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Carle Clinic Statistics

* Number of specialties = 55

* Number of CCA physicians = 318
(includes MD, OD, PhD, DDS)

* Number of CCA APPs = 184

* Number Non-Carle referring providers = 1,832
(includes mid-levels; as of CY09)

* Total patients for CY09 = 203,688
* Total visits for CY09 = 2,065,265
» CY09 Net Revenue = $360m

* Total employees = 2,055
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Carle Foundation Hospital Statistics

* Beds = 315

» Admissions (w/ newborns) = 19,997

* Births = 2,324

» Average daily census = 216

* ED patients = 56,741

 Surgeries = 13,089

» Hospital employees = 2,435

* Net patient services revenue = $456m
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2008 Jan-March
Future of CCA — CFH Integration

* General agreement that an integrated organization
would have major advantages in strategic, operational
and financial activities.

» Received challenge by Carle Foundation CEO to put a
proposal on the table for evaluation.

» Clinic engages consultant to lead discussion on
integration options.
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2008-Major Barriers to Future
Integration

1. For-profit status requires shareholders to receive a fair
market value for consideration for giving up ownership.

2. Value of Health Alliance based upon a recent health
plan sale in the area is estimated at between $250.0 -
$300.0 million.

3. Commitment to that large capital payment would make
the organization capital starved for 5-10 years.

4. Leadership
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Clinic/Hospital Dis-Integration

Summer 2008

» Agreed to disagree, merger talks stalled

» Worked on hospital operating structure to
include physicians

» Strategically, at national and regional
levels, trends are concerning
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Surrounded by Integrated Systems

Advocate Healthcare
Rush

OSF Healthcare System
Hospital Sisters
Memorial Health System

Clarian Health
Ascension
St Vincent Health

Aggressive Independent

Hospitals
0 Clinic

OSF Healthcare Systems
Geographical Reach
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August 8: Stark IV

Prohibited physicians from owning ancillary technical revenue
streams from hospital patients that they order tests on:

— Shareholders performed over 97% of all hospital services

— CCA received $39M in payments from CFH for the technical
component

— About $15M from Medicare-Medicaid

Involved all Clinical Lab, Imaging, Cardiology, Radiation
Oncology provided in hospital inpatient/outpatient

System integrated around clinical information management and
billing systems

Depending on how we split it up we lose between $20M
(disintegration-no sale) and $40M in net revenue (sell)
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Opportunities to address challenges

The CCA Board of Governors (BOG) identified the fol  lowing
guidelines to use in evaluating the strategic optio ns.

Deliver a seamless continuum of care for patients.
Maintain stability of the physician and clinic workforce.

Remain competitive with health systems in the region,
now and in the future.

Consider financial, legal and consumer expectations for
systemic change in the health systems.

Continue to nurture the vision of Carle as a single entity
throughout the region.
Integration of the patient care environment and sta  hilizing

the physician workforce are viewed as the BOG's top
priority when evaluating the strategic options. C]inic




Key Drivers for Change
Guidelines for Evaluating Options

The CCA Board of Governors (BOG) identified the fol  lowing
guidelines to use in evaluating the strategic optio ns.

* Remain a leader among health systems in the region, now and in
the future.

» Deliver a seamless continuum of care for patients.

» Create physician leadership and paired management structure.

» Maintain strategic and financial value of HA.

» Maintain stability of the physician and clinic workforce.

» Ensure financial stability.

» Improve operational efficiency.

* Minimize legal and regulatory friction.

* Promote the brand of Carle as a single entity throughout the region.

Integration of the patient care environment and sta  hilizing

the physician workforce are viewed as the BOG's top %ade
priorities when evaluating the sftegic options. Clinic

Key Drivers for Change
CCA Strategic Options

The traditional model that has served Carle well in the past is unlikely to hold up
in the future given the current market and regulato ry and economic landscape.

» CCA leadership analyzed two divergent strategic options
that will ensure that it remains competitive in the evolving
market.

