


.,

RECEIVED

May 11, 2000

Mr. Steven A. Ralph MAR - 2 2001

President and Chief Executive Officer
Huntington Memorial Hospital J.R.B.
100 West California Blvd.

Post Office Box 7013

Pasadena, California 91109-7013

Re: Engagement Agreement to Provide Strategic Advisory and investment Banking Services
Dear Steve:

We are pleased to submit to you this engagement agreement (the “Agreement”) which sets forth the terms
pursuant to which Shattuck Hammond Partners, a Division of PricewaterhouseCoopers Securities L.L.C.
(“Shattuck Hammond”) shall provide financial advisory and investment banking services Southern California
Healthcare System (“SCHS”) in connection with the activities described herein related to the potential divestiture
of Huntington East Valley Hospital (‘HEVH”) (the “Transaction”).

1. SCOPE OF ADVISORY SERVICES RELATED TO EVALUATION OF DIVESTITURE OPTIONS

Shattuck Hammond will assist SCHS in conducting an overall assessment of options that may exist for SCHS’s
potential divestiture of HVEH, and will consult with the SCHS board and management regarding the feasibility of
creating a competitive offering, maximizing the financial and strategic return to SCHS. As part of this process
Shattuck Hammond will provide the following advisory services:

A. Shattuck Hammond will conduct a preliminary evaluation of hospital operations and real estate interests
assist in defining the financial objectives of the Transaction.

B. Shattuck Hammond will identify potential acquirers of HEVH and will conduct exploratory discussions
to qualify the interest levels of such entities.

C. Shattuck Hammond will, based on the identified interest of potential buyers, construct a Transaction
process to facilitate achievement of the Transaction objectives.

2. SCOPE OF ADVISORY AND INVESTMENT BANKING SERVICES RELATED TO THE TRANSACTION

A. Shattuck Hammond will assist SCHS in soliciting and evaluating proposals from organizations that are
interested in a transaction involving HEVH. In addition, Shattuck Hammond will review potential non-
hospital but healthcare-related uses of the site (e.g., SNF assisted living gero-services, etc) and estimated
terms of a transaction. Note: We will not be undertaking a valuation of the site for non-healthcare uses.
Full analysis of non-hospital uses will require a consultant’s confirmation of the site’s zoning status.

B. Shattuck Hammond will assist SCHS in creating a formal process that includes input from the California
Attorney General’s office.

C. Shattuck Hammond will assist SCHS in Transaction negotiations.

D. Shattuck Hammond will assist HEVH, in conjunction with internal and external legal counsel, in
understanding relevant legal issues that would influence SCHS negotiating strategy or position.

E. Shattuck Hammond will consult with the SCHS board and management to develop final terms for the
Transaction

F. Shattuck Hammond will assist SCHS and HEVH in organizing due diligence relating to a Transaction.

Shattuck Hammond will assist in the review of relevant Transaction documentation.
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3.

H. Shattuck Hammond shall render such other financial advisory and investment banking services related to

L.

the Transaction as may required.

Shattuck Hammond shall, at the request of SCHS. provide a written opinion regarding the faimness of a
Transaction to SCHS, from a financial point of view, including the consideration paid pursuant to the
Transaction (the “Fairness Opinion™), subject to mutual agreement by SCHS and Shattuck Hammond on
the scope, content and fees for such opinion.

COMPENSATION

As consideration for the services provided by Shattuck Hammond hereunder, SCHS agrees to pay Shattuck
Hammond as detailed below:

4.

A. Retainer Compensation

An initial retainer fee of $50,000 shall be paid by SCHS to Shattuck Hammond for the initiation of
advisory services related to the evaluation of divestiture options as defined in Section 1. (“SCOPE OF
ADVISORY SERVICES RELATED TO THE EVALUATION OF DIVESTITURE OPTIONS™).

Success Fee Compensation

(i) For services rendered under Section 2. Herein, a success fee of $250,000 shall be paid by SCHS to
Shattuck Hammond. This fee is in addition to the retainer compensation such that total
compensation would equal $300,000.

(ii) Above success fee compensation is contingent upon and due upon closing of the Transaction.

(iil) In the event that a separate, vet related transaction is contemplated or negotiated involving assets
other than HEVH, a separate fee would apply, the amount of which would be defined by Shattuck
Hammond at such time as this separate transaction were identified. SCHS is under no obligation to
engage Shattuck Hammond for advisory and investment banking services for such separate, yet
related transactions.

Expense Reimbursement

Regardless of whether or not a Transaction is completed, SCHS shall reimburse Shattuck Hammond
promptly upon request on a monthly basis for its reasonable out-of-pocket expenses incurred in
connection with this engagement, including without limitation the fees and disbursements of legal
counsel retained by Shattuck Hammond, if any.

TERM AND TERMINATION

Shattuck Hammond shall be engaged as exclusive investment bankers to SCHS until the successful completion or
closing of the assignment or Transaction contemplated by this Agreement.

Either party hereto may terminate this Agreement with or without cause at any time by delivering a written notice
of such party’s desire to terminate; provided, however, that, unless this agreement is terminated by SCHS for
cause, neither termination of this Agreement nor completion of the Transaction shall affect: (i) SCHS’s obligations
to pay: (A) any compensation earned by Shattuck Hammond up to the date of termination or completion, as the
case may be, (B) Any Success Fee compensation for any Transaction covered by this Agreement which
Transaction closes within twelve months after termination of this Agreement, or (C) the reimbursement of
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expenses incurred by Shattuck Hammond up to the date of termination or completion, as the case may be: and (i)
the indemnification provisions contained in Section 3.

5. INDEMNIFICATION

SCHS shall indemnify Shattuck Hammond Partners, a Division of PricewaterhouseCoopers Securities L.L.C.
(“PWC™), PWC, their affiliates as defined under the federal securities laws, and their respective employees.
managers, directors, officers, members, partners, shareholders, legal counsel and agents (collectively the
“Shattuck Hammond Indemnified Persons™) against all claims, damages, liabilities and litigation expenses
(including reasonable fees and expenses of Shattuck Hammond’s attorney), as the same are incurred, related to or
arising out of its activities hereunder, except to the extent that any claims, damages, liability or expenses are found
in a final judgment by a court of competent jurisdiction (not subject to further appeal) to have resulted from
Shattuck Hammond’s willful misconduct or gross negligence in performing the activities described herein.

If, for any reason, the foregoing indemnity is unavailable to the Shattuck Hammond Indemnified Persons or
insufficient to hold them harmless, then SCHS shall contribute to the amount paid or payable as a result of such
claims, liabilities, loss or damage in such proportion as is appropriate to reflect not only the relative benefits
received by SCHS on the one hand and the Shattuck Hammond [ndemnified Persons on the other, but also the
relative fault of SCHS on the one hand and the Shattuck Hammond Indemnified Persons on the other that resulted
in such losses, claims, damages or liability as well as any relevant equitable considerations. The indemnity and
contribution provisions set forth herein shall remain in full force and effect regardless of the termination of this
Agreement.

6. OTHER AGREEMENTS

A. THIS AGREEMENT SHALL BE GOVERNED BY, AND CONSTRUED IN ACCORDANCE WITH,
THE LAWS OF THE STATE OF CALIFORNIA APPLICABLE TO CONTRACTS EXECUTED IN
AND TO BE FULLY PERFORMED IN THAT STATE WITHOUT REGARD TO THE CONFLICT OF
LAWS PRINCIPLES THEREOF.

B. SCHS agrees that any information or advice (including, without limitation, any Valuation ) rendered by
Shattuck Hammond or its representatives in connection with this engagement is for the confidential use
of SCHS’s respective Boards of Trustees only in their evaluation of a Transaction and, except as
otherwise required by law, SCHS will not, and will not permit any third party to, disclose or otherwise
refer to such Fairness Opinion, advice or information in any manner without Shattuck Hammond’s prior
written consent.

C. This Agreement does not create, and shall not be construed as creating rights enforceable by any person
or entity not a party hereto, except those entitled to the benefits of the indemnification and contribution
provisions hereof. SCHS acknowledges and agrees that Shattuck Hammond is not and shail not be
deemed to be a fiduciary of SCHS and shall have no duties or liabilities to the creditors of SCHS or any
other person by virtue of this Agreement or the retention of Shattuck Hammond hereunder, all of which
are hereby expressly waived.

D. This Agreement constitutes the entire understanding between the parties hereto with respect to the subject
matter hereof and cannot be amended except in writing signed by both parties. The benefits of this
Agreement shall inure to the respective successors and assigns of the parties hereto and of the
indemnified parties hereunder and their successors, assigns and representatives, and the obligations
assumed in this Agreement by the parties hereto shall be binding upon their respective successors and
assigns.
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If the foregoing correctly sets forth our understanding, please return signed copies of this Agreement to the
undersigned.

X Very truly yours,

Agreed, Accepted and Approved:

SOUTHERN CACJZORNIA BERLTHCARE SYSPEM
By: _

Title: @l‘%
Date: 3= LS“" 0 o
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Summary of What We Agreed To Do
Our Approach

Our audit plan represented an approach responsive (0 the assessment of risk for the Hospital. Spectfically. we
designed our audits to:

> Issue an opinion on the financial statements of the Hospital.
> Express negative assurance on the Hospital's compliance with debt agreements.

> Issue a management letier 1o management and the Finance Committee.

Areas of Audit Emphasis

The principal areas of audit emphasis were as follows:
> Accoun(s receivable, revenue, and allowances for uncollectibles and contractual adjustments.

> Third-party reimbursement settlement estimates.

There were no changes to our planned approach or areas of audit emphasis.

Ny



Update of

ldentified Business Risks

Key issues. including their business and audit implications. are outlined below along with relevant comiments

relating to each em.

Internal/External Factors

Medicare Reform

An aging population combined with
increasing health care costs continue (0
stramn the Hospital Insurance Trust
Fund. the major source of funding for
the Medicare program.

Business Implication

The Balanced Budget Actof 1997
{BBA) and health care retorm
challenge providers with continued
erosion of payments: high
dependency on Medicare
reimbursement presents operating
margin challenges.

1999 Audit Consideration

Discuss with management its
estimates of BBA eftects on the
Hospital. evaluate the Hospual's
zconomic performance and
adequacy of settlement accounts.

Fraud and Abuse

The perception of widespread fraud
and abuse combined with the federal
government’s expanded funding and
new enforcement powers confribute to
an increasing number of health care
organizations under investigaton.

Bad publicity, fines, exclusion,
repavments to Medicare, personal
accountability of Board members.
and prosecution are some risks of
engaging in fraudulent activity
involving the Medicare program.
An effective corporate compliance
program 1s the best strategy to
prevent and detect potental fraud
and abuse.

Obtain an understanding of
management’s monitornng
activities over internal controls that
promote adherence to applicable
law and program requirements of
Medicare/Medicaid; evaluate third-
party settlement accounts.

Third-Party Reserves

Cerain regulaters have cholienged
health care entities’ accounting for
third-party reserves and/or the
adequacy of their disclosures relating
to submitted claims (such as those
related to filed cost reports).

Overty detailed documentation may
call into question the entity’s
billing and cost reporting practices.
On the other hand. undocumented
reserves may be inconsistent with
GAAP.

Evaluate management’s estimatzs
of net revenues, including the basis
for recorded reserves.

Patient Privacy Legislation

Demands for additional patient privacy
legislation stem from growing
concerns over securty and
confidentiality of panenrtintormation.

Failure to implement data privacy
requirements of the Health
Insurance Portability and
Accountability Act (HIPAA) may
result in possible civil and criminal
fines and penalties: additional
legislation is on the horizon.

Remain alert for the presence of
risk factors and the possibtlity of
viotations of taws or regulations.

W



Update of Identified Business Risks (continued)

Internal/External Factors

Managed Carce Capitation

The percentage of patients covered by

capitation contracts continues {0
increase and calculations ot sk
sharing arrangements are more
complex.

Business Implication

Organizations assume additional
risk to maintain patient volumes:
profitability of capitated contracts
depends on the ability to negouiate
pavments sufficient to cover the
costs of providing care to covered
individuals.

