeral discksure en petential cenfiicts of
imtarests.

Please sce the ratings disclesure page en wivw.moedys.cam fer infarmiaticn en {A) MCO's major sharchoklers
{abowe §5%) and fer (B) furthar infermatien regarding cartain affiliaticns that may exist between directers of MCO
and rated entitics as well as {C) the names efentities that hekl ratings frem MIS that have alse publicly reperted te
the SEC an awnership interest in MCO of mere than 5%. A member efthe beard of diroeters of this rated entity
may alsc be a member efthe beard of dirceters of a sharehekler of Meedy's Garperatien; hewever, heady's has
netindependently verifiod this matter.

Pleasa see Meady's Rating Symbels and Definiticns en the Rating Precess page en waa. mocdys;ﬁcm fcr further
Infermatien an the meaning of cach rating categeny and the definitien of default and recevery.

Please sec ratings tab cn the issuar‘entity page en wavy. mecdys .ceni fer the iast rating acticn and the rating
histery.

The date en which seme ratings were first iekeasod goas back &2 a time befere Moody's ratings were fully digitized
and accurate <dats may net be avallabke. Gensoquently, Moady's prevides a dak that it belioves is the mest relisble
and accurate based en the'infermaticn that is available te it. Please scc the ratings disckesure page en cur website
wiww.moedys.cam fer further infermatien.

Please soe wany. meadys.cam fer any updates en changes te the kead rating analystand te the Meody's kegalentity
that has issucd the rating.
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PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT
OPINIONS OF THE RELAT IVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR
DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND
MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND
DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN
INVESTMENT FORANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, N WHOLE OR IN PART, INANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. Al information
contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided
"AS I5" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in
assigning a credit rating is of sufficient quality and from sources Moody’s considers to be reliable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance
independently verify or validate information received in the rating process. Under no circumstances shall MOODY'S have
any liability to any person or ertity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any error (negligent or otherwise) or other circumstance or contingency within or outside the corttrol of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, -or (b} any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resuiting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its
own study and evaluation of each secutity it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S INANY FORM OR MANNER WHATSOEVER.

MS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation ("MCO"), hereby discloses that most issuers
of debt securities {including corporate and municipal bonds, debentires, notes and commercial paper} and preferred
stock rated by MIS have, prior to assignment of any rating, agreed to pay to MS for appraisal and rating services
rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MS also maintain policies and
procedures to address the independence of MS's ratings and rating processes, Information regarding certain affiliations
that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have
also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Govermance — Director and Shareholder
Affiliation Policy.”

Any publication into Australia of this document is by MOODY'S &ffiliate, Moody's lnvestors Service Pty Limited ABN 61
003 399657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients” within the meanirig of section 761G of the Corporations Act 2001. By continuing to access this
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document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client” and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act
2001. :

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody’s Japan K.K. (‘MJKK") are
MIKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities. In
such a case, “MIS” in the foregoing statements shall be deemed to be replaced with “MJKK", MJKK is a wholly-owned
credit rating agency subsidiary of Moody’s Group Japan G.K., which is wholly owned by Moody's Overseas Holdings Inc.,
a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of
the issuer or any form of security that is available to retail investors. It would be dangerous for retail investors to make
any investment decision based on this credit rating. If in doubt you should contact your financial or other professional
adviser.
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Summary:

lllinois Finance Authority
Advocate Health Care Network; System

US$135.935 mil hosp rev bnds (Advocate Hith Care Network) ser 2012 due 06/01/2047
Long Term Rating AA/Stable New

Rationale

Standard & Poor's Ratings Services assigned its 'AA' long-term rating to the lliinois Finance Authority's $135.9 million
series 2012 fixed-rate bonds issued for Advocate Health Care Network (AHCN). Standard & Poor's also affirmed its
'AA’ long-term rating and, where applicable, its 'AA/A-1+' and 'AA/A-1' ratings on various other series of bonds issued
by the authority on behalf of AHCN. The outlook on all ratings is stable. The series 2012 issuance could go up to $150
million, depending on the premium structure and pricing.

The 'A-1+' short-term component of the rating on the series 2003A, 2003C, 2008A-1, 2008A-2, 2008A-3, 2008C-3B,
and 2011B Windows bonds reflects the credit strength inherent in the 'AA’ long-term rating on AHCN's debt and the
sufficiency of AHCN's unrestricted assets to provide liquidity support for the aforementioned bonds. Standard & Poor's
Fund Ratings and Evaluations Group assesses the liquidity of AHCN's unrestricted investment portfolio to determine
the adequacy and availability of these funds to guarantee the timely purchase of the bonds tendered in the event of a
failed remarketing. Standard & Poor's monitors the liquidity and sufficiency of AHCN's investment portfolio on a
monthly basis.

