UNITED STATES OF AMERICA
BEFORE THE FEDERAL TRADE COMMISSION
OFFICE OF ADMINISTRATIVE LAW JUDGES

In the Matter of

OSF HEALTHCARE SYSTEM, a

corporation, Docket No. 9349

and

Y
:
a

ROCKFORD HEALTH SYSTEM, a
corporation.

RESPONDENTS OSF HEALTHCARE SYSTEM’S AND ROCKFORD HEALTH
SYSTEM’S MOTION IN LIMINE TO PRECLUDE ADMISSION OF UNRELIABLE
MATERIALS EXPECTED TO BE OFFERED IN AN ATTEMPT TO SHOW
COORDINATED EFFECTS

NOW COME Respondents OSF HEALTHCARE SYSTEM (“OSF”) and ROCKFORD
HEALTH SYSTEM (“RHS”), and move, in limine, to preclude Complaint Counsel from
attempting to introduce into evidence the following immaterial, irrelevant, unreliable and
misleading materials during the administrative trial: PX0349, PX0350, PXO354, PX0388,
PX0462, PX0463, PX0556, PX0630, PX0704, PX1265, PX3151, PX4000 -019 and -024, and
PX4626. None of these exhibits is admissible to support Complaint Counsel’s expected use of
them in connection with its coordinated effects theory. Copies of all of these exhibits are
attached hereto as Exhibits A —M, respectively.

Dated: March 30, 2012 Respectﬁ?y submitted,

/)

Alan 1. Greene

Matthew J. O’Hara

Kristin M. Kurczewski
Hinshaw & Culbertson LLP
222 N. LaSalle, Suite 300
Chicago, IL 60601

(312) 704-3000
agreene(@hinshawlaw.com

mohara@hinshawlaw.com
kkurczewski@,hinshawlaw.mm
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(815) 490-4900
miasparro@hinshawlaw.com
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David Marx, Jr.

William P. Schuman

Amy J. Carletti

McDermott Will & Emery LLP
227 West Monroe Street
Chicago, IL. 60606

Telephone: (312) 372-2000
wschuman(@mwe.com
acarletti@mwe.com

Jeffrey W. Brennan

Carla A. R. Hine
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Rachael V. Lewis

Daniel G. Powers

James B. Camden

McDemmott Will & Emery LLP
600 13th Street, N.W.
‘Washington, D.C. 20005-3096
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UNITED STATES OF AMERICA
FEDERAL TRADE COMMISSION
OFFICE OF ADMINISTRATIVE LAW JUDGES

In the Matter of )
)

OSF HEALTHCARE SYSTEM, a )

corporation, ) Docket No. 9349
)

and ) PUBLIC

)

ROCKFORD HEALTH SYSTEM,a )

corporation. )

STATEMENT REGARDING MEET AND CONFER

On March 27, 2012, Kristin M. Kurczewski and Nicole L. Castle, counsel for
Respondents OSF Healthcare System and Rockford Health System, conferred telephonically
with Richard Cunningham, Complaint Counsel, regarding Respondents’ Motion in Limine to
Preclude Admissioﬁ of Unreliable Materials Expected to be Offered in an Attempt to Show

Coordinated Activity. Complaint Counsel indicated that they intend to oppose Respondents’

motion.
Dated: March 29, 2012 Respectfully submitted,
Al 1. Greene

Matthew J. O’Hara

Kristin M. Kurczewski
Hinshaw & Culbertson LLP
222 N. LaSalle Street, Suite 300
Chicago, IL 60601

Telephone: (312) 704-3000
Facsimile: (312) 704-3001
agreene@hinshawlaw.com

mohara@hinshawlaw.com
kkurczewski@hinshawlaw.com
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David Marx, Jr.
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UNITED STATES OF AMERICA
FEDERAL TRADE COMMISSION
OFFICE OF ADMINISTRATIVE LAW JUDGES

In the Matter of:

OSF HEALTHCARE SYSTEM, a corporation,
Docket No. 9349
and,
PUBLIC
ROCKFORD HEALTH SYSTEM, a
corporation,

Respondents.
RESPONDENTS OSF HEALTHCARE SYSTEM’S AND ROCKFORD HEALTH
SYSTEM’S MEMORANDUM IN SUPPORT OF THEIR MOTION IN LIMINE TO

PRECLUDE ADMISSION OF UNRELIABLE MATERIALS EXPECTED TO BE
OFFERED IN AN ATTEMPT TO SHOW COORDINATED EFFECTS

To prove the Complaint’s allegations that the proposed affiliation will increase the
likelihood that the remaining two competitors in Rockford will engage in anticompetitive

coordinated action, Complaint Counsel appear to rely only on a limited number of exhibits as

~ evidentiary suppcn’t.1 During the parallel federal court preliminary injunction proceeding, where
Complaint Counsel presented the same coordinated effects theory, they relied primarily upon the
exhibits, which Respondents now seek to exclude from evidence, in a misleading attempt to
show the exchange of competitively—sensitive information and/or a history of coordinated
activity between Respondents and/or among the three health systems in Rockford. Respondents
expect that, in the administrative trial, Complaint Counsel will attempt to introduce the same
exhibits into evidence and elicit testimony from thelr expert witnesses (but, likely not the
individuals most knowledgeable about the docﬁments or their contents) in the same misleading

way as proof of their coordinated effects theory. None of the exhibits, however, show a history

1 These exhibits, which are the subject of this Motion, are PX0349, PX0350, PX0354, PX0388, PX0462,
PX0463, PX0556, PX0630, PX0704, PX1265, PX3151, PX4000 -019 and -024 and PX4626, and are
attached hereto as Exhibits A — M. All other exhibits cited and attached are cited as either PX__ or
DX . .
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of coordinated activity or exchange of competitively sensitive information in the Rockford
healthcare market and, therefore, they cannot, individually or collgctively, form the basis for any
assertion by Complaint Counsel that the proposed affiliation will increase the ability to
coordinate among the hospital systems in the Rockford area. Accordingly, this Court should
exclude them from evidence.