1999 Audit Consideration

Review sigmiticant contracts for
proper recording of revenues and
refated tabilives.

Internal Revenue Service (IRS)

The IRS continues to scrutinize the
health care industry.

Transactions. agreements, joint
ventures, etc. can result in
penalties, loss of exempt status, ot
retroactive taxation of bonds.
among other unintended
conszquences.

Remain alert for transactions and
issues that may have tax
consequences and consult with tax
professionals.




Required Communications

Statement on Auditing Standards No. 61 and other professional standards require the auditor 10 provide the Finance
Commuttes with additional information regarding the scope and results of the audit that may assist the Comnuttee n
overseeing management’s linancial reporting and disclosure process. Below we sununarize these required

communications

Area

Auditors’ Besponsitilites under Generally Accepled Auditing
Standards {(GAAS)

The financial statements are the responsibility of
management. Our audits were designed In accordance
with GAAS which provides for reasonable. rather than
absolute. assurance that the financial statements are
free of material misstatement. As a part of our audit,
we obtained an understanding of internal control
sufficient to plan our audits and to determine the
nature. timing and extent of testing periormed.

Comments

W2 have issued an ungualitied opimion on the
Hospital's financial siatements for the vear ending
December 31, 1999,

Significant Accounting Policias

selection of and changes in significant
accounting policies or their application and new
accounting and reporting standards during the year
must be reported.

fmual

No changes.

Managemenrt Judgmenis and Accounting Zsumates

The preparation of financial statements requires the
use of accounting estimates. Certain estimates are
particularly sensitive due to their significance to the
financial statements and the possibility that tuture
events may ditfer significantly from management’s
expectations.

Estimated  Sertlements with
Estimated amounts due
unaudited cOst report years.

Third-Purry Pavors ~
Medicare  primarily  for

Accounts Receivable Allowunces — The allowances
relate 1o bad debts. discounts. and deductions for
contracruai allowances.

Self-insurance reserves — Estimated cost of medical
malpractice and workers’ compensation clains.

Significant Audit Adjusiments

recorded audit
audut

See
adjustments.
adjustments.

page 7 for a
There

summary of
were no unrecorded

Other Information in Documents Contaiming Audited Financial
Statements

Not applicable.

Disagreements with tManagement on Financial Accounting and  None.

Reporung Matters

Major Issues Discussed with Managemenl Prnor to Retention None.

Consuttation with Other Accountanis None.
None.

Serious Difficulties Encountered in Performing the Audit




Required Communications (continued)

Area Comments
Matenal Errors, Fraud and lltegal Acts None.
Matenal Weaknesses in Internal Controls None

Independgence

Consisient with the repert and recommendations of the
Bjue  Ribbon  Comumiticz  on  limproving  the
Effectiveness of Corporate Audit Commutiees and as
required by Independence Standards Board Standard
No. I, Audir
Comnmutees. we communicate, at least annually, the
following to the audit committez or board of directors
of the company subject to the rules of the Securities
and Exchange Commussion:

Independence  Discussions  swirh

1. Disclose, in writing. all relationships between
Ernst & Young and our related entties and the
company and its related entities that tn our
professional judgment may reasonably be thought
to bear on independence;

2. Confirm 1in that, in our professional
judgment, we are independent of the company
within the meaning of the Secunties Acts: and

writing

Discuss our independence wiath the audit

commitiee.

[OF)

I We are not aware of any relanonships betwesn
Ernst & Young and the Hospual that. in our
protessional judgment. may reasenably be thoughs
to bear on our independence.

D

Relating 10 our audit of the financial statements ot
the Hospital as of December 31, 1999 and for the
vear ended. we are independent certified public
accountants with respect to the pronouncements of
the Independence Standards Board. and under
Rule 101 of the American Institute ot Certitied

Public  Accountants’ Code of Professional
Conduct, its interpretations and rulings. Our
policies relating to financial interests (e.g.. stock

ownership, loans and other credit) generally are
stricter than the rzquirements imposed by these
regulatory and professional bodies.

(%)

We look forward 1o a productive discussion with
the finance committee regarding the maters
addressed above, as well as other matters relating
to our independence.




Summary of Recorded Audit Adjustments

Understatement of allowance for bad debt
Understatement of contractual allowances
Understatement of SB855 funds (supplemental)
Write up investment in Hill Radiology
Write-off Pleasant Care receivable
Overstatement of third party settlement reserve
Others. net

Increase/(Decrease)
Operating Income
Year ended
Dccember 31, 1999

S (33%)
(316)
122

91
(89)

77
(10)
S _(663)




Huntington East Valley Hospital

Looking Ahead to
Next Year

Ell ERNST & YOUNG LLP



Continuity and Commitment of Your Team

Ernst & Young continues (0 serve you with a multi-disciplinary team of professionals who offer both
Health Care expertise and a long history of involvement with Huntington East Valley Hospual. Therr
enthusiasm and commitment to the Hospital result in responsive. innovative and forward looking service
focused on your business 1ssues.

Engagement Years of Industry Years of Service to
Member Responsibility Experience the Hospital
!
Dick Treten Engagemenr Parmer 34 S |
Steve James Independent Review Purtner 22 5
John Bishop Audit Senior Munuger 9 5
Patty Schell Information Svstems Audit Munager 6 2

Audit Results g



Huntington East Valley Hospital

Appendix A:
'Audit Process

| Our Audit Relationship

1. Co-Develop

‘.‘1‘:: F" T~
" B1‘ f
Reiabonship Current State/ 1998 Pertormance/
Framework Future State Value Scorecard
ot B
7
3. Assess/Execute 4. Report
oy —— | e a e ey ———
T ;A == 10 oc
I F 2t e lnarymts
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= - 1= 1] ' L e i T
AnmEan SRS 1 Fren oo ==
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Audit Planning Risk Assessment/ Audit Results 1. nsignts
Documents Porticlio of Procedures Deliverables

P } Output &

5. Measure

-

r—

1399 Performance/Value Scorecard

SUERNST&YOUNG LLP

A process focused on continuous improvenient
and exceeding client expectations.
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Our Audit Process — Client Communications

We are continuing to challenge the quality of our communications throughout the year with our chents,
Qur commumcations are desiened 1o align with two critical aspects of the audit the relationship and the
process. Relationship deliverables help us understand vour needs and measure our progress momeeting
expectations with a tormal scorecard Process deliverables relate specifically to the audit process which
includes planning activinies, assessing risks. and executing audit procedures.

Relationship Deliverables

Co-Develop Expecraiiony results i a clear articulation of what 1s possible from the audit and the audit
relationship and 2 commuitment to measure expectations. The deliverabie from the co-derelopment process
is the tirst dratt ot the Service Charter. The Service Charter is updated vearly and 1s presented in final form
with the Performance/Nalue Scorecard at the conclusion of the audit. The Service Charter contains 3
summary of our understanding of vour business including Current State/Future State and Critical Success
Factors. Key Performance Indicators and Risks: a summary of expectations: and an overview of our
service plan. This process facihitates a mutual understanding of the relationship and the audit process.

Process Deliverahbles

Audit Plunning activities have been expanded in two ways. First. we consider more and higher quality
industry-specific information through our proprietary Business Intelligence Memorandum (BIM). The
BIM contains information on industry and economic trends. peer and competitor benchmarking. and other
industry information. Second. we make a greater effort to understand your goals. critical success factors
and risks. We have found this results in a clearer understanding of what the key risks are. how they relate
to the audit. and what we see in the industry affecting or creating risk and opportunity for you.

Risk Aysessment begins with gaining an understanding of your business processes and risks. Our industry
segment-specific process models allow us to quickly look at your business key performance indicators.
exposures. and typical controls by business activity. We then focus our audit procedures on important risks
that affect your financial statements.

Audit Resulrs summarizes the scope and results of our audit, the reports issued, and various analvses and
observations related to your financial statements and your financial reporting and disclosure process.

Service Integration Insights provide business insight on current issues or ideas of importance to you.
Insights vary and may relate to tax. regulatory. industry or operating 1ssues affecting your business.

Going forward, we will continue to make significant investments in our assurance services. This year we
will spend over S1735 million on knowledge and rechnology and specialty assurance products and
methodologies. Our goal is continuous improvement in delivering effective and efficient audits.

Audit Results 11
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i” ERNST& YOUNG = Ernst & Young up =& Phone: (2131977-3200

725 South Figueroa Street wivw.ey.com
Los Angeles, California 90017-5418

Report of Independent Auditors

Board of Directors
Huntington East Valley Hospital

We have audited the accompanying balance sheets of Huntington East Valley Hosputal as
of December 31, 1999 and 1998, and the related statements of operations and changes in
net assets (deficit), and cash flows for the years then ended. These financial statements
are the responsibility of the Hospital's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our

opinion.

In our opinion, the financial statements referred to above present fairly, in all matenal
respects, the financial position of Huntington East Valley Hospital at December 31, 1999
and 1998, and the results of its operations, changes in net assets (deficit) and cash flows
for the years then ended in conformity with generally accepted accounting principles.

March 14, 2000 DRAFT

Ernst & Young e is a member of Ernst & Young International, Lid. 1



Huntington East Valley Hospital

Balance Sheets

Assets
Current assets:
Cash and cash equivalents
Patient accounts receivable (less allowance for
uncollectible accounts of $762 in 1999 and $540
in 1998)
Inventories
Current portion of assets limited as to use
Due from third-party payors
Due from affiliate (Note 2)
Prepaid expenses and other current assets
Total current assets

Other assets:
Property, plant and equipment, net of accumulated
depreciation and amortization (Nore 3)
Assets limited as to use, less current portion
Deferred financing costs
Other assets (Note 2)
Total assets

Liabilities and net assets (deficit)
Current liabilities:
Accounts payable
Accrued expenses and other liabilities
Due to third-party payors
Current portion of note payable to affiliate (Nore 2)
Current portion of due to affiliate (Note 2)
Current maturities of long-term debt (Nore 4)
Total current liabilities

Due to affiliate, less current portion (Nore 2)
Long-term debt. less current maturities (Nofe 4)

Commitments and contingencies (Nores 3 and 4)

Net assets (deficit):
Unrestricted net assets (deficit)
Temporarily restricted net assets
Total net assets (deficit)
Total habilities and net assets (deficit)

See accompanying notes.

December 31
1999 1998

(In Thousands)

483 S 244
3,794 3.632
506 512
46 40
590
336 -
709 1.332
6,464 7.760
9,668 9.360
279 688
394 408
302 415

17,107 § 18.831

3503 S 3,957
3,381 574
- 352

- 189

- 1,790

550 839
7,434 7,901
3,690 659
9,183 9.645
(3,236) 618
36 3
(3.200) 626

17,107 § 18.831




Huntington East Valley Hospital

Statements of Operations

Unrestricted revenues, gains and other support:
Net patient service revenue (Note /)
Other operating revenue

Total revenues, gains and other support

Expenses:
Salaries and benefits
Supplies
Purchased services (Note 2)
Insurance
Depreciation and amortization
Interest (Note 4)
Provision for bad debts
Total expenses
Operating (loss) income

Contributions to affiliate (Note 2)
Decrease in unrestricted net assets

See accompanying notes.

Year ended December 31
1999 1998

(In Thousands)

S 20,614 S 21133
858 3.658
21,472 24,793
10,808 11.176
2,840 2,712
8,259 8,441
285 236
819 714
584 735
983 322
24,578 24336
(3,106) 437

(748) (393)

3
S (3.854) S (136)

(V%)



Huntington East Valley Hospital

Statements of Changes in Net Assets (Deficit)

Unrestricted net assets (deficit)
Operating (loss) income

Contributions to affiliates, net (Nore 2)
Decrease 1n unrestricted net assets

Temporarily restricted net assets
Contributions
Increase in temporarily restricted assets

Decrease in net assets

Net assets at beginning of year
Net assets (deficit) at end of year

See accompanying notes.

