Avarag & Marsal Valustion Sorvicos, LLC
88 Was! Monroe Sireet, Suite 4000
Chicego, IL 60803

Phohe: +1 312 801 4220

Fax: 41 312332 4560

October 1, 2014

Mr. Mathew S. Hapley

Director of Strategic Affiliations
OSF HealthCare System

800 NE. Glen Oak Avenue
Peoria, Illinois 61603

As requested, Alvarez & Marsal Valuation Services, LIC (CA&M VS”) has performed a
valuation of Mendotz Commmnity Hospital ('Mendota™) and cerfain assets (the “Subject
Assets™} associated with Mendota as of August 31, 2014 (the “Valuation Date™). I is our
understanding hiat OSF HealthCare System ("OSF") is contemplating a potentiat affiliation with
Mendota {the “Transaction™). Management of OSF (Management™) has requested that A&M
VS assist with an assessment of the fair market value' and fair value of

a. the business eaterprise of Mendota, an Iinois not for profit corporation, on a going
concem basis;
b. the real property owned by Mendota located in Mendota, Hiinois, meluding
i. the hospital at 1401 East 12 Street,
ii. the old hospital property and medical office building located at 1315 Memonal
Drive,

it a medical office building located at 1315 Meridan Street,
iv. 2 medical office building located at 1404 W. Washington Street, and
v. Approximately 96.5 acres of farm land identified as parcels 03-20-417-000 and
03-29-204-000;
c. the personal property owned by Mendota at the owned and leased locations; and
d. identified intangible assets associated with the operation of Mendota, if any.

It is our understanding that our work will be used for the purposes of reporting requirements with
respect to financial and regulatory reporting regarding the Transaction. The scope of our work
was himifed to the analyses we deemed appropriate and necessary to prepare our assessment of
the fair values ("Opinion”) as stated herein.

! Fair Market Value is defined 25: “The price at which the property would change hands between 2 willing buyer and
a willing seller when the Somer & not under zny compalsion to buy and the Iaiter is not wnder zny compulsion to
sefl, both parties having reasonable knowledge of relevant facts. ™ (Treas. Reg. 20.2031-1(b); Rev. Ruling 59-60,
1959 CB. 237).
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Our analyses and report are intended solely for your use as described in our engagement lefter
dated September 35, 2014. The report may be used only for the purposes described above.
Neither the report por ifs contents nuiy be referred to or quoted in any repistration statement,
prospecias, Joan or other agreement or document without prior written conseat of AGM VS,

Executive Sumimary

We have considered the prevailing econoniic and mdustry environments, the history and nature
of Mendotz and the expected performance of Mendotz as reflected in the prospective financial
information ("PFI") and described by Management.

Scope of the Engagement
The scope of our work consisted of the identification, analysis and valuation of the Mendota
business enterprise and the Subject Assets which included the following:

= Real Property and Related Assets;

*  Personal Property and Refated Assels;

* [Intanpible Assets.

Assets and liabilities not identified above were excluded from the scope of our engagement.

Sources of Information

For the purpose of our amalysis, the primary wriften documents and records provided by
Management were as follows:

= Projected financial information;
= Audited and intemally prepared historical financial information; and
= Other miscellaneous documents,

The information provided by Management has been assumed, without farther independent
venification, to cotrectly represent the results of five actual andfor estimated operations and the
financial condition of Mendota.

Public information and industry and statistical information bave been obfained from sources we
believe to be reliable. However, we make no representation as to the accuracy or completeness
of such information and have performed nc procedures to conruborate the information.

The PFI was provided by Management and prepared by Mendota Manzgement utilized a third
party healthcare industry consulting firm to assist them in identifying and making adjustments to
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the PFI provided by Mendota. A&M VS had discussions with Management regarding the PFI
including discussions regarding the basis for expectations of future financial performance. The
PFI was also compared to historical treads of Mendota and the performance of selected publicly-
traded guideline companies and private guideline transactions.

We have made certain adjustmepts to the historical information and PFI provided by
Manapement considering the standard of valoe, the natire of the business and discussions with
Manapgement. In particniar, we included the payment of corporate income taxes despite the tax
exempt status of OSF and Mendota as requured by the standard of fair marke! value. Based on
all of the above, we confinned that the PFI reflects Management's best estimate of the
assumptions a hypothetical buyer and seller would wse in pricing Menadota and was appropriate
for use in our analysis. Our work does not constitule an examination, compilation or an agreed-
upon procedures assignment as described in the American Institute of Certified Public
Accountants ("AICPA™) Professional Standards, Attestation Standards Section 200, Financial
Forecasts and Projections.

Standard of Vaine

Fair value 1s defined in FASB ASC Section 820-10-35 25 “the price that would be received to
sell an asset or paid o transfer a liability 1n an orderly fransaction between market parficipants at
fhie measurement date.™

ASC 820 provides several key principles of fair value measurement:

= Fair value should reflect an exit price, the price that would be accepted to sell the
asset.