The documents that are the subject of this motion are irrelevant, immaterial, and
unreliable, the type of evidence which the Commission’s Rules of Practice say the Court shall
exclude. 16 C.F.R. §3.43(b). The ALJ may also bar evidence if it is misleading, results in a
waste of time, is needlessly cumulative, or adds nothing to the analysis of the issues. Jd., see
also Pagel, Inc. v. S.E.C., 803 F.2d 942, 947 (8th Cir. 1986). While the ALJ has the discretion to

admit hearsay evidence, the ALJ may only do so if it is relevant, material, and bears satisfactory

indicia of reliability so that its use is fair. 16 C.F.R. §3.43(b).
During the preliminary injunction proceeding, when Complaint Couﬁs'el cited these
documents as support for their coordinated effects allegations, they omitted relevant parts of the
record that explained, and even directly and indisputably rebutted, the implications which
Complaint Counsel sought to draw. This Court should not allow Complaint Counsel to
introduce unreliable and misleading evidence into the record just because they have no relevant,
timely, probative evidence to support their claim of coordinated effects.
1) PX 0349, PX0350, PX0462, and PX0463 (Exhibits A — D) are notes prepared by
someone at Health Care Futures (“HCF”), an independent consultant hired by OSF, in October

and November 2007, which purport to summarize HCF’s discussions with Gary Kaatz, CEO of

'RHS (PX0349), Dr. William Gorski, President and CEO of SwedishAmerican Health System

(PX0350), Bruce Peterson and Bill Messer, interim CEO and Board Chair, respectively, of
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Rochelle Community Hospital (PX0462) and Darryl Van Vandervort, CEO of KSB Hospital
(PX0463)). As David Schertz, President and CEO of OSF Saint Anthony Medical Center
(“SAMC”) testified, HCF created these notes as part of its management plan building process,
which HCF does with all of its clients, based upon interviews of other health care facilities and

systems in the broader service area “to confirm that this is the general direction everybody sees

the world moving in.” Schertz, Tr. 644:4—14.2 None of the information in these exhibits contains

proprietary information — as a simple review of the documents reveals. Schertz, Tr. 644:20-23.

.|
|
— DX706-056. Moreover, these exhibits contain at
least two layers of hearsay. Nobody ﬁ'om HCF is on Complaint Counsel’s witness list, and, even
if they were, there would still be a layer of hearsay involved. Exhibits PX0349, PX0350,
PX0462, and PX0463 (Exhibits A — D) are hearsay, unreliable, misleading and add nothing to the
analsfsis of the issues before the ALJ. The Court should exclude them.

2) PX0354 (Exhibit E) is an email exchange, on December 18, 2007, between Mary
E. Carlis, Director of Revenue Cycle at SAMC, and Michelle A. Carothers at SAMC.
Respondents believe Complaint Counsel intend to offer this email to attempt to establish that
SAMC and RMH exchénged competitively-sensitive information relating to the charity
assistance programs at each hospital. What the email exchange .establishes is the opposite,
héwever, and reflects Carothers suggesting that Carlis say only that SAMC is in the process of

finalizing its uninsured discount policy. The document does not establish that any details about

2 Testimony from the preliminary injunction hearing held in U.S. District Court in Rockford, Hlinois on
February 1-3, 2012, is cited herein as , Tr. (which sections of the transcript are also
attached hereto).

3
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the program, let alone competitively-sensitive information, were exchanged. Moreover, neither
Mary Carlis nor Michelle Carothers are on Complaint Counsel’s witness list, nor has either been
deposed, so Complaint Counsel will be unable to lay the appropriate evidentiary foundation for
the admissibility of this exhibit. The exhibit should be excluded.

3) PX0388 (Exhibit F) is a February 28, 2011 email exchange between -

I Ncither that language nor the

concept appears anywhere in the email. The email which began the exchange between -

I - shovn in the exhibit, was from [

I Thc document has

nothing to do with coordinating activities of the two hospitals as separate entities. Complaint
Counsel knows this from Mr. Sehring’s responses to their detailed questions regarding PX0388.
Mr. Sehring explained repeatedly that the emails relate to potential work by FTI going forward

with the merged entity and do not discuss any cost efficiencies each hospital could achieve

separately without the affiliation. DX1181-051-055. | NN

I s DX716-050-051. Complaint

4
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Counsel’s misuse of this exhibit during the preliminary injunction proceeding to suggest

coordinated activity between Respondents was misleading, and again would be misleading if
allowed in the upcoming administrative trial. The Court should exclude this exhibit.

4) PX0556 and PX0630 (Exhibits G and H) are RHS Finance & Audit Advisory
Committee Minutes from October 26, 2005, which Complaint Counsel offered during the
preliminary injunction proceeding to suggest that RHS and SwedishAmerican Hospital (“SAH”)
exchanged information, regarding whether negotiations were ongoing with Blue Cross Blue
Shield of Mlinois (“BCBS”). In addition to being stale, there is nothing coordinated abou;: RHS
learning that it was bidding against itself with BCBS. These documents do not establish that
RHS and SAH agreed on anything. Moreover, despite three opportunities to question RHS CEO
Gary Kaatz about these documents (Mr. Kaatz has been the RHS CEO for about twelve years),
Complaint Counsel never did. See DX0698; DX0706; Kaatz, Tr. 707-776. | KEGcNH
I both testified unequivocally that |
— See PX4000-041. The statements in these

exhibits that Complaint Counsel misleadingly relied upon are hearsay, and would again be
misleading if allowed in the upcoming administrative trial. The Court should exclude them.

5) PX0704 (Exhibit I) is an email chain between RHS CFO Henry Seybold and RHS
Director of Managed Care Paula Dillon from July 17, 2008. Complaint Counsel argued during
the federal court proceeding that this document shows Mr. Seybold and Ms. Dillon planning a
“pick each others [sic] brains meeting[]” with OSF’s Director of Managed Care. Complaint
Counsel offered no evidence of what this means. More importantly, when they did question the
supposed participants to this meeting during their depositions, all three individuals ||| NN

. 5o DX0937-044; DX1158-049-050; DX1182-013. Complaint
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Counsel’s misuse of this exhibit during the preliminary injunction proceeding to suggest
coordinated activity between Respondents was misleading, and again would be misleading if
allowed in the upcoming administrative trial. The exhibit should be excluded. '

6) PX1265 (Exhibit J) is a letter from Epstein Becker & Green, P.C., counsel for
SAH, to Paul Brand, Executive Director of Employers’ Coalition on Health (“ECOH”), dated
September 26, 2008, and PX4000-019 and 024 (Exhibit K) are portions of the deposition
transcript of Richard Walsh, COO of SAH, relating to PX1265. Complaint Counsel misleadingly
offered this letter during the preliminary injunction proceeding to attempt to show coordinated
activity between Respondents to exclude SAH from an ECOH provider network. The so-called
“ultimatum” referred to in this letter, allegedly made by “St. Anthony’s and Rockford Memorial
Hospjtal,” is not attributed to any person or persons at either of those entities and, even assuming
it had been, it would still constitute at least two layers of hearsay. Mr. Walsh’s testimony

(Exhibit K), upon which Complaint Counsel also relied, itself contains two levels of hearsay.

—. Yet, again, Complaint Counsel never asked either CEO about

this allegation, déspite three chances to ask Gary Kaatz, and four to ask David Schertz. See

DX0698; DX0706; Kaatz Tr. 707-776; DX0189; DX0394; DX0714; Schertz Tr. 565-651.

Moreover, Complaint Counsel’s house of cards collapsed when || N NGcNGNGNGNGNE
I s dcposcd. NN

70820902v2 0907107
130316081v1 0907107



B s- Dx1151-042-043.

I 5 DXx1157-003, 013, 031 and 035. Both PX 1265 (Exhibit J) and Mr.
Walsh’s testimony regarding this topic (PX4000-019 and 024) (Exhibit K) are unreliable and
misleading, and Complaint Counsel should be precluded from introducing or relying upon them.