— Intergration: Integrate by sale and/or merger of all of
CCA with CFH

» Needed October 1, 2009, solution

— Co-existence: Separate and become competing
entities

» Needed October 1, 2009, solution
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Integration

» September: Integration back on the table

» September: Non-merger alternatives evaluated
because merger was not feasible by October 1,
2009

» October: Both Boards endorsed planning process
to develop LOI and develop October 1 options

Card
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Integration

* Major economic downturn

» Both HHS Stark section leaders resign
December 1 - no one to talk to at HHS
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Integration

Dec.: Financial and tax implications studied
— Concluded we could proceed with merger

Jan.- Feb.: Mission/Vision documents developed

Feb.: Governance, leadership, management structures
developed

March: LOI terms proposed by CF to CCA
Still no HHS Secretary

Quantifying significant costs to meet Stark IV compliance Oct 1

March: engaged lobbyist to seek delay
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CCA and CFH desire to integrate the healthcare deli  very
system and become a destination for healthcare that
competes with the expanding health systems in the r egion.

Joint Vision

Carle will improve the health of the people we
serve by providing world-class care that is
patient-focused, physician—led, accessible,
financially secure, and becomes a magnet

for the best people.
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Goals

As a merged entity CCA and CFH will pursue the foll  owing goals. I

World Class Care - We will attain the highest quality of care and service to our
patients through a shared organizational focus on patient-centered care, safety,
service, and value to our patients. We will become a regional destination for
health care.

Physician Led - We will be a physician-led organization and will develop
physician operational leadership and will have broad physician participation in
system governance.

Strategic Growth - We will expand regionally and will develop aligned payer
strategies.

Integration - We will integrate and align physician practices and hospital
services into a single entity enhancing a more efficient health care delivery model
that generates exceptional value to our patients and purchasers.

Community Stewardship - We will be good stewards in the community,
providing care to all individuals regardless of their ability to pay, providing jobs,
and improving the health of the communities we serve.

Magnet Workplace - We will become the preferred employer for health care
professionals.

Education and Research - We will advance research and medical education in
the region.

Financial Stability - We will consolidate operations and eliminate

duplicated clinical and non-clinical services to increase efficiency :C ]
and greserve the community benefit and financial value of the =

combined organizations. 19 C]ini C

Integration

» April: CF LOI accepted by CCA BOG
— October 1 delayed sale agreement for ancillaries

FMV -$220-60 subject to due diligence for CCA and
HA, proposed payout over 5-7 years

Governance- 4 physicians on 14 member expanded
BOG, 2 physicians on Executive Committee
Leadership- Dr. Leonard, CEO and President of CF,
Dr. Wellman, CEO of Carle Clinical and Hospital

Physician Council chaired by Dr. Wellman
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Integration Option
Governance — Board of Trustees

The Board of Trustees of The Carle Foundation will
for carrying out the mission and vision of the comb

have ultimate authority
ined organization.

The Board of Trustees may increase to 14 members, composed of

10 community members, 4 physician members, the President/CEO

(James C. Leonard, M.D. ) of the corporation ex-officio, non-voting,

CEO of Carle Clinic Physicians (R. Bruce Wellman, M.D.) ex-officio,
non-voting.

The President/CEO will be the principal executive officer of the
corporation and shall in general supervise and control all of the
business and affairs of the corporation.

The CEO of Carle Clinic Physicians will be responsible for clinic and
hospital operations, working collaboratively with the President/CEO
to lead the executive leadership.
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Integration Option
Governance — Executive Committee
The current composition of the Foundation Hospital Board

will be the Executive Committee of the Board of Tru  stees with
the following modifications to ensure physician int egration:

The number of executive committee members may be
increased from 5 to 7 members, with 2 slots reserved
for physician members.