» The hypotheticai transaction is assumed fo be an orderly transaction, not a forced
sale.

» The assef (liability) is transferred in an exchange between market parficipanfs.

* Fair value should reflect the perspective of a markef participant that holds the asset or
owes the liability; thus, it would reflect ifs highest and best use.

* The hypothetical tramsaction is assumed fo occur in the principal or most
advantageous market.

» Fair value sbould not reflect any adjustment for transaction costs, but it may include
transpottation costs in certain circumstances. ‘

« The highest and best use defermines the premise of vale, either imuse (in
combination with other assets as installed or otherwise configured) or in-exchange
{stand-alone).

Fair morket value is defined by Intemal Revenue Services as “the price at which the property
would change hands between a willing buyer and a willing seller, neither being under
compulsion to buy or to sell and both having reasonable knowledge of relevant facts.™ Maay of
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the underlying concepts and principles of fair mariet value are similar to those of fzir vahue but
there can be differences under certain circomstances. The differences are usually insignificant
andlmlmso&m&no@,owmcmﬁmmmemummmmmdm
referred to as fair values.

Premise of Valne

Fair value is established based on premise of value and underlying analytical approaches
appropriate to the facts and circumstances perfaining to the varions classes of assets valued. Our
vahuation assumes that, unless identified otherwise in this report, the highest and best use of the
assets will contimee to be as a group in the ongoing hospital business. Therefore, we recognized
the highest and best use of the assets to be as installed and as used, and we valued the assets
under an in-use premise. In the case of the personal property assets, the premise of value in-use
includes the additional value related to the freight. tax. installation and other costs that were
incurred when the personal propesty assets were placed info service.

Valnatiorn Approaches

In developing our opinions, we considered three approaches fo value for Mendota and the
Subject Assets and chose the most approprizte approach or approaches for each Our
conclusions rely on the appreaches judged fo be most appropriate for the purpose and scope of
our analysis, as well as the nature and reliability of the available data. The three approaches to
value are summarnized as follows:

= Income Approach

The income approach is a way of developing a value indication for a business, tangible or
intangible asset or lability using one or more maﬂwds that convert anticipated econonzic
benefits or obligations into a present single amount.? The discounted cash flow method is a
methndwhembythepresem value of future expected net cash flows is calculated using a
discount rate.?

= Market Approach

The market or sales comparison approach is a general way of estimating the value of a
business, security, tangible, or intangible asset using one or more methods thatmmmﬂle
subject to similar investments or assets that have been sold or offered for sale.* Sales and
offering prices for the comparable investments or assets are adjusted to reflect the difference

* ATCPA Statement on Standards for Valuation Services No. 1, dppendix B: Imternational Glossary of Businees
I’alumm Tarms, 45.

Ilmi_ 43.

4 ternational Glossavy of Businsss Paluation Terms, 45.
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betvreen the investment of asset being valued and the comparable investments or assefs, such
as historical financial condition and performance, expected economuc benefits, time and
terms of sale, ufility. and physical characferistics. The adjusted prices of the comparable
assets provide an indication of vaine for the subject asset.

=  Cost Approach

The cost or asset approach may be viewed as a general way of defenmining a value indication
of an individual assetbvquajmfymgtheamm of money required fo replace the fiature
service capacity of that asset.’

Application and Methodology

Business Enferprise Valne of Mendota

Both income and marke! approaches were applied to defermiine the fair value of the Total
Invested Capital ("TIC") Mendota. In particular, we used a discounted cash flow analysis
("DCF™) and market-denived multiples of revemme, eamings before inferest taxes depreciation
and amortization (EBITDA™). The discounted cash flow analysis was used to defermine the
enterprise value of Mendota based on the PFL In addition to the PFL the discounted cash flow
method relies upon a discount rate and a long term growth rate. The discount rate is the rate used
to convert the annual cash flows as represented in the PFI info a present value. The appropriate
discount rate to estimate enterprise value is the weighted average cost of capital C"WAQCT) that
reflects the required rates of retum on debt and equity by the investors in the business.

Our market approach mncluded derivation of market multiples from publicly-traded guideline
compantes in the hospital manapement business as well as market multiples observed in private
transactions where individual hospifals were acquired. We further defined the observations from
private fransactions to include only critical access hospitals.

By adding the value of liabilities not considersd to be components of invested capital, typically
the habilities being included in Net Working Capifal, to our estimate of the Total Invested
Capital, we arrive at an estimate of the aggregate fair value of the canmlative Total Assets.

" Real Property '

As of the date of this letter, three® of Mendota’s owned assefs were under contract for sale or
were subject to a Lefter of Intent to Purchase. Based on discussions with Mendota’s real estate

Emd., 43,
é 1) 1,276+/- SF office building located at 1315 Meriden Street: Salos Contract dated 914/14 for $70,500;
2} 2.06+/- acres vacant land at 1315 Memonial Dave: 101 dated 77112014 for $300,000; and

5
A
§ &
H M

Attachment 3

Page 35 Exhibit B

Fair Market Value Summary




Mr. Mathew S. Hanley
OSF Healthcare Systems
Qctober 1. 2014

broker as well as our independent research, the contract prices were determined to be reflective
of fair value. As such, the fair value of these assets has been recorded at their confract prices.