7 PX3151 (Exhibit L) is a November 3, 2005 email between Carol Steve_r and Mary
Breeden of OSF. Complaint Counsel offered this document during the preliminary injunction
proceeding to suggest an exchange of competitively-sensitive information between Don Vayr,
SAMC’s Director of Strategic Planning, and Mr. Abrams, his counterpart at RHS. First, the
statement in the e-mail that Mr. Vayr was “told ... that RHS [is] terminating ALL BCBS
Agreements — including ‘Commercial,”” contains at least three layers of hearsay. And second,
despite two opportunities to question Mr. Vayr about this exchange of information, Complaint
Counsel avoided the topic except for briefly inquiring if Mr. Vayr ever spoke to Mr. Abrams at
RHS regarding contracting. Mr. Vayr responded “No.” .See DX0183; DX1185-039. Complaint
Counsel misused this exhibit during the federal court proceeding. Any attempt to do so in the
administrative trial would again be misleading and should be prevented.

8) PX4626 (Exhibit M) is a December 2, 2010 email exchange between L]

- Complaint Counsel argued in the federal court proceeding that this email, -
—, constitutes “coordinated” activity. Despite two
opportunities, they never questioned - about this document. See DX0183; DX1185.
Complaint Counsel waited to confront [l with PX4626 until her deposition on February

16, 2012. See DX1158-049-054 (they did not ask her about PX4626 on August 3, 2011 (see

DX0183)). When Complaint Counsel did ask [l 2bovt Px4626, NG
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I No matter how
hard they tried to manipulate PX4626, | NN
I S-- Dx1158-049-054. This exchange between [N =»d NN

does not constitute any sort of coordinated activity, and Complaint Counsel’s attempt during the
federal court proceeding to suggest it does was misleading. Id. It would also be misleading in
the administrative trial and thus should be excluded.
CONCLUSION

All of the credible evidence confirms the Rockford hospitals have not previously engaged
in coordinated activity or exchanged competitively-sensitive information, and have no intent to’
do so in the future. Respondents believe Complaint Counsel, as they have in the past, will
attempt to rely upon Exhibits A — M to establish that Respondents have engaged in coordinated
activity or exchanged competitively-sensitive information. These exhibits are unreliable and
misleading. Complaint Counsel previously omitted relevant parts of the record that explained,
and even directly and indisputably rebutted, the implications which Complaint Counsel sought to
~ draw from these documents. Given Complaint Counsel’s misleading use of these documents
during the preliminary injunction proceedings, Respondents ask the Court to find that these
exhibits are unreliable and misleading, and cénnot be used by Complaint Counsel to support any
claim of coordinated effects resulting from the proposed affiliation.

PX0349, PX0350, PX0354, PX0388, PX0462, PX0463, PX0556, PX0630, PX0704,
PX1265, PX3151, PX4000 (pages 019 and 024), and PX4626 (Exhibits A — M) do not meet the

requirements of Rule 3.43(b). Accordingly, Respondents respectfully request that the Court
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enter an order precluding Complaint Counsel from offering them into evidence, or eliciting
V testimony about them.

Dated: March 28, 2012 Respectfully submitted,

[

Alan 1. Greene
Matthew J. O’Hara
Kristin M. Kurczewski

~ Hinshaw & Culbertson LLP
222 N. LaSalle, Suite 300
Chicago, IL 60601
(312) 704-3000

agreene(@hinshawlaw.com

: mohara@hinshawlaw.com
| kkurczewski@hinshawlaw.com

Michael F. Iasparro
Hinshaw & Culbertson LLP
100 Park Avenue
Rockford, IL 61105

(815) 490-4900

miasparro@hinshawlaw.com
Attorneys for OSF Healthcare System

|
} : : David Marx, Jr. -
; William P. Schuman
| Amy J. Carletti
% McDermott Will & Emery LLP
3 227 West Monroe Street
‘ Chicago, IL 60606
Telephone: (312) 372-2000

dmarx@mwe.com
wschuman@mwe.com

acarletti@mwe.com

Jeffrey W. Brennan
Carla A. R. Hine
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UNITED STATES OF AMERICA
BEFORE THE FEDERAL TRADE COMMISSION
OFFICE OF ADMINISTRATIVE LAW JUDGES

In the Matter of

OSF HEALTHCARE SYSTEM, a

commhon, Docket No. 9349

and

g
s
a

ROCKFORD HEALTH SYSTEM, a
corporation.

et Nt N g g s sl st et

‘ [PROPOSED] ORDER
On March 28, 2012, Respondents OSF Healthcare System and Rockford Health System

moved in limine to preclude admission of unreliable materials expected to be offered in an attempt to

show coordinated effects.

Accordingly, upon due consideration of the parties’ submissions, it is hereby

ORDERED that Respondents’ Motion in Limine to Prechude Admission of Unreliable
Materials Expected to be Offered in an Attempt to Show Coordinated Effects is granted and PX0349,
PX0350, PX0354, 1"X0388, PX0462, PX0463, PX0556, PX0630, PX0704, PX1265, PX315l,
PX4000 -019 and -024 and PX4626 shall be excluded from evidence.

ORDERED:

D. Michael Chappell
Chief Administrative Law Judge

Date:
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| CER'fIFICATE OF SERVICE

\

I hereby certify that on this 30 day of March, 2012, a copy of Respondents’ Motion in
Limine to Preclude Admission of Unreliable Materials Expected to be Offered in Attempt to
Show Coordinated Effects and Memorandum in Support was served on the following via
electronic mail: '

Donald S. Clark

Secretary

Federal Trade Commission

600 Pennsylvania Avenue, NW, Room 172
Washington, DC 20580

The Honorable D. Michael Chappell
Administrative Law Judge

Federal Trade Commission

600 Pennsylvania Avenue, N.W.
Washington, D.C. 20580

Matthew J. Reilly
Jeffrey H. Perry
Kenneth W. Field
Richard Cunningham
Katherine Ambrogi
Jeremy Morrison
Andrea Zach

Jeanne Liu

Stephanie Reynolds
Theresa Lan

Federal Trade Commission
600 Pennsylvania Ave., N.-W.
Washington, D.C. 20580
mreilly@ftc.gov
jperry@fic.gov
kfield@ftc.gov
rcunningham@ftc.gov
kambrogi@ftc.gov
jmorrison@ftc.gov
azach@ftc.gov
jhiu@ftc.gov
sreynolds@ftc.gov
tlau@ftc.gov

Attorneys for Complaint Counsel Federal Trade Comm,,

7

A‘ft@xﬁe&(for OSF Healthcare System
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EXHIBIT A



Swmmary of Disteitions with Rockiord Health Sysicm — Novembes 8, 2047

Participant

*

Gary Kaats - Prosidont and CEQ.

Sackigoond

Gary — b hes bieen in Rockford since 2000, He spent 20 years (@ Rush and ther spent six o7 seven @ Case Weskm Reserve in Ohio before he came
WRHS, Thoy wove lasing a tonof moncy when Be came or boand.