Membership on the Nominating Committee would
also include the CEO of Carle Clinic Physicians

(R. Bruce Wellman, M.D.) as an ex officio nonvoting
member.
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Governance — Physician Council

The proposed role of the Physician Council will include:

* Meeting monthly to review progress, performance, and issues related to the
Physician Council role.

* Recommending physician members to the Nominating Committee for CF
Board positions.

» Providing input to the Board of Trustees on the performance of the
President/CEO, CEO of Carle Clinic Physicians, and senior management.

¢ Providing input to the Board of Trustees on the selection of the
President/CEO, CEO of Carle Clinic Physicians.

¢ Reviewing physician performance and quality assessment activities.

¢ Recommending physician income distribution formula and results.

¢ Reviewing and providing direct input regarding the annual physician
recruitment plan.

¢« Recommending additional services to be provided at, and/or existing
services to be eliminated from, the merged entity.

¢ Providing input on equipment and annual capital expenditure
recommendations for the merged entity.
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Merger Option
Financials — Summary Projections

Preliminary financial projections for the merged en tity indicate
increased access to capital and improved financial stability.

Operating Revenue $1,654,778 | $1,704,42 | $1,755,554 | $1,808,22 | $1,862,467

Non-Operating Income 5,000 30,356 34,823 39,709 44,967

The combined entity could potentially issue:

* Up to $275 million of new debt, and maintain ratings in the ‘AA’
Category, $100 million of incremental debt.

* Up to $375 million of new debt, and maintain ratings in the ‘A’ Category,
$200 million of incremental debt.

NOTE: The 5 year projections illustrated below are taken from the Goldman Sachs debt capacity analysis and assume the issuance of $175 million in
additional debt during the fiscal year 2009.

Integration

» April-CF LOI accepted by CCA BOG

— Management - paired physician and administrator, service line
structure

— Compensation Pool - Average RVU based allocated by
physicians, reviewed and approved by Parent lay Board

— Market Benefits - 15% of comp
— Employment agreements to be developed
— FMV range for Clinic, Ancillaries

* 2009
— Beginning Oct 1 Clinic begins to lose $2-3M per month
— Close by Jan 15, 2010
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Non-Merger Options

In the event CCA and CFH cannot come to agreemento  n the
terms of a merger, the alternatives is for the orga  nizations to
remain independent and increasingly compete.

Under the non-merger options, CCA and CFH will remain separate
organizations providing locally respected programs and services but with
competing interests.

The traditional model that has served Carle well in the past is unlikely to
hold up in the future given the current market and regulatory and economic
landscape.

The Stark IV regulations require CCA to restructure ancillary services,
resulting in lost revenue and the fragmentation of patient care at Carle.

All result in an annual decrease in margin of between $20-$40M

Several restructuring options have been evaluatedt o determine a
fall back position in the event merger terms areno  t reached.
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Conclusion and Recommendation
Comparison of Strategic Options

CCA Integration with CFH will provide operational a  nd strategic benefits that
will better position the hospital and physicians fo r continued success.

Regional Expansion

e} @,

Hospital Physician Leadership

Physician Autonomy and Ownership

Physician Workforce Stability

Financial Stability

Operational Efficiency

Legal and Regulatory Compliance

OO00O®O

Overall
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Conclusion

CCA leadership considers a merger to be the preferr  ed strategic option to
ensure hospital/physician alignment and stabilize g rowth of the health system.

Integration between the organizations will create the platform from which to build
and implement a single strategy for the Carle enterprise.

Integration will refocus resources from internal negotiations to the external
market and growth opportunities, and would serve as an enabler to create a
seamless delivery system for patients and caregivers.

The Carle enterprise will create efficiencies across the delivery system,
eliminating duplicative infrastructure that exists between the Clinic and Carle
Foundation.

Integration will position the organization for retention and recruitment, given the
needs and wants of future providers.

Co-existence solves none of our strategic issues and creates major operational
issues

CCA Integration with CFH will provide operationala  nd :C ]
strategic benefits that will better positié)gn the ho spital and =P~
physicians for continued Success. Chmc