Year ended December 31

1999 1998

(In Thousands)

S (3,106) S 437
(748) (393)
(3,854) (136)

28 8

28 8
(3,826) (128)
626 754

S (3.200) § 626




Huntington East Valley Hospital

Statements of Cash Flows

Operating activities
Decrease in net assets

Adjustments to reconcile decrease in net assets to net

cash (used in) provided by operating activities:

Depreciation and amortization

Contributions to affiliate

Changes in operating assets and liabilities:
Patient accounts receivable
Due to/from third-party payors
Inventories
Prepaid expenses and other current assets
Accounts payable and accrued expenses
Due to affiliates

Net cash (used in) provided by operating activities

Investing activities

Purchases of property, plant and equipment
Decrease (increase) in assets limited as to use
Decrease (increase) in other assets

Net cash used in investing activities

Financing activities

Principal payments on long-term debt

Increase (decrease) due to affiliates

Payment of note payable to affiliate

Increase in deferred financing costs

Contributions to affiliates

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental cash flow information
Interest paid

Capital leases

Supplemental noncash investing
and financing activities
Contribution of interest in affiliate

See accompanying notes.

Year ended December 31

1999 1998

(In Thousands)
S (3,826) (128)
819 714
748 393
1,838 (1.570)
(1,122) (39)
6 4
617 640
2,353 1.244
(2,126) 1.470
(693) 2.928
(913) (890)
409 (51)
113 (202)
(391) (1,123)
(771) (1.016)
3,031 (87)
(189 (359)
- (34)
(748) (639)
1.323 (2.133)
239 (350)
244 574
S 483 244
S 549 658
S - 175
S — 46




Huntington East Valley Hospital
Notes to Financial Statements

December 31. 1999

(Dollars in Thousands)

1. Organization and Summary of Significant Accounting Policies
Organization

The accompanying financial statements include the accounts of Huntington East Vallev
Hospital (the Hospital). The Hospital is exempt from federal and state income taxes under
Section 501(c)(53) of the Internal Revenue Code to operate as a nonprofit public benefit
corporation. The Hospital was purchased by Southermn California Healthcare Systems
(SCHS or Parent), a nonprofit public benefit corporation, on March 31, 1993 (see
Note 2), and was converted to nonprofit status. SCHS is the sole corporate member of the
Hospital.

Mission Statement

The Hospital's primary mission is to serve the health care needs of the city of Glendora.
California, and surrounding areas. In partnership, the medical staff, allied health
professionals, employees, and volunteers of Huntington East Valley Hospital are
dedicated to serving the people of the east San Gabriel Valley by providing high quality
health care, in a caring. compassionate and friendly environment. As an affiliate of
Southern California Healthcare Systems, the Hospital's programs are responsive to the
health care and educational needs of the east San Gabriel Valley communites, while also
offering access to a full range of services in an integrated health care delivery system.

Liquidity and Capital Resources

The Hospital incurred a significant operating loss for the year ended December 51, 1999,
and has a working capital deficit of $970 and net asset deficit of $3,200 at December 31,
1999. The Hospital anticipates additional operating losses in fiscal 2000 and has
estimated a fiscal 2000 operating cash flow deficiency of $900. Due to the anticipated
cash flow deficiency, the Hospital has obtained commitments from Huntington Memorial
Hospital and Methodist Hospital of Southern California to fund two-thirds and one-third,
respectively, of the cash flow deficiency through January 1, 2001. In consideration of the
funding commitments received by the Hospital, it appears that the Hospital will continue
as a going concern 1n the year 2000.



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

1. Organization and Summary of Significant Accounting Policies (continued)

Use of Estimates

The preparation of {inancial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Estimates also affect the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from these
estimates.

Net Patient Service Revenue

The Hospital has agreements with third-party payors that provide for payments at
amounts different from its established rates. Payment arrangements include prospectively
determined rates per discharge, reimbursed costs, discounted charges and per diem
pavments. Net patient service revenue is reported at the estimated net realizable amounts
from patients, third-party -payors, and others for services rendered, including estimated
retroactive adjustments under reimbursement agreements with third-party payors.

The administrative procedures related to the cost reimbursement programs in effect
generally preclude final determination of amounts due the Hospital until cost reports are
audited or otherwise reviewed and settled upon with the applicable administrative
agencies. Normal estimation differences between final settlements and amounts accrued
in previous years are reported as adjustments of the current year's net patient service
revenue. In the opinion of management, adequate provision has been made for
adjustments, if any. that might result from subsequent review.

During 1998, the Hospital adjusted its estimated obligation pertaining to the 1997
Medicare cost report. The effect of the adjustment decreased 1998 net patient service
revenue by $838.

The Hospital is reimbursed for services provided to patients under certain programs
administered by governmental agencies. Revenues from the Medicare and Medicaid
programs accounted for approximately 43% and 24%, respectively, of the Hospital's net
patient service revenue in 1999, and 46% and 18% in 1998. Laws and regulations



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

1. Organization and Summary of Significant Accounting Policies (continued)
Net Patient Service Revenue (continued)

governing the Medicare and Medicald programs are complex and subject to
interpretation. The Hospital believes that it 1s in compliance with all applicable laws and
regulations and is not aware of any pending or threatened investigations involving
allegations of potential wrongdoing. While no such regulatory inquiries have been made.
coffipliance with such laws and regulations can be subject to future government review
and interpretation as well as significant regulatory action including fines, penalties, and
exclusion from the Medicare and Medicaid programs.

The Hospital is eligible to receive supplemental payments (SB 855 Funds) for the
provision of health care services to low-income patients under the Department of Health
and Human Services Disproportionate Share Program (DSH Program). Under the DSH
Program, the SB 833 Funds are distributable in a period subsequent to the year the
services are provided based on DSH Program available funding. For this reason. the
Hospital accounts for the SB 855 Funds when they become distributable. The Hospital
recorded increases in net patient service revenue of $2,145 and $2.004 in 1999 and 1998,
respectively, for services provided in earlier periods.

Charity Care

The Hospital provides care without charge to patients who meet certain criteria under its
charity-care policy. Because the Hospital does not pursue collection of amounts
determined to qualify as charity care, they are not reported as revenues. The Hospital
maintains records to identify and monitor the level of charity care it provides. These
records include the amount of charges foregone for services and supplies furnished under
1ts charity-care policy. Charity care provided, based on established rates, totaled
approximately $805 and 31,019 for the vears ended December 31, 1999 and 199§,
respectively.

Cash Equivalents

The Hospital considers all highly liquid debt instruments with maturities, on acquisition
date, of three months or less to be cash equivalents.



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Doltlars in Thousands)

1. Organization and Summary of Significant Accounting Policies (continued)
Concentrations of Credit Risk

Financial instruments which potentially subject the Hospital to concentrations of credit
risk consist primarily of accounts receivable. Concentration of credit risk with respect o
accounts receivable is limited due to the large number of pavors comprising the
Hospital's patient base.

Property, Plant and Equipment

Property, plant and equipment 1s stated at cost, less accumulated depreciation.
Depreciation of property, plant and equipment is computed using the straight-line basis
over the estimated useful lives of the respective assets. Leasehold improvements and
equipment under capital lease obligations are amortized using the straight-line method
over the term of the lease, or over the estimated useful life of the asset, whichever is
shorter. Such amortization is included in depreciation and amortization in the financial
statements.

Assets Limited as to Use

Assets limited as to use are comprised of money market funds which have been
designated by the board of directors for the purpose of replacing or making additions to
property, plant and equipment, and cash held in trust for payment of bond principal and
interest.

Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to
be Disposed Of

The Hospital accounts for the impairment and disposition of long-lived assets in
accordance with Statement of Financial Accounting Standards (SFAS) No. 121,
“Accounting for Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of.” In accordance with SFAS No. 121, long-lived assets to be held are
reviewed for events or changes in circumstances which indicate that their carrying value
may not bc recoverable. The Hospital has determined that no long-lived assets are
impaired at December 31, 1999,



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

1. Organization and Summary of Significant Accounting Policies (continued)

Inventories

Inventories are recorded at cost (by the first-in, first-out method) which is not in excess of
market.

Fair Value of Financial Instruments

The Hospital's balance sheets include the following financial instruments: cash and cash
equivalents, accounts receivable, accounts payable and accrued liabilities, and long-term
obligations. The Hospital considers the carrying amounts of current assets and liabilities
in the balance sheets to approximate the fair value of these financial instruments because
of the relatively short period of time between origination of the instruments and their
expected realization. The Hospital believes that the carrying value of the long-term
obligations approximates the fair value of such obligations.

Deferred Financing Costs

Deferred financing costs are being amortized over the term of the related debt using the
interest method.

Professional Liability Insurance

The Hospital maintains claims-made basis insurance for general liability and professional
liability insurance coverage of $1.000 per incident and $10,000 in the aggregate on an
annual basis. Claims-made coverage covers only those claims reported during the policy
period. Accruals for claims incurred but not reported are estimated by an actuary based
upon the Hospital's claims experience and are discounted at 4%.

Temporarily Restricted Net Assets

Temporarily restricted net assets are those whose use by the Hospital has been limited by
donors to a specific time period or purpose.

10



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

1. Organization and Summary of Significant Accounting Policies (continued)
Temporarily Restricted Net Assets (continued)

Unconditional promises to give cash and other assets are reported at fair value at the date
the pledge is received. which is then treated as its cost basis. The gifts are reported as
temporarilv restricted net assets if they are received with donor stipulations that limit the
use of the donated assets. When a donor restriction expires, that is. when a sti- zlated ime
restriction ends or purpose restriction is accomplished, temporanly restrictec net assets
are reclassified as unrestricted net assets and reported in the statement of operations as net
assets released from restrictions. Donor-restricted contributions whose restrictions are
met within the same year as received are reflected as unrestricted contributions in. the
statement of operations.

Temporarily restricted net assets are available primarily for capital purposes.

2. Related Party Transactions

SCHS provides management and other administrative services to the Hospital. The
charges for these services totaled $220 and $283 for the years ended December 31, 1999

and 1998, respectively, and are included in purchased services.

Amounts due from affiliates are as follows:

December 31
1999 1998
Methodist Hospital of Southern California S 814 3§ -
Huntington Medical Foundation (453) -
Southern California Medical Value Plan (42) -
Southern California Medical Management 17 -

S 336 3 —




Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

2. Related Party Transactions (continued)
Amounts due to affiliates are as follows:

December 31

1999 1998

SCHS S 1,213 S 899
SoCal Clini Lab 1,161 805
Huntington Memorial Hospital 989 517
Methodist Hospital of Southern California 325 383
Medical Value Plan — 43
3,690 2.449

Less current portion - 1.790
S 3,690 S 639

During 1999, the Hospital transferred $628 and $120 to the Huntington Medical
Foundation and Huntingtor Memorial Hospital. respectively, and accounted for the
transfers as a decrease in unrestricted net assets.

During 1998, the Hospital transferred $325, $160, $127 and $27 to SCHS, Huntington
Medical Foundation, Huntington Memorial Hospital and Southern California Medical
Management, affiliates of the Hospital, respectively, and accounted for the transfers as a
decrease in unrestricted net assets.

During 1998, SCHS contributed a $46 interest in SoCal Clini Lab to the Hospital. This
noncash contribution increased the Hospital's equity interest in SoCal Clini Lab to S173.
(6%) and 1s included in other assets.

The Hospital, Huntington Memorial Hospital (Huntington) and Methodist Hospital of
Southern California (Methodist) have entered into separate contracts with various health
plans under which each of the hospitals agreed to assume full financial liability for
providing hospital services to health plan members (Capitated Members) in return for
capitation payments. Effective January 1. 1999, certain Capitated Members were
reassigned internally among the hospitals based on the primary care physician group to
which the Capitated Members had been assigned. In addition, the hospitals that were
assigned the Capitated Members also received an allocation of capitation payments.
Under this arrangement, the hospitals intended that Capitated Members internally
assigned to a particular hospital would look to such hospital as the primary provider of
capitation services.

12



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

2. Related Party Transactions (continued)

Subsequent to the January 1, 1999 effective date. the Capitated Members allocated to the
Hospital were reallocated to Huntington and Methodist because the Hospital did not have
the financial capacity to assume fu]] responsibility for the assigned Capitated Members.
Under the revised arrangement, monthly capitation payments made to the Hospital are
compared to the amounts owed under fixed payment terms for services actually provided
to Huntington's (both allocated and reallocated) Capitated Members to arTive at a
settlement. Management believes the settlement adjustment, if any, i1s not expected to be
matenal.