The 'A-1+' short-term component of the rating on the issuer's series 2008C-2A and 2008C-3A bonds and the 'A-1'
short-term component of the rating on the series 2008C-1 and 2008C-2B bonds reflect the standby bond purchase
agreements (SBPAs) in effect from various financial institutions. The short-term component of the ratings assigned
represents the likelihood of payment of tenders and reflects liquidity facilities that cover all of the bond series.

The providers of the liquidity facilities are as follows:

¢ Series 2008C-1: JPMorgan Chase Bank N.A. (A-1), expiration Aug. 1, 2016
¢ Series 2008C-2A: Wells Fargo Bank N.A. (A-1+), expiration Aug. 1, 2015

¢ Series 2008C-2B: JPMorgan Chase Bank, expiration Aug. 1, 2017

¢ Series 2008C-3A: Northern Trust Corp. (A-1+), expiration Aug. 1, 2017

The 'AA’ long-term rating reflects our view of AHCN's strength as the Chicago area's largest health system (with total
operating revenue of $4.6 billion in 2011 and a balance sheet with $7.1 billion of total assets) as well as its good
operating performance, strong and consistent coverage, and stable and healthy unrestricted liquidity with fairly light
debt. In addition, AHCN's strong physician relationships and practice in managing care under capitated risk and
through shared savings programs, including the Medicare ACO demonstration project, are credit strengths in light of
some of the anticipated changes related to health care reform. Although we do anticipate some declines in operational
liquidity given the heightened capital spending during the next few years, we do anticipate such declines to be
temporary and that operational liquidity (days' cash on hand) will return to the mid-200s during the medium term.
During the short term, however, we do anticipate continued strong cash flow and healthy coverage to support the
rating as AHCN focuses on expense management and backfilling volumes that may be lost as a result of lower
utilization (linked to both better care management and fewer readmissions).

Standard & Poor's affirmed its ratings on AHCN in July 2012. Since then, we've received two additional quarters of
unaudited financials that are in line with expectations. Although the series 2012 transaction was unanticipated,
management had reported in July 2012 that some additional debt was likely during the next three to four years
because it had forecast higher capital spending at our previous review. Given the interest rate environment and some
other key timing factors, management and the board decided to accelerate the debt issuance. And with operations and
the balance sheet remaining sound, and with Advocate's market presence remaining strong, we believe the debt is
absorbable at the current rating. Also, we anticipate no additional new money debt during the next one or two years.

The 'AA’ long-term rating further reflects our view of AHCN's:

¢ Good financial profile, with operating margins of more than 4% for the past four years and an unaudited operating
margin of 4.25% through the first nine months of fiscal 2012, and consistently strong maximum annual debt service
(MADS) of more than than 6x for the past several years;

¢ Robust balance sheet measures, as demonstrated by still light pro forma leverage of 25% and by solid liquidity and
cash to pro forma debt equal to 285 days' cash on hand and 257%, respectively, as of Sept. 30, 2012;

¢ Continued leading 15.8% market share through the second quarter of 2012; and
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« Position as Chicago's largest and most successfully integrated health delivery system, with approximately 3,200
licensed beds and more than 5,600 physicians, 4,150 of whom are affiliated with Advocate Physician Partners, a
joint venture between Advocate and clinically and financially aligned physicians with the purpose of providing
cost-effective health care to patients in the communities Advocate serves.

Partly offsetting the above strengths, in our view, are:

* AHCN's very strong competition in the greater Chicago market of both other systems and large academic medical
centers;

» A market consolidation that could affect AHCN as an acquirer or with new ownership at a competing facility (AHCN
recently announced a non-binding letter of intent, or LOI, to acquire Sherman Health System in Elgin); and

¢ AHCN's heightened capital spending during the next few years as a few major projects are started and completed,
which could dampen unrestricted liquidity growth during the short term.