Dhicusion wmnterie

Fintixcinks = thoy havo a ot of monoy io the bask but struggle 10 heeak even opassionally, “Thoy have bada suaesy of de-omphasizing e Modicald
meryet and are lecdng SWA g0 afie? o muket.
Land on Riverside — he would not shave what they are specificully phmsing. (I waited o usk kim unill tite inour conversation 35 T had pood kaeractios
mmmu:mmmmmxm;mmummmmmumwmdmt:ommhsmammm
wo wore asked 10 work with them by his Board Cisis and furmod s down). Soc noecs blowad Rockford needs
one sirony Larger wrtiary medicel center slong 90 mmmmwﬂmwmmmxwmwymmmum
From tho sutsida that rwakos (hngs.clixngs.
o 24 Commeniy~Only feom seading between lnea, T don’t think ey sil) heve the OK or the commitment from thehwdupmrdwnhn
o Boxpita on Rivenske sod wil move o wt anbolaiory cnpys ot ke sl fofbrmsd OB coutd beyod of I

Advocste mhumhmnnedhsmwﬂd Advocete will be a player in the Rockford mavket. Fe 8id not answer my question directly sbout
whether thet would bo with his organization big apain roading botwosm ligs #.is cicar 1o mc that thoy biave telked with Advocaic in somo wanner, He
haapemmlnlmwllpwmﬁmsmﬂ#&Admh(‘mﬁvutimmwwlermI'HA. Fe.told me that Advocale balicves they nced io
e iw shis mapket 3nd wies to parmer with someong, Advocate made s phay for the Hiphlund Rogpits] in Relvedore porboth CRD's. Whos Fasked
abou a fiture Successful picturs Ror Rockfosd (the fowa 201 RHS) 2 eaid one Mirong tentiary. medical center along 1-90 with one cdier commundly
bospital in lown and maybo two, chduvmuwh:phyuhmrm 1don" (hink bo was misfoading me but ) don’t know kim woll.
Rachwed (Ve towid Tnallicare KLY —stol knova f) auyiliug & ik, ‘Guod bas sl gival sepaativ Ju NICU. Feds, Neowrscheuoes, Redub,
Cintho, Trauma and canfiology but caxdiology is 1 decliaing and probisbly is overstted 25 # £ood lockl sewvke Tine.
Strengtiu of exch avzzmtration. Ags yexdiog between lines #tdoes not sppear that ke Ins mech love fr SWA tighs now 22 be swidvegy (tde
Intsrection with Gossk] o r Wilsh bul & fair amaoum with Dave Schert,

o SAMC - locition, ounding care, ortkijly, oethe sul o,

n WM - Peds, ORNICU, ortbo and reixb aong wih imama

©  SWi —Best end lrrscet PCP.ptoup— 61 fust sweo but good yeoviders.

Nigative fiir SAMC - OSPHPs trylug {6 got pody caoscy dpwatto Poueii 2ol the Sa:t OSFHPy wilk ot cundract with RMY. Clealy, s is lian
complaining svhich comes with the teritary whon one does interviews Tike b

Toslih Core Puleres LP
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Sasimary of Distusginns with Rodidord Flesith System — November &, 2087

«  THistake on which orgaaiuation is best positioned  1his one was inleresting 0 108 (0ls0 se¢ the SWA notes as well) i kis omder.
o SAMC-du 1o the OST Systoniand OSF cach.
] RM-MW*R&MMndMﬂ:ﬁmuW
o SWA —ptsoxd above lota love for SWA bt be said SWA hata Jocal flavor in what they db thatthey play up tiar works well,

o Faperc of Rockfarid (the clity) heakh corg ayans-- sco his comments above — b woukl 1iks 1o wee que lagse meitical contar alonys 100 Dt e doos
( 2u5% think #-will heppen. So, shore of this happening. each of the Gree will continue: o fight among temecives and ReckFosd as & winle will suffer in .
! wrmsof healih carc. Abgom fundamenial changs in how care Iy doliverod ke hes coneams sbout how Rockfand wil} be able 10 suppont thio entidsy carc
with (bo yohuaw spRL Vroo ways, Ho 306od bealth e is 2 buge business in Rockford. He wonld Ekoat least two of the sysicunsworking togefher (o
; conbine cemiain senico ises. He doos ax thik o mergey will work due to past palitics but 2 combiation of scrvice lines mnder somie JVs botwaca
RMH and SAMC woukd be gzood por hiee. roxmwmmmmumwmmwmmosﬂosrwbw
Inprove inmigration 10 their NCU wnderthe TV,
«  Paysiciancmploymicnt - Misnmso:mhmglwbmw chmwphuswwltomsmlwmnvdllwmpbymw RMH In Gve plus
mu‘dmﬁomtﬁmfwm gystoms:. Thoy s, B atbers; stragyetings to holp MD growps recrei so they will go hack e coplosmest

. Oumpdiﬂnn RHB is no¥ oo worriod #bour Janesville dut do woxy WM&M He undocstnndy thut Beloit wais able %o pat fheir now
ambulslory care genter in Dncis (Roscos/Rockton lbwm)wnhmamxumﬂu;mmtm Minois vwb&mnwﬂdﬂqmmanm
argaubzailan thoy don’t kave 16 comply whh-CON lowe? That is aews lome ifine, Draddiion ey aec sianting 1o womy a bit-about Couiegm, or
Galy, Centegra has 2 second tier medical etaff but s quickly improving their modical staff (from ey understanding s apivtion is probably right) end he
thinks Gy will fouk Woat i af Jont Botvodere, Ho thougit Coniepra has moncy a5 wiels (Tdon's know  ibad Is ). Also, tlicy otve seen ons
volume shifting t0 Good Skepard in Baringroa (pari’of Advocate) &3 well

o Relibhaspital  stireed samething Vike five yeers ago. JV with HealthSonthand it hus been a good dra! for them econamrically and strtegically =s
lhcvhavcmwnhlchbswiwllmhafdrmlmwmlhm

Heylthr Core Pt L3
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EXHIBIT B



ry of Discuysions with Swedish American Heuhh System  Noyentber S, 2007

Partic

»

X8 Gorslii MB - Presidend - Swedish Amwrican Heakth Sysion.

Baskyronnd

Dill- be started out as a TP and b beza in Rocidoxd for decaies. 11c kas been the President of SALS for sveuyears. 12 gw wpin
Naperville. My personal setse of the interview is that be was. much more grarded than Gany K from RAS but it may have beess me or that
3y be his siyke. Fiaukly, T60R like I got simch Loss out of hiss vemus Goy.

Dncuwies materin)

Figantials - ficy are deing well und if the peoposod Medicaid averhul iat 5 appurcatly uodor. discassion in Springficld becomns law
shey will be fn seally ood chepe. Bey BiDL, they den't Yuve iz moncy thst RHS of SAMCAOSF huve in the bk,

Payor wix —he Iy proud of his 25 parcent Medicaid loed snd 1s OK beiiag the Medicaid site.

Maries khare - ey Rave guined shane aver e pass five vews per Bill in ihely PSA (Winrekage, Ogle and Boane County) — Sephinie
will help us ook st (bat. Thoy heve noticod that referral volume from culsids thoae thres courtics is down.