In order to estimate the value of land for the new hospital site located at 1401 East 12% Street,
the remaining vacant {and at the old hospital site located at 1315 Memontal Diive, and fhe land
at 1404 Washinpfon Street, we used the sales companison approach by gathering recent sales
transactions of fand sales with similar characteristics as the subject land parcels. We then used
adjustment gnds fo make qualitative and quantitative adjustments fo amive fo our land value.
Mendota was willed approximately 95.6 acres of fanm land in 1968. The land is subject to a
deed restricion whereby the Hospifal cannot sell the land for 99 years and receives rental
income i the interim. In order fo estimate the value of the farm land we utilized the income
approach The estimated cash flow was projected over the remaining term of the restricted
period and discounted back at a market-supported discount rate fo estimate the present value of
the land under its restricted use.

The cost approach was used to calculate the fair value for building and site improvements. The
replacement cost new less depreciation ("RCN-LD”) was by subfracting accrued
depreciation resulting from physical depreciation, fimctional and external obsolescence from the
replacement cost new. Building and sife improvement estimates were based on information
provided by Management, information acquired during site inspections, discussions with
Mendota personnel. and estimates using GIS software. Our cost estimates are based on
guidelines provided by AMarshall Faiuation Service. Due to the specialized nature of the subject
property, the sales comparison and income approaches were pot utilized in estimating the fair
value of the subject buiidings as vacant and sife improvenents.

Personal Property and Reloted Assets

We applied the cost and market approaches to value the personal property and related assets.
The income approach was not considered due to the mefficiency of calculating an income stream
to each individual personal property and related asset considered i the analysis. Within the cost
approach analysis, several techniques are commonly used to facilitafe the process of estimating
the current replacement or reproduction cost new of the assets. The fellowing methods of the
cost approach have been applied withun this analysis: trending and direct costing analysis. The
hisforic costs were indexed (using trend factors) to detenmine the reproduction costs new of the
assets. In some situations, addifional procedures are appropriate fo confinm or adjust the
reproduction cost estimates to better reflect replacement costs. The direct replacement costs
were researched and quantified by confacting Original Equipment Mannfacturers ("OEM”)

3} 1.37+/- acves vecant Iznd at 1315 Memanal Drive: Parchase and Sale Agreement dated 612714 for $300,000.
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and/or their representatives to defermine the cost pew today, and fom standard pricing media
and our data files.

Since the Subject Assets are currently in use and of various age, some deficiency, or loss in
value, needs to be deducted in the form of accrued deprecation to arrive at their value. The
elements of deprecation to be considered are Physical Detenioration. Functional Obsolescence,
and Economic Obsolescence, when applicable. The three forms of deprecation are further
described below:

» Physical is a form of depreciation where loss in valve or usefulness of a property is due to
the using up or expuafion of its useful life cavsed by wear and tear, detenoration
exposure to various elements, physical stresses, and sinular factors.

» Functional Obsolescence is a form of depreciafion in which the loss in value or
usefislness of a property is caused by inefficiencies or inadequacies of the property itself,
when compared fo a more efficient or less costly replacement property that new
technology has developed.  Symptoms suggesting the presence of functional
obsalescence are excess operating cost, excess construction (exoess capital cost), over-
capacity, inadequacy, lack of utility, or similar conditions.

e FEconomic Obsolescence (sometimes called “extemzl obsolescence™) is a form of
depreciation where the loss in value of a property is caused by factors exfernal to the
property. These may include such things as the economics of the industry, availatlity of
financing; loss of material and/or labor sources; passage of new legislation; changes in
ordinances; increased cost of raw materials, Iabor, or utilities (without an offseiting
mncrease in product price); reduced demand for fhe product, increased competition;
inflation or high inferest rafes; or similar factors.

Summary and Conclusions

Based upon the mmformation provided, discussions with Management and our independent
research, as wedl as the analvses perfored and descabed herein, we have concluded that the fair
market valoe and fair valve of the Total Assets of Mendofa as of the Valation Date is

approximately $39.923 million.

The conclusions and opinions expressed herein are subject to the Assumpfions and Limiting
Conditions included in the full valuation report. Additional reievant infonmation and analyses
considered in our opinions will be retained in our work files and will be available for review
upon request. The depth of discussion contained herein is specific to your needs as the client and
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for the intended use as stated.

If you have any questions regarding the results of the analysis. please contact me af (312) 288-
4065.

Very truly yours,

7

Gary 7. Franizen, CFA
Managing Director
Alvarez & Marsal Valuation Services, LLC

| /%
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