Note Payable to Affiliate

During 1997, the Hospital entered into a $718 loan agreement with Methodist to provide
for repayment of the working capital assistance. The loan requires monthly principal and
interest payments of $32 through June 1999. Amounts outstanding under the loan were
$0 and $189 at December 51,1999 and 1998, respectivelv.

3. Property, Plant and Equipment

Property, plant and equipment consist of the following:

December 31

1999 1998
Land S 4,163 S 4.163
Buildings 4,718 4528
Equipment 3,711 3.144
12,592 11.635
Accumulated depreciation and amortization (2,937) (2.139)
Construction in progress 33 64

S 9,668 § 9.560

The Hospital has four operating leases for office space. Rent expense for the leases s
recognized on a straight-line basis with rental expense of $402 and $513 for the vears
ended December 31, 1999 and 1998, respectively.



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

3. Property, Plant and Equipment (continued)

At December 51, 1999 and 1998, the Hospital has capital leases for equipment totaling
$584, and S931, respectively. The related accumulated amortization for the leases
amounted to 5387 and $604 at Decempber 31, 1999 and 1998. respectivelyv.

The following is a schedule, by year, of future minimum lease payments under
noncancelable leases (including the present value of minimum lease payments for capital

leases) as of December 31, 1999:

Capitalized Operating

=4
Leases Leases

2000 S 251 S 172
2001 81 36
2002 8
Thereafter
Minimum lease pavments 340 S 208
Less amount representing interest 45
Present value of net minimum lease payments S 295

14



Huntington East Valley Hospital

Notes to Financial Statements (continued)

(Dollars in Thousands)

4. Long-Term Borrowings
Long-term debt consists of the following:

December 31
1999 1998

California Statewide Communities Development

Authority Certificates of Participation, principal

pavments of $165 to $220 due annually beginning

in 2001 through 2008, $500 due 2010, $2,095 due

2017, and $4,950 due 2027, interest payable

annually at 4.25% to 5.40% S 9,100 S 9,100
Note payable to seller, principal payments of $338

due semiannually plus interest at 6%, through

2000 338 1,013
Note payable t0 investment banker, principal

payments of 562 due semiannually plus

interest at 8%, through 1999 - 22
Capital lease obligations 295 369
9,733 10,504

Less current maturities 550 859

S 9,183 S 9.645

During 1997, the Hospital issued $9,100 principal amount of California Statewide
Communities Development Authority Certificates of Participation (Certificates).
Commencing December 1, 2007, the Certificates are subject to optional redemption prior
to their stated maturity at redemption prices ranging from 100% to 102% of the principal
amount of the Centificates being redeemed. The Hospital is required to establish a sinking
fund with the trustee to pay the principal of the Centificates which mature on December 1,
2010, 2017 and 2027. Deposits with the trustee to satisfy the sinking fund requirements

will be made in annual installments of $10 to $340 beginning in 2008.

The Certificates are collateralized by the revenues of the Hospital. Pursuant to the loan
agreement for the Certificates, the Hospital must comply with certain restrictjve financial
and other covenants, including the maintenance of certain required funds, limitations on
additional indebtedness and maintenance of service rates and charges so that the
operating income available for debt service is at least 110% of annual debt service as

15



Huntington East Valley Hospital
Notes to Financial Statements (continued)

(Dollars in Thousands)

4. Long-Term Borrowings (continued)

defined in the loan agreement. At December 31, 1999, the Hospital was in violation of the
operating income available for debt service covenant. The Hospital requested and
received a walver from the insurer of the Certificates through January 2, 2001. The
Collis P. and Howard Huntington Trust is a guarantor of the Certificates.

The combined aggregate amounts of annual maturities of long-term debt and capital lease
obligations for the years subsequent to December 31, 1998, are as follows:

2000 S 550
2001 ) 240
2002 183
2003 180
2004 190
Thereafter 8,390

S 9,733

5. Functional Expenses

The Hospital provides general health care services to residents within its geographic
location. Expenses related to providing these services are as follows:

Year ended December 31

1999 1998
Health care services S 13,881 § 14,553
General and administrative 10,697 9.783

S 24578 3 24336

16
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«AutoMergeField» «FirstName» «LastName»
«JobTitle»

«Company»

«Addressi»

«Address2»

«City», «State» «PostalCode»

Re: Huntington East Valley Hospital

Dear «AutoMergeField» «LastName»,

Southern California Healthcare System (“SCHS”) has invited you to submit a non-binding proposal
regarding your interest in the potential acquisition of Huntington East Valley Hospital (“HEVH”) in
Glendora, California, and related operating assets. In order to facilitate your response we have
enclosed a binder of relevant background materials on the hospital. We would also like to schedule a
follow up meeting with you to discuss the facility and your view of a potential transaction. We will
contact you to arrange this meeting during the week of June 26 if it is convenient for you.

During the next few weeks, we can also provide you access to due diligence materials. This can be
arranged by contacting Cindy Trousdale, CFO of HEVH. She can be reached at (626) 335-0231.

We expect to adhere to our process and timeline as summarized below.

ACTIVITY TIMING

Signed Confidentiality Agreement received. First two weeks of June
Circulate Background Materials. June 9

Schedule Meeting and Provide Limited Due Week of June 26
Diligence access.

Proposal submission deadline. July 7

Communication of Proposal Response and Next No later than — July 14
Steps.

In to responding to this request for proposal, we ask that you also address the following in your
response:

I.  Purchase Consideration/Valuation and Financing Capability/Source.



Page 2

* In your response please provide your proposed purchase price and describe vour
anticipated source of funds and/or financing source to fund the proposed acquisition.

(9]

Strategic Vision.

® Please briefly describe your strategic vision for HEVH and your commitment to the
East San Gabriel Valley marketplace. Describe any likely changes to the service
profiles of the Hospital.

3. Community Issues.
® Please describe vour charity care policy and history of providing charity care.

¢ Please describe your quality assurance programs and track record, including the
accreditation status of your controlled facilities.

Please call Susan Fiorella (415-788-6900) if you have any questions regarding the enclosed materials.
We will follow up with you shortly to schedule a meeting for the week of June 26, 2000.

The deadline for Proposal submissions is 5:00 p.m. on July 7, 2000. Please direct your Proposals to
Shattuck Hammond at the letterhead address. Following our review of the Proposals, we expect to
communicate our next steps no later than July 14, 2000.

Please refer questions or inquires to me or Susan Fiorella at 415-788-6900. [ will be out of the office
between June 12 and June 23. In my absence, you may also contact Michael Hammond in our New

York office at (212) 314-0400. Thank you for your prompt consideration and response.

Sincerely,

Cecilia C. Montalvo
Vice President

Enclosure

SACLIENTS\Huntington\rfp letter.doc



000Z ‘92 1quANddS  SYINIAY] ANOWAVE MONLIVHS

|enidsoH AsjjeA 3se3 uojbuiguny



D77 \m,m\tmbomm, SYIJ00DISNOHHILYMIDIAS 40 NOISIAIJ Y
SHINLYVL ANOWWVH YonlivHS ISEVIRIE)

INOHWEA

YINL1UHS

0007 tequaejdag

[psidsoH A3||pA Isp3 uojbuluny



SHIANLHYY ONOWWVH MONLLVHS

11

01

Ileg Jo snyelg
WO EPUIUI0IIY PUOWEBE] YonNeyg

1ende) ut pred jo Arewuing ‘Isedaaof [BIOUBULY J8d X A1
$1033% ] Ysry/suondwnssy
uonndQ wonesad( panunuo)

3sa19)uj jo suorssaadxy

uonenIe) Yse) 19N

s10398 ] ysryy/suondwnssy
uondQ afes

uone[ndre) Yse) 9N
s1033e ] sy /suondwnssy
uonndQ uonepinbry aunsop)

uonesadQ panunuo))

des

uonepinbiy/aanso}D
suondQ 31y jo auipnQ

SIN3INOD 40 319V ]

|oidsoH AajpA isp3 uojbuyuny




SHINLYVG GNOWWVYH HONLLVYHS

SuoOleZIUE3I() PAIdLIUC)) JO ISI'] 0 JIqIYXY

b PUE ¢p ‘L€ ‘SE “(duIpPseq) oF 1E DAV JO SIBIANISUIG

SNSUd)) YIAA ISBII0 ] MO[JYSe)) pIrunodsi(q durdseq g Nquyxyg
s13Ang pajsataju] Jo dqijorg 4 MqIYXHg

0007 ‘ST 19quaydag Jo st PIAIIIIY JUU] JO 13)397] d nquyxyg
SIIH preyany/g) wouy [esteaddy puer Jnquyxy

§31S00) 2.1NS0[) JO UONE[NI[E) PafIeId( q Nquyx-y

0UBSEIJI( puog jo uonenIL) Vv NqIYXyg

S118I1HX3 40 18V L

jpiidsoH Aaj|pA isp3 uojbuiunpy




L SHINLYYH ONOWIWYH HONLLYHS

uonesadQ panunuo) e
oleS e

uonepinbi/aInso|D e

|leydsoH AsjieA 1se3 uoibuiuny jo ainin4 ayj Joj 1siX3 suondQ aaiy

|ondsoH As||pA isp3 uojbununy




Z SH3INLYVH ANOWWVH XONLLYHS

sjeg Bulp|ing/pueT pajoe.oid jo AJjiqissod

awepN uoibuiuny, o1 dsiy *

ysepoegaoedw| AJunwiwo) a|qissod  ©
S10]9B4 3SIY

(O Nqiyx3
se payoeje si||3 pleyory g0 Aq |eslelddy) ‘uolljiw g'g$ S! Sieis3 [BayY JO SNjeA pejewis3
syjuow g| uiyym Buipjing pue pue? 8y} Jo s|es
(8 ¥aqiyx3 se psyoene ainso|D Jo s1so) pajeied) 0002 ‘L€ 1oquedsq Ag 8sojD
(Vv 1gIyx3 se payodeje asuesead(] 40 1S0D Jo uoljejnoje)) palinbay soueseajsq puog
suondwinssy

si0)oe4 ysiy/suondwnssy
NOILdQ NOILLVAINDI]/34NS01)

jpsdsoH AajjpA #sp3 uojbunyuny




¢ SHINLYY] ANOWIWVYH MONLLYHS

(000'9€0'6 ) uolbununy
(000'8LS't ) 1sipouylsiy

(000'¥SS'€LS) uUseD IaN

000'002°C Spa300ld 8|eS pue
(000'¥52'GL$) [ejo} ang
(000'620'6 ) aoueseaja( puog
(000'296 ) (81ns0|D ¥s0d sYjuoly z|) deaxdn
(000’008l ) OV NYVYM
(000'Z9¢'t $) sesuadxg umoq PUIp

uolje[najen yseo iaN
NOILdQ NOILVYAINDI/34NS01)

[pidsoy A3 |pA isp3 uojbuyuny




1% SHINLYVYH ONOWWYH MONLLVYHS

SUOIIPUOD) PUE SJUBLIBAN @
shemyled [eolpajy O} p|oS jl eoussald 1exie| Jo uonebalbby sjqissod e
awepN uoibuiunH, o1 )siy e
suollpuon pue Buiwi] yedw| Aepy ssed0ld |elouas) Asulony e
sio}oed Yysiy

palinbay aouesesjeq puod
(sanlliger = sjossy sawnssy) saljijiqe!] pue sjassy jualing sutelsy SHOS 'Plos siessy 17 AlUO
("0J@ 'umo( pUIpA BWOS ‘Bouelnsu| |1e] aanoeld|ely saphjoul) 8|es Jo sIS0) Jayl0
(Buroueui 4 1sAng uo uabunuo)) uoliw g-y¢$ usamiag ale sIslQ Used
UOIIIIN G'G$ JO Speadold sles pajoadx3
0002 Jeqwaoeq Aq ||8S
suonduwinssy

sJ03oe4 Ysiy/suondwnssy
NOILdQ TVS

|psidsoy Aaj|pA isp3 uojbuyuny




SYINLYVYH ANOWIWYH XONLLVHS

(000'05Z'c $) uojbununy
(000°'629'L $) ISipoyleiN

(000‘628'¢V $) useDIaN

(000'520'6 )
(000'0s€'L )