Tosir focos  peimarily jo thoir PSA and they dou’t wosty 03 muck about the SSA, with 2 fow caccptions such ox down by Rochclle

(whichbe brought up).

Employmeat of PIDs —be Hike Gary X Qitks 50 ~porcont of bis spocialiy dasowill bo caployod a6 i will be thio besl way 1o ceondl
MDi. THs wan sometiony he brooxhup, He also waiited 1o know whet QS waa thinking. # oid himOSF believas theve will mach
smorc employ mem across the Sywmaldtm 1o many othes clients Is trying to besl Mgure omt how best 10 mmanage and opesste spicialists
e sald i e et T Slixared ot Sey Kl know how to best manege specialists!). Talso told mmuﬂummw;mmww
employlng e spocintists wilt 1R 5090 aF I8 R7hal"s CeMc 2 masket advaniags Rir OSF.

SWA NMeait Herpital — saccessful. ‘Volnme Xas not grown bus i kas viot dropped: (evem thangh the overali murke? volume i down sp
cbvigush market shace Is up do ubls vigw) 56 i (hole viso 1hat 152 Sucs0ss: Cathvelane is Sovna foa duo to hospilals Hie Kish and
caamwmm “They viow Midwes Hoar as aawccoss story for them nnd soading betorcen some-1ines do nod view: RCA a5

I:powlup-wa he was ol vory supporstive of the Tegionat hospials. He i suspect ol theiv ipiality of care as they get inlo morc
tortimry Jovel came Eho cathis (b ds probably tight). 11 was also very elear 1t SWA. fod usad the rounds witk the regiaml bospitals ad
did not have Juck 48 he was clearly frustiated by the anticude of &t teast some of the segional CEOs (be did not name numes}.

Outside competityrs — . Is worried abowt Centegra amd be nesitoned withou! me aaking thel Advecsic wanied Righiamd in Belvedere.
Ho said bo did #0t know wisn Advocae wanicd with it o whiat theiz plans were in Rockfad. iic.could bo decetving se but Jdon't think
Advocate and SWA have tilked,. Ee docs viow the seisiomal hospitils as competitors o weell mad increasingly stionger competitas,

Hralth Carg Fobwres 4P
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ry of Wiacussions with Swodish Amerkas HealibSystem  Noviraber 8, 2007

Hewth Cyre Fiterm LP

Stresgthy of the three Ruckdord bealth sysomy ~ a5 with RMH there docs not ippear o be 1 lot of love between the RME wd SWA,
o SAMC - OSP Synone with the s sad poesiblo market power, Dave Sehertz (e said 2 mabior oftimes he hasa ot
relationehip with Davo and SAMC ovon thongh you all am competiien), aad Jocation.
o RMHA - w0 things Je case up with ~ RIMH 3 the ok blue blood place in town but he is a0t sure tht is even an advamiage
any o and the fact RMA has $200M plas in frce cash,
o SWA ~cullure washis bigone. Mo (els ke (hey represesd (e tnes RockToed and fyept on O Jocn) nsket. Medical Gooup—
Toegest andbest. Pocus on qualiiy that kas boen azownd sinte 1hé 805 Groat Boaed.

Which of the fimes wre bat pusitionce for wecorss — (R onder
© SWA~due fo fheircninme and their ties fo The comamuiy 2loeg with theis qualily focus.
¢ SAMC-Jacte OSF Systrm, Jocution snd good quakity.
o RMEH- will their cash 2llow therhi 1o ride the stormouf?

Future of Ruckford headthesre - he thinks the tove will cominee 1o sleg it ot and heve good yesrs and bad years, He feelslikc EWA
f5more insulzcd becsiss they Rocus on T ocal market it ke alko said that Jocal merkes 15 mol the oac Dt ts growing and is ko e one
Mhhwwgm-wﬁh coonormic issaes which will ead 10 mose Medicaid. Busically. ke is banjong ow smocess &
imsuhvdup:tummimw-ﬁmbwm s belicyes e will do woll.

RN Lanss — he thinis RMH wilt put up ambuigiory care. He would fipix them big thme i they tied to move OB and NICU 1o that site.
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EXHIBIT C



Summary of Discussinws with RacheXe Conmuniry Hosphtal - Octeber 3", 2007

Participants

v
L

Bivex Podeonsu = fiteiine CE0.
Bill Messer (sp) — Board Cliusir.

Backpronué 16 gaciipants

Bmre ~ intextm CEO for wbout three wesks. He fx the former Aledo CEO who das been dofng some consniiog aad ixterimwork. He 15.6 condidare
fortho permaucat positian. Thoy want the CEO stot ilid by Jansasy add (Foy have had » nuater of candidaies,

BT ~on 00 Boand Forabowt 8 yoars. Ho ks retired Presiden o7 the Kishwaos Coromumity Colleps (wab ihoro 34 yoars) and 13 stow 10 ingcsim
Pnddﬂlohhnllhmas\:dbx(!omw Collaye tnPere (o LaSalke), He bws Lived in Rochelle for 35 yewry. .'Billw;ln‘pw SAMC for whst
soundod ik aa outpaticie procedure and wag very kappy sdih ke sorviee. “rhe oand ks cloven members which por Bill creatos same probloss :
{indisg eleven good people it oein. Their Board financs chair is a former Oolisge Boasd menibes wiw does 0ot uidecstiad why the Hospital oeeds 1o

keepany cish, sos anke woocx§ PerBiilthe same guy was o the Colieps Boaxt and did the same thing,

Discawion material

Financhal ~ nota gnod vear thisyesr, norlnss. They are close 1 break even . Basically they (Uke mony ather CATE's we kow o) ave vulnerble ©
sl slits i volisias ~ 0.3 — ADC dillrviox asvey s yicar v by U dilfincax: bty a good yvar aiad a Tuss, They ape mt sup i s bwo yeat
higlory is the Bogianing of a tend ora buing be the road. )npnwtwhﬂwcmlhyhumlsmnmudﬁuaﬁ their deTinition of sirong
petoruiance). Wiils we did it {iet knto mumbess they don't sppest 1 huvs Inck cash 10 Jovest in tos Mrility oe staegic projects,
lngcpondont afflfatc agrecment with OS¥— they wow 7ot s i thas wes atilf in placcand if sa what it did. Note (o all of ux = we should fivd the
affifiguion aprecment mad too I that gave OSK any right of lirst refusal on sticmerger foikce allifiathon agsoefionts do). Bruce docs ot fool ks
SAMC is intcresiod i the-rogion Whke SFMC #s and docs not fic Tike SAMC docs crough paying aitemion 10 their noods Hks hio %ad in Aleds.

RN - ot plyor in (heir market,

SWA - presorathey. havo a preatoralfieity for SYWA ofthoupt SWA has 3 newer ¢l in Davis Jurction which is shifting busincss from them to
SWA WSWA'? They said SAMU crvated soxe il will when it polled on! of tho theee way JVs (with SWA abd RCR) for botl primsy cuse olizic
owiestip and for Emirgency Room ooversge. Also, SWA cames scvoas is liswsizy more to theix needs thex SAMC. For sone this wus an indicztivn
thal SAMC wasg irsersiod only in o moncy SAMCioould pult out of the Rochalie madker. Thoy are nor really happy with SWA vight nowy bt rced
themn 1 be theirpastnes in clioke.and ED to save saoney.