Total long-term debt at Dec. 31, 2011 was $1.221 billion. This includes debt classified on the audited financial
statements as a current liability subject to short-term remarketing agreements, which Standard & Poor's treats as
long-term debt for the purpose of our debt-related ratios. The rated bonds are the general, unsecured joint, and several
obligations of the obligated group, which consists of the parent, AHCN; Advocate Health and Hospitals Corp., which
includes most of Advocate's acute care facilities; Advocate North Side Health Network, which includes Advocate
lllinois Masonic Center; and Advocate Condell Medical Center. However, this analysis reflects the system as a whole.

The series 2012 proceeds (along with any premium) will primarily pay a portion of the capital costs associated with the
projects at Advocate Christ Medical Center (total project costs for the patient bed tower project are about $256

million) and at Advocate lllinois Masonic Hospital (total costs for the Center for Advanced Care, focused on cancer
and digestive diseases, are about $96 million). Both of these projects were included in Advocate's capital forecasts for
the next three years. Project completion for these key projects is estimated at fall 2016 for Christ Medical Center and
at spring 2015 for lllinois Masonic Hospital.

Since our latest review, operating performance (excluding joint venture income, unrestricted contributions, and
investment income) has continued to be strong at an unaudited 4.27% margin ($151.8 million), compared with a 2.6%
margin at the end of the first unaudited quarter of fiscal 2012. Good outpatient volume growth, a focus on general
expense management, and some improvement in insurance expenses have contributed to good performance in the
current year. Management anticipates ending the year with an approximate 5% operating margin, and fiscal 2013 will
likely be a bit lighter at about 3% given that AHCN budgeted for the Medicare sequestration cuts as well as the full

year of recent Medicaid cuts. The balance sheet on a pro forma basis remains quite strong despite the increase in debt.
Unrestricted cash is at a solid 285 days' cash on hand and cash to pro forma debt and leverage are strong at 257% and
25%, respectively. Capital spending through the first nine months of fiscal 2012 was $209 million, with a little less than
$300 million anticipated to be spent through the calendar year {down from the budgeted $500 million because of
changes in start dates of certain projects). We continue to anticipate capital spending to proceed at a steady clip of in
2013, 2014, and 2015 before returning to more stable levels as discussed in our prior report. The new bed tower at the
Christ Medical Center will provide some additional beds, primarily critical care beds, which will help with throughput
from the emergency room. Management anticipates that the ambulatory center at the lllinois Masonic Center facility

will enhance and consolidate outpatient services related to oncology and digestive diseases.

AHCN's primary service area is quite broad, covering six counties, but is also quite fragmented. AHCN's market share,
however, remains strong, at a leading 15.8%, while Presence Health's market share is second at a stabilized 10.4% and
Northwestern Memorial Hospital's is at a stable 5.7%. AHCN and Sherman Health (BBB) recently announced a
non-binding LOI to merge, and we anticipate that a final definitive agreement will be executed in mid-calendar 2013.

We will more fully incorporate the impact of Sherman into ACHN's credit profile once plans are finalized and once we .
receive details on how Sherman Health would be incorporated into the network. We believe that overall competition in
the market could increase because Presence Health is restructuring its organization and because Centegra Health
System (A-/Stable) has plans to build a new hospital about 16 miles from Advocate Good Shepherd (and about 10
miles from Sherman) during the next few years.

For more detailed information regarding the credit, please see our most recent report on AHCN published July 24,
2012 on Ratings Direct on the Global Credit Portal.

Outlook

The stable outiook reflects our view of AHCN's continued market leadership, extensive physician network, and solid
financial profile. Given the heightened capital spending during the next few years, a higher rating is unlikely. However,
we could consider raising the rating in response to continued strong operations and a sustained improvement in
unrestricted liquidity to roughly 325 days' cash on hand (as the service area is highly competitive and given the recent
Chicago area market trend of consolidation). Given our view of AHCN's strong market position, consistent financial
profile, and good financial flexibility, we are also unlikely to lower the rating during the next year or two. However, we
could consider lowering the rating if AHCN's debt service coverage declines to and remains at approximately 4x or if
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operational liquidity decreases to and stabilizes at about 200 days' cash. Although we believe that AHCN could absorb
Sherman Health into its credit profile, we will more fully evaluate that transaction as it is finalized. We do not
anticipate any additional new money debt issuances during the next one to two years.