000'005'G $

aouesesja puog
(UMOQ PUIAA PUB UOOBSUERL] ) SIS0) 18YI0

3|eg Jo spasdold parpadxy

uopeno[en yseo 3aN
NOILdO 31VS

|jpndso Aaj|pA ssp3 uojbuyuny




9 SHINLYVYH ANOWWVH HONLLVHS

"3 1Iq1yXx3 Se payoele ale slaAng a|gissod asau) Jo s8jjold

Bueyn D ydsesor

(H77 ‘Auedwo) seoinieg uelisAyd e'qp) |9bu3g Balg ‘wnequasoy yliay
AW ‘1SeYdIN znjeN

shemuyied |eoIpsiN

(dnoJo) |eoipapy S1NMisU| aieoyjieaH "e'q'p) QN ‘uosxoer Aoy

a)AQ ueA suen(g

:suoljeziueBio/sjenpiaipul Buimojjo} Aq passaldxs ussq sey }salajui Jo uoissaldxa Jo wioj sawog

}Sa1aju] Jo suoissaldxy
NOILdQ 3TVS

|osidsoy As|pA isp3 uojbuljuny




A SHINLYVH ANOWWYH YONLLYHS

paoej Ajjuaiind se S$JS00 pue Sanssi awes YjIm SHIOS
buines) ‘polad jseda10) Bulinp aaocidwi Ajjelisjew jou op s|eldsoy eiuloyljeD) 10 SUOIJIPUOD 1aXJely e
9WOodIN0 €G61L g5 °
suolonpal Juswas.inguial Jo/pue suoljejnbal
pajepuew Ajelopa/alelS mau ou pue aieys ajeuoiodoldsip 1o) SjoA9] Buipunj psnuijuo) e
1SB0810} pasoxs Aew sainjipuadxs |eyide) e
suoidwnsse uoijejjul /saulepinb 1e6png uiyym sesuadxs Buibeuepy e
(Hoddns jualno ‘shkemyied |edipaly 6'8) snsuao juanedul Buimolb/Bululejuiely e
s10)oe4 jsiy

%G8 = 31y UNoSsIq
porad 1seoalo) Jeye uoijelado Jayuny Jo UOIJISOdSIp ‘Sjes 10j 8oUBMO|e ON e
(Lt SI QLA 0002 JusLnd) Of jo snsua) Ajleq abesony e
(G002-100¢Z poliad jseaalio) UIYIM Jel)) S[AS| BE6EL 1OAO SHSIA Jusliedino Ul asealoul % 0L e
|9A8] awes je sulewsal (HsQq) Buipuny aseys sjeuoipodoidsiq e
(uoneydes ou) s}oeIU0D 8ied pabeuew paseq wWalp Jad e
(yuauino abeiane) 1e8A/000'00/$ JO sainiipuadxa |eyde) e
%9-9%G | sasuadxs Bunesado (9,¢ UOHERUI BNUBASI JON
-/+ ABA p|n0d MOJ) YSED |ENJOE — ISBD8I0)  9Se)) aseq, JESA G e
suondwnssy

si0}oe ysiy/suonduinssy
NOILdQ NOILVY3dQ d3NNILNOD

jpiidso A3||pA 503 uojbununy




8 SHYINLHVH GNOWWVH ADNLLVYHS

e ] = (aseg) jearde ur preg A d

0Tt 0 0 0 0 611 (Suuui8a g) siuajeammbyg ysed pue ysed Ad
(ere) - - - - (c1¢) sa1elj1} ¥ 03 3n(] Ul (3sea133(g) asealdu] Ad
(t18) (921) (og1) (€F1) (¥020) (1127) 1qe@ wia] Suo-] ul (aseaida(]) aseadu] Ad
0 - - - ~ - §)28$ ¥ 193 UT asea1da(J (2583IDUL) Ad
(gcz0) (99+) (s0¢) (8¥¢) (56¢) (5¥9) sarmpuadx 3 jenided Ad
(oot) L8 16 S6 701 (¥22) sanI[IqeI] IualIn D) Ut (asearda(]) aseaIdu] Ad
(682) (621) (9¢1) (€F1) (661) (122) §}assy JUaLIN ) ut aseada(] (asealdu]) Ad
FClUY 89/ 267 978 ¥G8 088 uonezitow vy pue uonemaidag Ad
(01+'9) {061'1) (zez'1) {97'1) (gzern) (06€'1) JWodMIaN Ad
STeio L h c v [ T T ﬂuoim_
el 0 0 0 0 0€1 Suuia g siuaeamnby pue ysen
(zre) - - - - (Z¥€) $a181[1J] V¥ 0) an(g Ul (3583123 (]) aseardu]
(1zo'1) (061) (081) (¢81) (0+2) (822) 131 W13 ] Suon ui (3sea1d3(]) 25€3IdU]|
0 - - - - - S1258 ¥ 193 Ul aseardag (aseaiduj)
(0o¢'e) (002) (004) (002) (004) (002) saimpuadx g rende
(g+¢) I€1 971 121 0zZ1 (6£8) SaNTIqRI] JUAIIND) UL (3SP3133(]) 3SEAIIU]
(+66) (t61) (681) (¢81) (881) (0F2) §1955 ¥ JUAIIN ) U 3se3123(] (3SEAIDU])
vLTC GG1'1 SOI'1 [ G001 [ uvonezniowy pue uonedaida(g
{(161°8) (6821} (zoz'1) (0g9'1) (z66'1) (80s'1) awosu] JaN
DAZLRS €002 ¥00¢ €002 00t 100¢C Lrewwng mol g yseD

(L OTTeUISS DAV 0%, 9500 35T TeITd ey Ur preg A J JO UOTTPATIaq

919'¢ % [ 4
290'6 § £t
_ [ AV S IRELE: _
61T 6 % VA3
02801 § €t
TeTdEy T
pred Ad

[psidp ) ul ping jo Aubpwwing :sp 340 4§ [PIdUDUL ] JDSA-3Al 4

|psidsoH AajpA isp3 uojbuyuny




6 SHIANLYYH ANOWWVYH MONLLVYHS

‘uoliy 8$ Alelewixoidde jo Gooz Ul Spuog uo anp adueleq Buiuleway A|UO }SEO310) JESA-BAI4 JUNOOSIP 81048G UOIIW 6§ MO|} USED [ENIY |

uoybununH  (000'628'+$) uojbununy  (000'052'€$) uoibununy  (000'9€0'6$)
}sipoylsiN - (000'vLY'2$) ISIPOYIBIN  (000'629°L$) sipoyisiN- (000°81LG'¥$)
,used1aN  (000'epZ’L$) yseoiaN (000'6.8'v$) yseg1oN (000'vSS'EL$)

S}S0) UMO(J PUIAA
pue uonoesuel] (000'0GE'}) Spaao0id 8|eg pue] 0000022

souesesjsg puog (000'620'6) aouesesja( puog (000'620'6)
deaxdn syuopy z1L (000'29S)

PV NYYM  (000°008°L)

(%G'8 18) MO| sasuadx3
ysed payunoosiq  (000'€yZ'L$) Spe900id 91eS  000°005'G$ umoQq puipy - (000°29€'tv$)
L
5002 J2qweoaq ybnoiy] 000Z leqwiasaq Ag 0007 1aqWasaq 40 SY
3Lvd3dO O1 INNILNOD 113S 3S010

|piidsoy Aaj|pA isp3 uojbuyuniy




ot SYIANLYVH ANOWWYH MONLLVHS

's10jeolpul Bunjesado Aoy JO uoieNjEAS pUE SYiBWYOUS] aouewIopad JO UOHEDIIJUSpP! 8Y} apn|oul
pINoys siyl ‘HAJH le synsau Buijesado ay) aroidwl 03 spoys Uo snooj uoleziueblo ayj jey) sanesadu
S| )l ‘pajewiwinsuod Apoinb ag jouueo ajes e jeyj sisixs Ajijigissod ay) esneoaq ‘Ajsnosueynuwis

‘leyidsoH ayj} aiinboe o0} uahnq e Aji3uapi 03 piemio} aaow Apjoinb pue AjaAissalbbe
0] S| uoljepuawiwodal JNo ‘sles e SjeWWNSU0D 0} palinbal yseo ay} jo auds ul ‘pus siy} o]

‘sisquiawl pieog pue Jejs uoibunung pue 1SIpoylai 1o uonuajie sy}

aiinbal 0} 8nunuo ||IM AS|BA }SET 'S90IN0S8I pajedipap Jnoyum Jeyung -seniuold jendsoy sanoadsal
INo U0 Juads Js)aq ale Spuny sy} SASI8g aM ‘JUBLWISSAUI UB SB PaMBIA UBUAA 8injnj 8y} OJuUl 0S

Op 0} anulu0d 0} pajosfoid S| pue ‘Moj} ysed aaijebau e aousliadxa 03 SanuuUoo AsjjeA jse3 uoibununH

‘As||leA 8y} Jo uoipyod jse3 ay) ul [eudsoy |jews e woJj

Jlijousg anidooe Jou pinom siejdsoy uolbununy pue 1sIpoyis|y aAsiaq ap) AS|leA |91igeS) ues 1SSAA Syl
U0 Sndoj 0} 8pew sey SHOS 1ey} Yiys d1bsieds ayy jo 1ybi| ur Auenoiued ‘SHOS Aq uonisinboe sy jo swi
9y} je PaIapISUOD aiem Jey) SaAS(qo By} aAsIYOe Jou |liM pue ‘Jou saop AajjleA 1seJ uojbununy eyl
SA8I[9q 0} 8nuUIlUOD SAA ‘SjusWwa|s [edljijod pue [BoIuUlD 8y} Sk [|am se ‘Alunpoddo JUsWISSAUl SNSISA HSi
feloueuly ‘anjea 0169]e1)S SNSISA UOISSIW JO JONIISUOD Paaoe)inu ay) Ulylm suoljesijdwi aaioadsal Jisy)
pue suoljdo aaly) 8y} paispIsuod Ajinjeied saey juswabeueWw JoIUSS SHOS pUB PUOWWEH YONEeYS

NOILVANIWINOD3Y

jpiidsoH A9||pA isp3 uojbuyuny




[ SHIANLYYH GNOWWVH MONLLVYHS

‘All|IQEBIA JIBY} UleuaoSe 0] 10)INS yoea yiim Bupjiom Ajjuabijip st puowweH

onjeys 'vd| |1edol e ‘'shemyied |edips|y wols si jesodoud Buluiewsl sy ‘Buoueul pajelal 1o yueq jo
[oA8] swos Buluieigo uodn juabuiuod si siayo Aleulwijeid asay jo yoe ‘uoljisod syolu 1o/pue dibsiens
B ysl|gelss 0} Bunjoo| ate oym sinauaidaljus 20| wolj 881y} ‘sjesodoid uspiim Inoy pialA pip Yiom ay]

'O JIqIYX3 Se payoeye S|
suopeziuebio pejorjuoo 4o Iy pajielep v (O IqIyx3 89S ‘soud sajes ING'Z$ O} INZ'Z$ Pejewiisa) anjeA
8)e]se |eal [eulwou AjpAlje|al B paysligelse slasieidde [eI0JaWWOD) 'SIOPUSA @SN SAlleuIs)E Aue WOl
1S2J8jul ou sem aiay] ‘saiuedwod |eydsoy sy} Wolj asuodsal pajiwli] AISA B Ul paynsal Uonedljos ay |