View o SAMC —desplic the sbove, §tong vicws sbowl the clinival G $2 SAMC 2 1 perception thai SANMC provides beflicr gty carc.

SAMC Streagthe- giality care and good sorvice,

SAMC Wealoicsses ~ did 701 know oikcr than sgecific s for Rochalle with above nowed In SWA commanis.

Fruith Cowe Folurs 17
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Sammayy of Disarcony with Richeliy Cuumnﬁnw-omber&".m

Rockford as & destinsfion chmmnunity v healih care - Uy Mutednocktmism mudn’l‘m!pmwm for pry ond health imsoe. T i3 2
tertiany ceata but 20} ous known fov any particulsr distinguishing services. Folks lsave and jo to Cliicego submbs ofton. Also, fior Rochelle fitks
Rociford whils sial (s phes (o g0 to shup s alw tho plave willsensppy schools, bigh amd bisd crime and a od dowrdown — st fufks from Rockelks
mvrefy trvel off of Stise Strvet,
Kisbwankee~ K5 evidont th Kishiand ROH Kive 1ikod. Jaid 308 spocifically: ask bus il wapprotly ovidont, Bill wasvery famitiay with the Kish
acquisition of Sandwich ospimt in which they Ssps 8 local doard. ‘Tiisy did say they have NOT made any dacisions mive so thir fame and axy
relationsbip with Kish and Tbeliove theon. It was alsocvides 10 mo reading botweon » bunch of lines that thoy kave tafked scriousty with Kish. Xish ks
mnduphbhkxh&wxhtb acxtfew snowthe. They thiak Kish witl be looking west and thus them; xinoe that may be turf that is sasier 1o
Tov theiy xow Tacility.

v, Fdaomment— 1 tithod with thean u foiv st =kt To 5o bonefits and risks of portrerizg with a very Socul phayer Bl Kish, I wamed thom
that while Kisly inay know them Kizh also will teke @ose voluaie 10 theirshop {unless (hey know RCH) since they are %0 koca): Ialso poaaied
out that Kisk will Bkoly be more scluctant to yut moncy into R.CH s5iven thy ai s cloxe googmaphically. 1 iiod jo play up dhe fact somictimes
- @istance is & good thing in aconsolidation. .3t appeatod to:me it thoy hovo not thought al ofthls theouph,

Funn:f»rllul-th‘.y\r.uubmhﬂn:m@ﬁ)wmhphcalﬂmhmhﬂmhuwﬂcmmm&mall ke &

wecommendation, bul they belieye withtn five years thicy wil) be looking for a “white kight™ that will help thew with capital io invesl ix (heir

:-:ilynﬂwupm ssccasully recvuiting phyelciass. Thoy bliovo they will sty @ CAH but aced to favest in (62 platt abd 41 goring
yeiciams 10 tow,

Curveot ivmer beyomi malivg somey . rocmitment of physiciums. They acod diree to four FPx or M/Peds. Tn the L veuy tixy huve lost two PCPs

and addod wo for a se1 vovo galn. They bolove S i3 2 ton of culmigralion of primary caro (o Dekal, Rocklond aad Chicaro slburbs — ancedoial

isRrmaticn from tham.

Hispasitc pepolsion  thoy duive a signivicant Hispenic flod Tiad it is growing  pet il @ the High Kchood it is nearty S pement o the Xids.

Local coonomy - mo real chaagss. Ty have w0t soca sy el il of suburben Cikago makicais conlig is Rachollc for choapor hoasing. No

Tuncriol pew busincssts kave come o7 arccamiag cither, 1oy asc geiting 2 aow Sier Wak-Mart (whick I sy experiernce in some other smaflor

communitics is aciwally 4 good siga coongmically as Walt Maxl iends 100 sonw £00d oconamic aescarch bik K could be jur an oppormsily 1o siem

vohmme xolng 60 Rockibod) mud Walgreess.

Phyiicisn Emplovwicat — ey cnpky oxy MD dlrocaly and tweo via Tha IV with SWA. Thay abso tave tho JV with SWA w employ the ED MDs.

::ivkieehrsmd OSP-d&ancs with mgional playcﬂndwc:fnmwlomﬁmbutbc willing 0 provide Bonolit (0 O )gionn] playes

YR

Our conétuslony 1t 8 dorie:dout with Kish and 1 thiak thoy will give 1ho new CBO shx + mombis Lo figurs our 2 course of action.. Kisk Say 3 logup

Mmamw@wmﬂlulhkndcuﬁﬁedm:mssforlhemw atfoant think 2bort. SWA i probbly not 2 Jonguemi partncy cither given the

ficy SWA seerns 10 wam i coimpete with fhém, SAMT is stili viewed 1o the aggregae 2% & good punmer bur they have 3ot been cucked iip to enongh.

They. ueeﬂ\rlbsqllctmmeke).

TienlOs Cave Folens 12
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EXHIBIT D



Surmatary of Disessaions with KSB Hospiial—Novembier 12, 2007

Paiticipant

Darryd Van Vandervord- CBO, Damyl kas boes 2 KSB sinco 83 (ke camo as the CFO) smd beceng CED when Jin Dague (who is now 1o CEO in
Goshen TN erdd another HCF cliea) wad fived. He 18 retiring in vhee years.

Dixcumion watcrial

Financialy ~KSB has 8 Birly constam thrie 1o fow poxcent nel mangin whichcorolaes 1o approximaicly §3 w0 4AM. Fe roted thess is a fafr amouss of
xoney i 1own but thoy do-nol gel eny x:joc dooations as Jolks think the odd Skew trst (e $ in K5B) o181 has meney to suppox L bospital...
KSB Phyuicione — They me bz imo smploymens aud have their own I residency pagoam.
o Rinployed base - 75 on active siail and 50 arcenyloved. 80 peroenl oF Ma medical sialf are FMUG or Safenatiomal medical schaol gracusie
20 0f 1ho %0 ax FPs aed sbout Jall the FPs do delivedos. Thoy also omploy IMs, OB and specialiaes ~ they bebieve hmmwma
mymmwmumeu. They easploy three cxnticlogists with two doipy intereencional wouk. They haves hoge J-1 vise contingest,
fon of #otr csoployed 3D came fzongh the Rockdond residency pragens (3 s assumning this is the pemary carc).

o FPresdowy—they just had theiz second class complent —they have two » yeurand they have kege one of our in the nea ~ afl of e FP
rovidents ane onggn bows or inisrutioml modical school greduaks, The residonts v Gieir fiv yoar @ SWA wod éxsir socund €3 KSB.
KSB bod 1,100 eandidates fog 1bs two shois.

u(;a”wm more PCP azd more spreistiss peimaly Gf, ENT aad seurnlogy. He has two J-2 vist MDs who will lease fo the next year (GI, aad

olony).