Related Criteria And Research

¢ USPF Criteria: Not-For-Profit Health Care, June 14, 2007

¢ USPF Criteria: Contingent Liquidity Risks, March 5, 2012

¢ USPF Criteria: Commercial Paper, VRDO, And Self-Liquidity, July 3, 2007
o USPF Criteria: Bank Liquidity Facilities, June 22, 2007

lllinois Fin Auth, lllinois

Advocate Hith Care Network, lllinois

lllinois Finance Authority (Advocate Health Care Network)

Long Term Rating AA/Stable Affirmed

lllinois Finance Authority (Advocate Health Care Network) hosp VRDB ser 2008C-1

Long Term Rating AA/A-1/Stable Affirmed

lllinois Finance Authority (Advocate Health Care Network) hosp VRDB ser 2008C-2A

Long Term Rating AAJA-1+/Stable Affirmed

Ilinois Finance Authority (Advocate Health Care Network) hosp VRDB ser 2008C-2B

Long Term Rating AAJA-1/Stable Affirmed

lllinois Finance Authority (Advocate Health Care Network) hosp VRDB ser 2008C-3A

Long Term Rating AAJA-1+/Stable Affirmed

lllinois Finance Authority (Advocate Health Care Network) hosp VRDB ser 2008C-3B

Long Term Rating AAJA-1+/Stable Affirmed

lllinois Fin Auth (Advocate Hith Care Network) rev bnds

Long Term Rating AAJA-1+/Stable Affirmed
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VERIFICATIONS

ATTACHMENT #7 -

In compliance with the rules of the Health Facilities Services and Review Board (the “Board”),
Advocate Health and Hospitals Corporation (“Advocate™), provides the following verifications in
connection with the change of ownership (the “Project”) of Sherman Health System, which is the sole
member of Sherman Hospital (the “Facility”):

1. Categories of Service. Pursuant to §1130.520(b)91) of the Board rules, Advocate hereby
verifies that the categories of service and number of beds at the Facility, as reflected in the Inventory of
Health Care Facilities, will not substantially change for at least 12 months following the Project’s
completion date.

2. Three-year Ownership. Pursuant to §1130.520(b)(5) of the Board rules, Advocate hereby
verified that it intends to maintain ownership and control of the Facility for a minimum of three (3)
years.

3. Charity Care Policy. Charity Care Policy. Pursuant to §1130.520(b)(7) of the Board rules,
Advocate has reviewed the existing Sherman charity care policy and commits that it will maintain a
charity care policy that is not more restrictive than the existing Sherman policy (which has been in
place for more than one year) for a two-year period following the change of ownership transaction.

4. Completion of Project. Pursuant to §1130.520(b)(8) of the Board rules, Advocate hereby
verifies that it understands that failure to complete the Project in accordance with the applicable
provisions of §1130.570 of the Board rules no later than 12 months from the date of exemption
approval (or by a later date established by HFSRB upon a finding that the project has proceeded with
due diligence) and failure to comply with the material change requirements of §1130.520(b)(8) will
invalidate the exemption. '

Signature of Authorized Officer: % g \CJRIS L&)i\

Typed or Printed Name of Authorized Officer: James H.Skogsbergh

Title of Authorized Officer: President & CEO
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STATUS OF OUTSTANDING PERMITS

ATTACHMENT #8

Sherman Hospital has one outstanding permit, #05-054, that is in the process of being closed as this
application is being filed. Sherman Hospital intends to close out the permit prior to consummation of
the Transaction and such closure will be a condition of the Transaction.
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2025 Windsor Drive | Oak Brook, Illinois 60523 | T 630.572.9393 | www.advocatehealth.com

January 14, 2013 RECE'VED

JAN 15 2013
Mr. Dale Galassie, Chairman HEALTH FACILITIES &
Illinois Health Facilities and Services Review Board SERVICES REVIEW BOARD

525 West Jefferson, 2™ Floor
Springfield, IL 62761

Re: Advocate/Sherman ~ Change of Ownership Exemption

Dear Chairman Galassie:

We are pleased to submit to you our Change of Ownership Exemption Application for the
integration of Sherman Hospital into Advocate.

It is a joy to bring to you this transaction, because we see that Advocate and Sherman together -
can be greater than the sum of our collective parts. We share a commitment to clinical
excellence and hold similar corporate values. We believe this transaction will improve the
delivery of health care, and for that reason this plan has been embraced by the communities
we serve.

We would like to complete this transaction before the first of May. To help that happen, we
ask the Board’s assistance in scheduling the Project for consideration at its March meeting. We
will be expeditious in getting the State Agency any additional information necessary for its
review.

As always, we look forward to working with the Board to move ahead on plans for better health
care.

FR Climghey

James H. Skogsbergh
President and CEO

cc: Richard B. Floyd