(shemyied [eolpsN) Vdl L e

suoneziueblip

Buini pajsissy 10 s, NS ‘'saijioe4 ate) wie| BuoT jo siadojaasq/sioieladp abie] g}
Ajjioe 4 ay) Buinboy ul 1saisiu| |BUOSISd YIM S[ENPIAIPU] ¢

suoneziuebliQ |eydsoH 11Joi4-104-JON 9

seiuedwo) juswabeue|y |eHdSOH 101d4-10 |

:Buimol|oy sy o3 Ajijioey ayy 19x1ew o) abeoed |euoiiewlojul Ue paledald sisuped pucwiweH Yonpeys

ajeq 0} SS870.d 9|es
37ves 40 SNLV1S

|oiidsoH As|IpA isp3 uojbuyuny




Zl SYINLYVYH ONOWWYH ¥ONLLYHS

0002 ‘L€ laquiaoa( uonoesuel] asoj) 0} ajed 9|qissod

‘'shemyjed [eoIpaj 1dsoxs
suonoesuel) a|qissod |je 1o} paJdinbal 8g pjnom 8210 S [elauas) Asulony aul Aq jeaoidde pue mainey

‘JuswaalBe aAliuIep B PIEMO] MIOM ||IM BM ‘PBAISDS. U8 SABY S840 apljouod aduQ

"SI0 118U} JO Swua} 8y} anoidwi 03 J8Ang yoes pabeinoous os|e aAeY 9\ SHO8M €-Z IXauU 8y}
ulyum ‘Aiesssoau alaym ‘Buroueul) aindoas pue aouabljip anp Jiay} azijeul} 0} siaAng jenuajod Joadxa spp

aj9)dwon 0} ajqejalll] pue ssad0id
JIve 40 SNLV1S

jpidsol A3j|pA §sp3 uojbununy




EXHIBIT A



SUINLIVJ ANOWIWVH NONLLVYHS

JIUBSEIJI(] puog Jo uonemafe)

V LIGIHXH

|eyidsol AajjeA 3se3 uojbuiuny




$9,025,000
California Statewide Communities Development Authority
Certificales of Participation
Huntington Valley East Hospital, Series 2000

ESCROW FUND CASHFLOW

Date Principal Rate Interest Receipts Disbursements Cash Balance
10,01,/2000 - - - %996 - 969.96
11;152000 - . 15,504 38 35,504 .38 - 36,471.04
117302000 166,000 00 5.940% 3566750 201,667.50 - 238 14184
12.01 2000 . - . - 237.982.50 1$9.34

3152001 - - 3550438 35,504.38 - 35663.72
5/31/200¢ 167.000.00 5.250% 35,667.50 202,667.50 - 236833122
6:01/2001 - - - - 237,982 .50 kI3 Wl
11152001 - - 35.501.38 35.504.38 - 35,8510
113072001 136,000.00 5.875% 3128378 367,28375 - 403,136.85
12012001 - - - - 402 982.50 154.35
$/15/2002 - - 35,504.38 35,504 38 - 3565873
5:2172002 178,000.00 6625% 21,443.75 199.413.75 - 235,072.48
60172002 . - - - 234,476 25 596.23
1171872002 - - 3$,504.38 35504 3R - 36,100.61
11/30.2002 35800000 5.7530% 13,517.50 373,517.50 - 40961811
120172002 - - - - 409,476.25 141.86
5/1%:2903 . - 31550438 35.504 38 - 35,646.24
5:3172003 190.000.00 5.500% 5.225.00 195.225.60 - 230,871.24
601/2003 - - - - 230,670.00 201.24
11°15/2002 376.010.00 11.875% 35.504 38 411,504 18 - 411,705 62
120172003 - - - . 410,670.00 1.035.62
5/18/2004 213,000 00 12.375% 13.179.38 226,179.38 - 227.215.00
6012004 B - - - 216,665.00 550.00
11.15/2004 417.000 00 - - 417,000.00 - 417,550.00
12/0172004 - - - - 416,665 0N 885.00
71872008 222.000 00 . - 222,000 00 - 222 R85.00
6/01/2008 - - - - 222,342 50 542.50
11713/2008 422,000 00 - - 422.000.00 - 422,542.50
12:01/2005 - - - - 422,342.50 200.00
$/1512006 218000 00 - B 218,000.00 - 218,200.00
6012006 - - - - - 217.692.50 507.50
1111572006 428.000.00 - - 42R.000.00 - 428,507.50
12:01,2606 - . - - 427.692.50 815.00
£718°2007 212,000.00 - - 212,000.00 - 11281500
6:01:2007 - - - - 212,787.%0 5750
11.18/2007 8.148,00G.00 - - 8,348,000.00 - R,348,057.50
12/01,2007 - - - - 8,348,057.50 -
Total 12,251,000.00 - 406,485 04 12,658 455.00 12,658 455.00 -

INVESTMENT PARAMETERS

Tnvestment Model [PV, GIC, 0f SCCURIES] .. ..ot it e eaen Securities

Defanlt investmentyvreld target.. ..o e User Defined

Cash Deposit. ... ... 96296
Cost of Invesiments Purchased with Bond Proceeds. ... ...9,020,620.59
Total Cost OF INVERIMENIS... oottt v e e eeconsesbsi s e vstaearns ooe oo 8SD21,590 55
Target Cost of Investments at bond yield. ... 38,882 810.34
Actual positive or (negative) arbinage. .. cre (138,760.21)

Yield to Receipt. .o e
Yield for Arbitrage Purposcs

.5.9975261%
...6.2406015%

Shattuck Hummond Fartners File = HUNTINGTON KAST.SE-Dcfease 1997- SINGLE PURFOSE
Investment Ranking 9/22:2000 344 PM
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COSTS OF CLOSING HEVH AS OF JAN 1, 2001

WIND DOWN EXPENSES
MALPRACTICE TAIL (MMI quote)

MANAGEMENT SEVERANCE (HMH policy)
EMPLOYEE SEVERANCE (HMH policy)
COBRA INSURANCE COSTS (HMH policy)

UNEMPLOYMENT (33% of empl's at max unemployment)

BOND DEFEASANCE FEES

LEGAL AND NOTICE FEES

PAYOUT OF MOB LEASES

COLLECTION OF PATIENT A/R - 6 MONTHS
LABOR TO PROCESS A/P - 3 MONTHS
COST REPORT FEES ON OPEN YEARS

SUB-TOTAL

45 DAY WIND-DOWN (Med Recs, TAR's, Equip disp, acctg)
WARN ACT - 60 DAYS IN LIEU OF NOTICE TO EMP

SUB-TOTAL

PROPERTY UPKEEP FOR 1 YEAR AWAITING SALE

UTILITIES/GARDENING

PROPERTY INSURANCE (existing policy)
SECURITY (current contract around the clock)
REPAIRS/MAINTENANCE

SUB-TOTAL

97 BOND PAYMENT/FUNDING FOR DEFEASANCE

TOTAL COSTS OF CLOSURE

NET LAND SALE PROCEEDS

TOTAL COSTS LESS SALE OF PROPERTY

“*Assumes liquidation of the balance sheet is cash neutral.

440,000
272,000
2,017,000
56,000
298,000
45,000
20,000
93,000
180,000
16,000

25,000

3,462,000

900,000

1,800,000

6,162,000

189,000
180,000
108,000

90,000

567,000

9,025,000

15,754,000

(2,200,000)

13,554,000



EXHIBIT C



SYIANLAVJ ANOWIWVH MONLLVHS

SIY peyony/g)D wolyy [esieaddy pue

J LIGTHXHA

|enidsoy Aajjep yse3 uojbununy




aresge CB I! Richard Ellis

CB Richard Ellis, Inc.

4141 Inland Empire Boulevard

July 14, 2000 Suite 100
Ontario, CA 91764

T 909 418 2129
F 909 418 2100

kbowman@cbrichardellis.com

Ms. Celelia C. Montalvo

Vice President Kenneth M. Bowman
Vice President

Shattuck Hammond Partner

601 California Street, Ste. 2001

San Francisco, CA 94108

RE: Huntington East Valley Hospital
Dear Cectlia:

Thank you for the opportunity to provide you with our Broker’s Opinion of Value of the land on
the 6.4+ acres of land located at 130 W. Alosta Avenue.

As you know I have asked my two most astute associates, Natalie Bazarevitsch and John Oien to
assist me in placing a proper current value on “just the dirt” at this location. Natalie and John are

Office specialists and especially active and conversant in the Glendora area.

Cecelia, without going into detail (which we will be happy to do at your request), it is our
opinion that the subject land is worth around $2,200,000.00 to $2,500,000.00 now as-is.

Please let me know if you wish more detail and/or if we can be of any further assistance to you.
We are very much interested in marketing this land for you.

Sincerely,

CB Ricksfd Ellis

enneth M. Bowman
Vice President, Acreage
(909) 418-2129

c: Natalie Bazarevitsch
John Oien

S \KMBOWMANLETTER\Montalvo doc
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C. J. Chang

1842 West Dave
San Morino, Calitornia 91108

Telephone: (626) 2859-3743

1Bz, Ly, 995

Facsimile: (626) 281-5127

- —

August 10, 2000

Mr. Timothy W. Carmack
Chief Financial Officer
Huntington Hospital

100 West California Boulevard
Pasadena, California 91109

Re: PURCHASE OF HUNTINGTON EAST VALI.EY HOSPITAL

Dear Mr. Carmack:

The purpose of this letter of intent to purchase (this “Letter™) is to set forth certain

understandings between my organization (the “Purchaser”) and the owner (the “Owner”) of

Hunungton East Valley Hospital (the “Hospital”). rclating 1o the transactions described herein.

1. SUMMARY OF T11Ji TRANSACTIONS.

The Purchaser proposes to purchase from the Owner the real property, building,
improvements, fixtures and equipment constituting and comprising the Hospital’s
property (collectively, ie “Propeity™). The Purchase Agreement will constitute the
definitive agreement between the parties relating to the proposed transactions.

. Purchase Agreement. On or prior to the Closing Date, the Purchaser and
the Owner will enter into a purchase agreement (the “Purchase Agreement™),
which will contain the terms and conditions relating to the purchase by the
Purchaser of the Property. Subject to the Purchaser’s due diligence review,
a sufficient appraisal value and 4 “clean” environmental report, the Purchaser
anticipates a purchase price of $5,000,000, subject to negotiations with the
Owner. “Closing” oc “Closing Date™ refers to the date when all of the
canditions precedent for the transactions have occurred, and which is
anticipated to be on or before December 31, 2000, or otherwise agreed tq, in

writing, by the Purchascr and the Qwner.

RZ/<
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Mr. Timothy Carmack
August 10, 2000

Page 2

W

DUE DILIGENCE AND ACCESS,

The Purchascr, and the Purchaser’s agents, will be permitted to reasonably investigate
the Property and review documents relating to or affecting the Property in connection
with the Purchaser’s due diligence review,

CONDITIONS PRECEDENT TO THE TRANSACTIQNS.

The following issucs will be addressed in the Purchase Agreement and will be, among
the other related items in the Purchase Agreemeat, conditions precedent to the
Closing of the proposed purchase transactions:

(i) the Purchaser and the Owner shall have, respectively, obtained all necessary
consents and approvals of lenders, Jessors, lassees, governmental entities and
other required third parties;

(i) there shall be no pending or, 10 the best knawledge of the parlies, threatened
htigation regardiny this Letter, the Purchase Agrcement or the transactions
contemplated hereby or thereby;

(iii)  the Purchaser shall have completed its due diligence review; and

(iv)  the Purchaser shall have obtained, on or before the Closing Date, bank
financing for not Jess than 70% of the Purchase Price,

AGENCY.

The Purchaser and the Owner acknowledge and agree that Norm Martin, The Mardel
Group, Inc. is acting as the agent of the Purchaser in connection wilh the transactions
described in this Letter and has full power and authority to negotiate for the Purchaser
with respect thereto. Norm Martin may be reached at 909-352-5400, 909-308-4107
pir., and 909-698-0568 FAX. Allfees due from the Purchaser to The Mardel Group,

Inc. in connection with the services provided by The Mardel Group, Inc. shall be the
responsibility of the Purchaser,

DISCLOSURE.

Except as and 10 the extent required by law, or with the prior wiitten consenl of the

other party, neither the Purchaser nor the Owner shall, and each shall direct jts

#3/4
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Mr. Tunothy Carmack
August 10, 2000

Page 3

respective representatives not lo, make any comment, statement of commupication
with respect to, or otherwise disclose or permit the disclosure of the existence of
discussions regarding the proposcd transactions or any other terms, conditions or

other aspects of the proposed transaclions.