~1two of KRB's candialogins havs wosos sefenal sekdivasbip wich the SWA RCA candiologins it he oes not beliave they send xuch owt

10 Rocktbad or RCA. By and farge however, RCA was Risianicatly not very Iriendly or poed with sefering MDs fom Dixofl. He sentioned x Dr
Mmmﬁunkodfodwbu:mbﬁnwhhsﬂmam]obdaqxﬂw»ﬁmm o contoast with RCA
Cath 1ak ~ it hus been opeogianal fora few years and they fud 308 cathe & KSB Last year,
Potuce of KSB snd partacriag with snyosc~ Daeryl is theeo years from sefiremcss and KSB hos alscedy aumod bis sucocssos (beir cuoreal CO0-
David Schrsiser). David was just mned citizen of the yoar in Dixon and fs 2 Dixon first Xind of person. Dary) fixt ot tukd me s will NOT parsue
any discussions with any other party (Rockfond ar Sterling ov aryone) i the next thee yeans — he does nat wart shw haesis. 1Te also said his socessor s
vory indopeodost mindod as well. This wis €ne of tho woro dboct o0 ways I liave board rogarding future Aliganent ~ thds was ack just with OSF bul
with-amanc,
Chicago provider lesk hitto thelr wervice ares. They have not seen any infhax of Chicago physicians nor Chicago payers int their market. He ds
awgre Y 1 hoppeaing in Dekalb. T¢ noted ancoiodaly that he kas siancd [0 5cc around fown a fow cammumcrs 1o Chicago subusds bul al present ke
bebicves sheso azo vty few.
598 — Jwas not aware bue pey Danryl IDOT is ssploring seme kind of intecstate mils swap with the: linois Toll Authoeiy for some of the milles
betweenr Dixon and the Chicapo saburbs (loltways tesid 10 vediice developniend duc (0 Lheir Jisnted aceess) aud Dixon ¥ the firs! exit rmmun West(or

e 1ac) anc from the East). Apparcatly, the Dhwn Chembor of Coramence is puatiing foribds and bekeves it will be a Juge growih eaglac 1€ i Rappens.
1 bad 1ot heard of this before, .
Hodib Corg Priersy LP .
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Swmeary of Pistussions with KSB Hozpital— Neverther 12, 2087

Hewith CwreFuivre L7

Jis worrdes -0 ks 1oL womricd about CGH (wvpical CGH ks 00t good conuncs) bt Is worded about Sow Chicago may influsnce them {n the foture.
He aloo worries thout te foct most of his kame town companies are being bongheup by pxjor inkrtional companics und how that conkd impect focat
loyaity among the businsss jeadzes. Fe slso wosies sbowt notenongh physiciany, He refies a fairawaura on J-) and glven twir lncation they qualiiy
it por Dirayl it is a closc call cach yoarto detormiboe if they quniify 2nd if ity stad 16 £01 soo uflux in populxtion that conld clindsass that oplicn
‘which could ¢RI s0R%T Tooruling wortics. Hothinks they koop abowt & (R oF the J-1e thal came through Divon,
mm-mmwmw&mmmmwfwm wong 1-48 but community #s not growing mnch. Major
cmploytr— mymr—mbws. BX jus 3ot the Raynor contract, Also Ravovac (bmories) is 1a 1w and thoy' weae just bought out by an
1dornatioal compay. cmylwunlhikm(ap)wMuach&h(wm%wnmm)mmﬂmmvr&m
wmmwmm

mmmmwmmm-mmgm‘mammbummoyommnnmm

RBackford Husplials sng refevyaty — he did not have mck o sy good or bnd abowt any of the Rockford hiwpitsls it is clear to me than e nox bis
OfEARD-Aion worYy GrCven y aticwion 10 what 33.poing on in Rockford eclative 10 hoalth cane (610 2 shopping dostingtion) and 1don™ think de hada
poddaﬂmonwhkhm:ﬂwm e theough§ NICT goes to RMIT,

o Pharmacy - K58 iga site where U ol | phanmacy sisdoms i 10d ey pet one every once inwhile © stoy,
© JCAHO - thxy ax nol JCARO acoreditod and wotklng with JCAHO yoars ago and he belicves it has not s them 13 avy: ovatractiag.

o Parking dock - X 5B just opencd (0 day belore Foamc) a row parking dock.
Our cmchaiom —rwt Hhat this is wrong b 2t feant the CEO 3 RSB is fuisly Intinally and vesy kocally focused and i8 is very clesr thet they do wot

mnbmﬁebwmmmwbmm
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Casrcthees, Richolle A
Toesday, Decomber 18, 2007 11:10:32AM
FW: Gammonity quostions m promgt pay discount and % above poverty lovol

From:
Sent:
Subject:

| know if Swede's AMH want this Information they can fing It with the AG'S oftice through
our charity policy that is submitted. £o we want 1o make them work far it or should we
be good guys and share? ! recommend that we share. | know that our percentage is
fower but we have & very generous catastrophic policy that somewhat makes up for
that. We can tell them that we are In the process of finalizing our uninsured discount
policy. Arg you OK with that?

From: Carlis, Mary E.

Sent: Tussday, December 18, 2007 9:22 AM

To: Carrothers, Michelle A.

Ce: Lassandro, Ida L

Subject: Community questions re prompt pay discount and % above poverty lavel

Mchele,

Recelved a phone call from my peer at Swedish American Hospita! in Rockford wanting
Information on what % above the poverty level we calculate charity assistance. Randy
tott me & messags stating that Rockford Memaorial had just Increased thelrs to SDO%.
Swedes 15 currently at 200% and fooking to re-evaluate that tigure. SAMC is currently
st 150%. Talked with Dave Stenerson this morning and he recommended emailing you
to get your take on sharing this type of information with our competitors. | was also
interested in finding out what the other two facifities are offering for prompt pay
discount - however, it | ask that question | am sure they will want to knaw what we
are doing as well. What's your take on sharing this Info? | would appretiate any
guidance you could provide us.

Mary E. Carlis .
Director Revenue Cycle CHAM

OSF Saint Anthony Madical Center

5668 E. State &t.

Rocktord, IL 61108

Phone; 815-395-4515 Pager: 815-227.9451
Mary.Carlis@oathealthcare.org
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EXHIBIT G



ROCKFORD HEALTH SYSTEM
FINANCE AND AUDIT ADVISORY COMMITTEE

Monday, November 14, 2005
4:00 p.m.
Finkenstaedt Beard Room

AGENDA

L Approvai of Minutes

A. Qctober 26, 2005*

I,  Blue Cross Update

L 2006 Budget Volume Assumptions

I¥. RHS October 2005

Financials ' 70 be distributed

'V, ¥an Matre HealthSouth Rehabilitation Exhibit A

Hospital Finaucial
Ending September

VI.  Otlier Business
A. Line of Credit

Reporl ~ 3% Quarter
30, 2005

B. ‘Status of Iniemnal Audit Dirccior

VII. Adjournment

*Enclosure: Minutes of October 26, 2005

CONFIDENTIAL

Next Meeting
December 12, 2005
4:00 pam.
Finkenstaedt Board Room

. Time

Roben Pickering 1 Min

Joseph Smith  F0Min

Suzanne Petru 45 Min
Kerry Hill
Dennis Oltz
Bulinds Muck

Suzanne Petty 20 Min

Suzanne Petr 10 Min

Suzanne Petru 5 Mia
Suzamne Peiru  _5 Min
96 Min

Robert Pickering
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ROCKFORD HEALTH SYSTEM

FINANCE & AUDIT ADVISORY COMMITTEE
MINUTES

October 26, 2005

PRESENT: Duane R. Bach Jack W. Packard
W. Walter Boothe Robext A. Pickering
_1 James W. Breckenridge, M.D, Jeffrey E. Schaner, M.D.