COSTS.

The Purchaser and the Owner shall each be respontible for and bear their own costs
and expenses incurred in connection with the transactions.

COUNTERPARTS.
This Letter may be executed in one or more counterparts, each of which shalt be

decmpd to be an original, and all such counterparts, when taken together, shall
constituie but one instrument.

PRIOR AGREEMENTS.

This Letter constitutes the entire agreement of the parties relating to the subject

n}:aucr described herein, and supersedes all verbal or written agreements relating
thereto.

Very truly yours,

C.J. Chang

#4/¢
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QI) HUA NAN COMMERCIAL BANK, LTD.
LOS ANGELES BRANCH

R YAV

707 WILSHIRE BOULEVARD

TEL. (213) 362-6666

SUITE 3100 FAX (213) 362-6G17

LOS ANGELES, CA 90017 USA

Mr . Mike Hammond
Managing Director Sept. 1, 2000
Shattuck Hammond Fartners

601 California Street, #2001

San Francisco, Ca. 24108

Dear Mr Hammond: Re C. Joseph Chang

At the request of Mr. Joseph Chang, we are pleased tc inform yvou
that :

(1) Currently Mr. and Mrs. Chang have maintained Time Dcposit
account's with our Ta Chia Branch in Taiwan in the approximate
amount equivalent to US$474,500. Accounts have been maintained
since October, 1999.

(2) Mr. Chang is the owner of the premises of our Ta Chia
Branch. According to our Ta Chia Branch, The current market
value of property 1s approximately in the amount equivalent to
U8$1,175,459 and the value for the loan can be up to
Uss$1,000,000.

According to Mr. Chang, he is currently evaluating an investment
project and intencs to apply for a loan f{rom our bank to finance
a part of his purchase of the project. If the Bank’s assessment
of the project 1s viable, the Bank will be willing to consider a
loan in the amount ranging from US$2,000,000 to $4,000,000 with
mutually acceptable terms and conditions under the guidelines of
our Bank’s policy.

Incidentally, we would also be pleased to inform you that Mr.
Chang and his family have been known to cur Bank’s officers in
Taiwan and they have banked with our Bank in Taiwan for many
years. Mr. Chang and his family have been the valuable source of
many customer referrals to our Bank in Taiwan and our Bank's
relationship with Mr. Chang has been satisfactory.

Should you need any additional information on subject, please
feel free to contact the undersigned at 213-362-6666 Ex. 203.

Thank you for your attention.

Truly yours,

“Kemp Chen

VP & General Manager

TELEX: 683-1405 HUA NAN
SWIFT. HNBKUSSL



September 7, 2000

Ms. Cecilia Montalvo
Vice President
Shattuck Hammond PWCS
601 California Street, Suite 2001
San Francisco, CA 94103
CONFIDENTIAL

Re:  Huntington East Valley Hospital
Proposed Letter of Intent

Dear Cecilia:

This Letter of Intent outlines our proposal to restructure Huntington East Valley Hospital as a
separate freestanding health facility. This Letter of Intent (“LOI”) is a statement of our mutual
interest to enter into a transaction whereby Huntington East Valley Hospital, a California
nonprofit corporation (“HEVH?) with financial assistance from Medical Pathways Management
Corporation, a California corporation, or its affiliates (collectively, “MPMC”), will deposit
$4,000,000 into a defeasance escrow account, the “Transaction.” Southern California Healthcare
Systems, a California nonprofit corporation (“SCHS”) will simultaneously deposit an amount
sufficient to defease the existing debt, all as more fully described below.

Exclusive Negotiations and Confidentiality. For the purpose of completing the contemplated
Transaction on a timely basis, it is essential that SCHS and HEVH be solely committed to
negotiating this Transaction and not be distracted by any alternate transaction or negotiations
with other parties. Accordingly, for the period up to November 1, 2000, the parties agree that
SCHS and HEVH shall not discuss, negotiate or enter into any arrangement that would interfere
with the contemplated Transaction among the parties, including any arrangement out of the
ordinary course of business. In addition, SCHS and HEVH agree to keep confidential the
contents and existence of this Letter of Intent and shall not duplicate this Letter of Intent except
as authorized by MPMC. In the event SCHS and HEVH decide not to pursue the Transaction
with MPMC, SCHS and HEVH shall delete any electronic versions and return to MPMC the
original and all duplicates of this Letter of Intent.

Nature of Letter of Intent. The parties shall use their best efforts to close the Transaction
contemplated herein no later than 120 days following the date of SCHS’s acceptance of this
Letter of Intent (the “Closing”), and the execution of this Letter of Intent is a good faith
expression of such intention. The parties also recognize, however, that there are many issues
which need to be discussed and resolved, and, therefore, with the exception of the commitments
outlined in the previous paragraph, nothing in this Letter of Intent is intended to or will obligate

CAWINDOWS\TEMPAHEVH 1.O1 9-7-2000.DOC
9.8.00



Shattuck Hammond PWCS
Attention: Ms. Cecilia Montalvo

Page 2

any party to proceed with or enter into any transaction or agreement, or will serve as the basis
for any action by one party against the other.

The following outlines the terms and conditions under which MPMC is willing to enter into the

Transaction.

I. Background/Strategic Realignment:

We understand that SCHS's objectives are to:

1.

2.

Maintain physician and community goodwill.

Immediately eliminate ongoing managerial involvement and financial risk due to
operations and capitation contracts, since HEVH does not now fit within the
SCHS strategic plan.

Immediately eliminate ongoing financial commitment to fund any cash flow
shortage.

Eliminate the guarantee on the existing debt issued by the California Statewide
Community Development Authority (“COPs”) by the Huntington Trust (“Trust”).

We believe that at the Closing these objectives will all be achieved.

II. General Terms:

1.

HEVH will remain in existence as a 501(c)(3) corporation, but its name will be
changed. (For purposes of this Letter of Intent, we will call it “EVH.”)

EVH will issue refunding bonds (“Refunding Bonds”) based upon its own credit
and guaranty from MPMC. Four million dollars ($4,000,000) of the net proceeds
will be deposited in an escrow account to defease a portion of the 1997 COPs of
HEVH. SCHS will deposit or cause to be deposited an amount sufficient to
defease the entire issue. The amount, structure and form of the MPMC guaranty
will be determined in the Business Plan and subject to capital market conditions.
Medical Pathways will guaranty up to $1,000,000 of the Refunding Bonds. Costs
of issuance, transaction fees, debt service reserve funds, credit enhancement fees,
original discount, working capital and other related financing costs would be
included in the gross amount of the Refunding Bonds.

Refunding Bonds should be construed to mean any and all forms of debt, taxable
and tax exempt, senior and subordinated.

CAWINDOWS\TEMPHEVI 1.O1 9-7-2000.DOC
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Shattuck Hammond PWCS
Attention: Ms. Cecilia Montalvo

Page 3

SCHS will withdraw as EVH’s sole member and EVH’s organizational
documents will be modified to eliminate members generally. The EVH Board
will include individuals representing the community and active physicians. EVH
would anticipate a continued strategic relationship with SCHS. Otherwise, SCHS
would have no involvement in the affairs of EVH.

EVH will enter into a Management Contract with Medical Pathways Facilities
Management Company (“MPFM”), which will be formed for the purpose of
managing EVH. The CEO, COO and CFO of EVH will be employees of MPFM.

SCHS would enter into rates as detailed in Attachment A with Medical Pathways

and its affiliated IPAs. The rate schedules and footnotes should be read in their

entirety.

Medical Pathways Management Corporation and the IPAs currently associated
with Medical Pathways Management Corporation and EVH (the “California
Coast IPAs”) contemplate entering into a Risk Sharing Agreement with EVH in
connection with dual capitation contracts with health plans.

SCHS will either represent and warrant that certain liabilities of HEVH do not
exist or assume such liabilities as of the Closing as follows:

a. Accounts Payable in excess of $3,600,000.
b. Accrued Expenses in excess of $415,000.

c. Long Term Debt (including current portion) will be zero, excluding debt
to be issued as part of the transaction.

HHEVH will have at least the following assets as of the Closing:

a. Cash of not less than $500,000.

b. Net Accounts Receivable aged 120 days or less of at least $3,600,000.
c. Inventories and Supplies of not less than $500,000.

Additional Covenants

a. EVH will indemnify SCHS from events occurring subsequent to the
Closing, except as listed.

CAWINDOWS\TEMP\HEVH 101 9-7-2000.DOC

Los Angcles
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b. SCHS will indemnify EVH for events occurring prior to the Closing,
except as listed.

C. Up to 50% of Management Fees under the Management Agreement will
be deferred and accrued in the event that EBITDA 1is less than 1.25 times
debt service.

10. Management Contract. The initial term of the contract will be 5 years with two (2)

5 year renewals at the option of MPFM. Additionally:

a. The management fee will be the sum of (1) two times the costs of the
CEO, COO and CFO (salaries, bonuses and benefits) and (2) any other
costs incurred by MPFM. MPFM will also be eligible for certain to be
negotiated bonuses.

b. Up to 50% of the management fee will be subordinated to the debt service
on the Refunding Bonds.

c. Medical Pathways Management Corporation will provide or facilitate a
working capital line of credit (“LOC”) for EVH of not less than $600,000.

d. In the event that the Management Contract is terminated or not renewed,
the LOC will be automatically terminated, and EVH must repay any
advances under the LOC and pay any amounts accrued under the
subordination provision above.

11. It is our intent to structure and implement this Transaction in compliance with all

legal requirements applicable to the parties and also Revenue Procedure 97-13
and other requirements, contractual and otherwise, applicable to EVH’s tax
exempt financing. Further, it is our intent to structure this Transaction so as to
avoid the delays associated with any requirement that the California Attorney
General review and approve the Transaction so that a continuity of care can be
achieved. We believe, given our current understanding, that we can accomplish
these goals pursuant to the Transaction as outlined. However, the Transaction
may change during negotiations and such revised transaction will need to be
further reviewed.

MPMC believes that it is important to proceed quickly to solidify the support of the Medical
Staff of HEVH and the community to avoid defections and uncertainty. As noted above, we are
prepared to complete the Closing within 120 days of acceptance of this Letter of Intent.

CAWINDOWS\TEMPA\HEVH LOI 9-7-2000.DOC
Los Angeles



Shattuck Hammond PWCS
Attention: Ms. Cecilia Montalvo

Page 5

IIl. Other Terms.

1.

Due Diligence and other Conditions. Closing of this transaction is contingent
upon the completion of legal and business due diligence by MPMC, satisfactory
negotiation of the Definitive Documents as described below, and approval of the
Board of Directors or other appropriate governing body of each of the respective
parties.

Expenses/Preparation of Documents. Each party shall bear its own legal and
other expenses. MPMC legal counsel shall prepare the initial drafts of the
Definitive Documents and all subsequent drafts of such documents. Such
Definitive Documents shall include (1) Transaction Agreement among SCHS,
EVH, MPMC and MPFM, (2) Management Contract between EVH and MPFM,
(3) Risk Sharing Agreement among EVH, California Coast IPAs, MPMC and
MPFM, and (4) Line of Credit Agreement between MPMC and EVH.

If this Letter of Intent is acceptable, please sign the enclosed copy and return it to me by
September 12, 2000, via facsimile or other means. We both agree that a facsimile of this letter,
including signatures of the parties, is the equivalent of an original signed copy of this letter. This
letter will then form the basis for development of Definitive Documents by our legal counsel.

Sincerely,

MEDICAL PATHWAYS MANAGEMENT CORPORATION

By:

Name:

Its:

The foregoing proposal is acknowledged and accepted as of this  day of , 2000.

SOUTHERN CALIFORNIA HEALTHCARE SYSTEMS

By:
Name:

Its:

cc: Mr. William Caswell

CAWINDOWS\TEMP\HEVH 1L.O1 9-7-2000.DOC

Los Angeles
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2 Park Plaza. Suite 650
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Slmon &G ladStOIle Irvine. California 92623-9694

Telephone. (949) 474- 880
A Professional Law Corporation Telecopter: (94Y) 474.7265

Finn Email

10 August 2000 (awyers@ ber gerkalin.com

VIA FACSIMILE (415) 788-0822 & U.S. MAIL

Ms. Cecilia C. Montaivo
SHATTUCK HAMMOND PARTNERS
601California Street

San Francisco, California 94108

Re:  Huntington East Valley Hospital
Dear Cecilia:

Being cognizant of the time deadlines under which you are working
and your need to recsive definitive letters of interest in regard to a proposed
acquisition of Huntington East Valley Hospital (the “Hospital”), this letter
shall serve as a non-binding Istter of intent in regard to a proposed purchase
of the Hospital. While it is likely that Michael Hammond and others may find
this letter to be lacking in certain areas, based upon reasons outlined below,
it is all that | can provide to you for the time being. As we continue to
progress in this process, | anticipate providing you with additional
information within the next two weeks.

This letter of intent shall set forth the basic terms and conditions of the
proposed acquisition. The entira letter is nonbinding on all parties. | would
anticipate providing you with a follow-up letter of intent within the next two
weeks which would be much more comprehensive and provide therein for
certain binding obligations.

With this in mind, please be advised as follows:

1. Basic Proposal: The Acquisition Group will purchase
substantially all of the assets associated with the Hospital, including all
inventories and supplies, all intellectual property, all accounts receivable, all
contracts and agreements, all equipment, all legally assignable government
permits and contracts, all real estate, and certain documents, files and records
related to the business of the Hospital, including medical records, to the extent
same are legally able to be transferred and assigned.

Los Angeles San Diego San Francisco Bay Area Woodland Hills Oregon

Telephone: (310) 321-9000 Telephone: (619) 236-8602 Telephone: (4715) 899-1770 Telephone: (8]8) 591-4220 Telephone: (541) 188-1400
Telecopiar: (310) 578-6178 Telecopier: (619) 236-0812 Telecopicr: (415) 89Y-1769 Telecopier: (818) 59)-4224 Telecopier: (541) 388.4731
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Ms. Cecilia C. Montalvo

10 August 2000
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2. Identity of Purchaser: It is anticipated that the purchaser will
actually be two newly formed California corporations, both of which will
cumulatively be referred to herein as the “Acquisition Group”. One of these
corporations will acquire the real estata and all other “hard” assets of the
Hospital. The other corporation will operate and run the Hospital. The
ownership of each respective corporation is still being negotiated, and will be
disclosed in the subsequent letter of intent. | also will not disclose the
identities of the involved partias until the Hospital has executed a non-
circumvention agreement in our favor. This is prudent and reasonable under
the circumstances.

3. Purchase Terms: We propose a cash purchase in the amount of
Four Million Dollars ($4,000,000), due in full at Closing. All assets would be
acquired free and clear, and the Acquisition Group will assume none of the
liabilities of the Hospital.

4. Financing Sources: We have two commitments to fund the
acquisition of the assets, subject to standard contingencies. Upon execution
of the subsequent letter of intent and the non-circumvention agreement
noted above, | will disclose these sources. The corporation which will run
and operate the Hospital will be funded with a minimum of One Million
Dollars ($1,000,000) of investment capital contributed by the founders,
separate and apart from the financing for the acquisition.

5. Intended Plans for Use and Operation: lt is intended that the
Hospital would continus to be operated as an acute care facility, with
expanded specialty areas. The doctors comprising part of the Acquisition
Group would significantly increase the census. We are also structuring
certain strategic alliances with other doctors and a large IPA to increase the
census, as well as to provide a capitated arrangement to ensure positive
cash flow.

6. Additional Deal Points: Certain additional deal points would
necessarily include, but not be limited to the following:

a. Ability to conduct additional due diligence.

b. Full and complete indemnification afforded by the
Hospital and its corporate parent for all actions up to the Closing.

C. Obtaining all necessary consents and approvals.
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d. The Hospital agreeing not to make any use of the
information we supply to it in connection with this transaction and which we
designate as confidential. Sajd information would include but not be limited
to the identity of the member of the Acquisition Group and the identity of
our funding sources.

8. Ability to speak with employees, and specifically key
management personnel, of the Hospital. We would agree to not solicit or
recruit said individuals in the svent an acquisition is not effected.

7. Proposed Timetable: We would propose the following general
timetable:
ACTION; TARGET DATE:
a. Definitive Letter of Intent 30 Aqust 2000
b. Additional Due Diligence September, 2000
c. Enter Into Exclusive Period 01 October 2000

d. Delivery of Draft Documents 01 November 2000

a. Work to Finalize Approvals 01_ November 2000
and Consents

f. Closing 01 December 2000

In light of the nonbonding and general summary nature of this letter,
there is no need for your client or you to execute any type of consent or
acknowledgment. For now, | would merely request that | hear back from
You at your earliest convenience with any comments or questions which you
might have. At that time we should also discuss how to best proceed. |
look forward to hearing back from you.

Very truly yours,

KEITH A. ROSENBAUM
Partner

KAR:mj



HEALTH CARE INSTITUTE MEDICAL GROUP
65 N. Madison Avenue - Suite 200

Pasadena, California 91101

August 23, 2000

Subject: Huntington East Valley Hospital
Purchase Price: $5,000,000 / Cash
Purpose: To be a HUD, full-service medical campus community that would

serve as a prototype for future facilities in the 21st Century.

A. The goal is to have a nearly 100 percent occupancy of the hospital at all times.

B. Develop a subacute-transitional care unit facility across the street.

C. Develop and build a full-service, senior citizen complex on the grounds across
the street. This would consist of unassisted skilled nursing and locked facility
as well.

D. Develop a large complex for the developmentally disabled and in cooperation

with the Regional Center (I will visit a similar facility in Eldridge, California).

E. Establish a unique partnering relationship between senior citizens and
developmentally disabled (! find this as a unique opportunity that will be one of
its kind and | see nothing but good coming as a result of this. The bonding of
relationships and the benefit to both segments of this population are far-
reaching and very positive).

F. Develop a relationship with the Rite-Aid Pharmacy (that is already on the
grounds) to have them as an exclusive pharmacy for all of the needs of the
clients at the facilities (by having a relationship of this nature, because

certainly it would decrease the cost of drugs and therefore transfer these costs
to the patients).

G. We will certainly look into other types of facilities (such as a restaurant) that
would be added benefit for developing a full-service community on that land
across from the hospital.

PURPOSE:

BENEFITS TO THE COMMUNITY:

A. Increase of prestige.

B. Increase in economy of the Glendale community.

Office: (626) 792-4185 HCI Fax: (626) 792-7358



August 23, 2000
Re: Huntington East Valley Hospital
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C. It would provide a unique prototype for other hospitals for 21st Century
medicine and the need for large hospitals (300-400 beds is a dying breed and
has gone by way of the dinosaur). Small hospitals or smaller hospitals with
surrounding communities will have a unique and a bonafiable relationship with
the community hospital that is located on the same campus would be of great
benefit to the community and to the hospital and add to the security of the
clients and the family to know that if an acute emergency or hospitalization
were required, the hospital is right on the same campus.

D. The ability to sponsor community events. This type of program would serve as
a very positive marketing tool for all phases of the facilities located on the
campus. It would increase marketability and will give an overall positive and
unique aura to this community.

E. This would be a training facility for the medical as well as paramedical
personnel (doctors, nurses, physical therapists, etc. and the like). The next
would be the medical office building offers a great advantage:

a. It would be in proximity to all of the complexes.

b. All different types of specialities could be in the medical complex, thus
serving all of the needs in the surrounding locales.

C. Any specialities that are not presently there would certainly be willing to

occupy the facility if they know they have a newer captive audience
(with the senior citizen complex, with the sub-acute unit and the
complex for the developmentally disabled as well).

SENIOR CARE NETWORK AND ELDER CARE FOR L.A. COUNTY

It would be more than interested in helping to make sure that such a campus reaches
its full potential.

Clients from all over Southern California and other parts of the United States will hear
about this community and certainly in this physician’s opinion we want to live in such
a unique environment.

| propose this campus to be the headquarters for our mobile docs organization. This
organization, of which | am the owner and the CEO, primary mission is to provide
house calls to the elderly, the homebound and to seniors who find it difficult to come
to the doctor’s office. This is thus far, and will continue to be a far-reaching and a
very successful and a unique program. We would like the Huntington East Valley
Hospital to be the primary hospital for all patients with a mobile doc and for all the
patients in our medical institute as well.

Office: (626) 792-4185 HCI Fax: (626) 792-7358
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I think this is a great and a wonderful opportunity to develop a unique community for
individuals who require this kind of care. One of the exciting things about this is the
establishing of close relationships between the elderly (who are oftentimes lonely)
and individuals who are developmentally disabled (such as Down’s Syndrome).

The possibilities of such a vision are limitless and | think it is worth pursuing.

Thank you very much.

Respectfully submitted,

ROY H. JACKSON, M.D.
Internal Medicine
RJHEVHOSP

Office: (626) 792-4185 HCI Fax: (626) 792-7358
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Profile of Interested Buyers

Duane Van Dyke — Mr. Van Dyke is a local entrepreneur and former investor in Covina
Hospital. He currently owns a nursing home in Covina that is managed by Royal Crest, Inc.
He has a banking relationship with Network Bank, a representative of which has been in
contact with HEVH management. Mr. Van Dyke would like to purchase the facility with bank
financing, his own personal investment, and investment from local physicians.

Roy Jackson, M.D. — Dr. Jackson is a part of a large, muiti-site medical group called
Healthcare Institute Medical Group, Inc. His group practices at both Huntington Memorial
Hospital and at HEVH (among others) and has approximately 15 patients in an acute care
facility on any given day. Dr. Jackson's group has also developed a mobile physician
service, which makes house calls to home-bound patients. Dr. Jackson believes that with
physician support, he could increase the census at HEVH. He would like to purchase HEVH
with financing with bank financing, his own personal investment, and investment from other
local physicians.

Medical Pathways — Medical Pathways Management Corporation (MPMC) was formed in
1988 as a consulting firm specializing in advisory services for IPA formation. As the nature
of the healthcare industry changed, MPMC evolved into an IPA “turnaround” advisory firm.
Two years ago, MPMC switched focus and began managing IPAs. The company has
acquired 19 IPAs located in California and Texas, including a number of former
MedPartners IPAs and the APPA IPA formerly affiliated with SCHS. The Medical Pathways
IPAs provide physician services to over 500,000 members, including 200,000 members
located within a 30 mile radius of HEVH.

Mafuz Michael, M.D. — Dr. Michael surfaced as a potential buyer two weeks ago. He has
signed a confidentiality agreement and has received informational materials regarding
HEVH. He has indicated through phone contact that he is interested in the facility but has
not yet begun his due diligence and Shattuck Hammond Partners has not yet had the
opportunity to meet with Dr. Michael. He leads a large medical group practice based in Los
Angeles.

Keith Rosenbam, esq.. Greg Engel & Frank Lopez, C.P.A. (d.b.a., Physician Service
Company) — These three individuals have been active consultants to the physician practice
management sector in Southern California. They have indicated that they have a plan to
consummate a two part transaction, where one set of investors would acquire the physical
assets of HEVH (real estate) and a group of physicians would acquire the business. While
they have indicated that they have the support of a lender, Shattuck Hammond has not
received documentation identifying that financial institution.

Joseph C. Chang — Mr. Chang is a native Taiwanese immigrant, currently employed as an
Assistant Administrator at Alhambra Community Hospital. His family has substantial assets,
a fact that has been verified by the Bank of Taiwan, Los Angeles. He has a background in
hospital administration and would like the opportunity to own and operate a hospital. He has



partnered with Norm Martin, the C.E.O. of Riverside Parkview, who has recently formed a
hospital management company called The Mardel Group. The Mardel Group recently
assumed management of a former HCA facility in Chino. Mr. Chang would like to purchase
HEVH with bank financing, his own personal investment and investment from local leaders
of the Chinese community. Shattuck Hammond has met with one of these investors, who
confirmed his interest in contributing capital to this transaction.
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