STAFF Tony Kazwell Suzanne M, Pefru

INVITED John Rhoades Joseph Smith
GUESTS: Keovin Ruggles, M.D. Earl Tamar

Mr. Robert Pickering, Chiairman, called the mesting to order at 7:00 a.m.
MINUTES: There being no additions or corrections to the minutes, it was

' VOTED: To approve the September 14, 2005 minutes
of the Finance & Audit Advisory Comumittee

as presented.

BLUE CRQOSS Mr. Joe Smith, Corporate Director of Managed Care stated that in September,
UPDATE: Rockford Health System presented a proposal to Blue Cross based on 2 floor of
) 64% of billed charges. He stated that during a meeting with Blue Cross, he asked
R what it would take for Rockford Health System to be an in-network PPO provider.
Blue Cross responded that the hospital would need to be at 50% of charges. M. .
Smith noted (hat Blue Cross did give the System an opportunily 10 remain “out of
network™ at a 75% of charges reimbursement rate for the next three years. He
stated that management fec!s strongly that based on the System’s future growth
| . plans and the surrounding areas which participate in Blue Cross; it would be
beneficial to be an “in-network™ PPO provider. Therefore, a blended proposal was
developed whereby standard services would be at 50% of charges and specialty
services at 70% of charges.

Mr. Smith stated that during discussions, Biue Cross fnsinuated that the hospital is
in & bid war and that the other two hospital’s rates were so low that if Blue Cross
would sign 8 PPO contract with RHS at a higher ratc, RHS would be cannibalizing
that business and Blue Cross wouk tic losing nroney on every case. Mr, Smith
noted that this may'be truc on standard charges, but not on specialty services such
28 NICU and Peds Speciaities that are unique 1o RHS. With regard to standard
services at 50% of charges, RHS indicated to Blue Cross that they would not be
losing money on every cass due to RHS being at the proposed level that Blue
Cross indicated would be acceptable. Blue Cross rejected the System’s hlended
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proposal and indicated that the offer was still 100 high and then indicated that the
other two hospitals are al cost or below cost. Blue Cross’s most recent proposal to
RHS is to remain out-of-neétwork at 75% of charges for three years and have
requested a response from us by Oclober 31, 2005.

Mr. Smith reviewsd various assumptions and their impact on several contract
models.

Dr. Schauer staled that the market peneiration of Blue Cross seems to be
increasing and believes that the decrease in volumes in the hospilal directly relates
'io Blue Cross patients. Mr. Pickering questioned the strategy of Blue Cross by
offering an increase for the System to remain out-of-network. Mr. Kaatz does not
understand what their strategy is, but believes that Blue Cross may have some
type of verbal airangement with the other two hospitals in town, Mr. Pickering
stated that Blue Cross was not interested in the System’s blended rate proposal of
70450, therefore, suggested possibly revising the blended rate vo 70/40. This
blended rate would put RHS under 1he other hospitals for standard services and
would not compromise on the specialized services where there is no competition,
In reviewing past data, Mr. Smith stated that according to Blug Cross, not havinga
contract results in 2 decline of 10% in admissions, 17% in outpatient cases, and
oufpatient reimbursement decrease of 5% or $200,000. At the same time,
SwedishAmerican Health System and OSF St. Anthony experienced 2 12%
increase in admissions, a 6% increest in outpatient cases and & 25% increase in
combined {in and outpatient) revenues dug to their coniract with Blue Cross.

Mr. Smilh stated that (he risks to being preferved in-network provider include:

* Immediate and long-term loss in reimbursement (guaranteed shrinking
i margins).
\ + Cannibalization of other better paying plan business.

o Overall erosion of leverage in the market place.

¢ _Not a5 much leverage due to having a physician contract.

! The benefits to being preferred in-network include:

Increased volume.

Capture additional collar-county NICU refcerals.
increase physician other business volome,
Supports cast side growth. ;
Take business from SwodishAmerican and OSF.

® ¢ % & =

M. Srith stated that he spoke with the Managed Care Director at
SwedishAmcrican who indicated that they are not in a bid process with Blue
Cross, however, Blue Cross has indicated o us that we aro in 8 competitive bid -
process. Blue Cross has indicated that the System’s rates are not gcceptable
because bids from the other hospitals are less making it appear that the System is
actively in the bid process which is umntrue. Mr. Pickering asked Mr. Smith if Blue
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Cross would scoept a two ticr arrangement. My, Smith stated that all the contracts
he-negotiated in Chicago for Resumection Hospital were two tiered whereby the
high doller scrvices were carved out and Blue Cross was willing to accept this if
the nst impact was where it needed to be. Mr. Pickering belicves that the
advantage of a two fier arrangement is the ability to use the exclusive servives to
support the standard services; therefore, the System may be able to reduce o
percentage point under the competition for standard services.

Mr. Smith stated that he believes the System has three options:

* Accept Blue Cross proposal for 75% of charges for the next three years.

¢ Reduce rates to acceptable levels and split rates between standard and high
doller services.

« Indicate to Blue Cross that the System wanis a 70/40 contract {or something
clase to this) or the System will terminate their contract.

Mr. Pickering supgested not giving Blue Cross a specific rate, but indicate that the
System is willing 10 negotiate and if Blue Cross does not want to negotiale, then
consider accepting 75% of charges for three years, Dr. Breckenridge recommends
presenting an offer to Blue Cross and if not accepted, consider termuinating our
contmact. He believes Blue Cross is offering the System 75% of charges because
they do not believe we will accept their proposal for anin-network PPO contract
and Blue Cross does not want us to terminate our contrect. My. Smith will be
meeting with management {0 dctermine the next steps with Blue Cross. M.
Pickering stated that this was a very wantbewhile discussion and helps the
Committee understand the many challenges management Is encountering.

Dz, Ruggles referred to the revised copy of Exhibit A which is 2 request for
approval of an employment contract with James Won, M.D. He stated that Dr.
Won is a Neorologist that has worked for Rockford Heslth System as a locum
tenens sinee January 2005. The Rockford Heslth System Board has established-as
a matter of policy and practice that physicisn compensation at or above the ;
Medical Group Management Association (MGMA) 75 percentile should be
reviewed and approved by the Board of Directors. Dr. Ruggles reported that the
MGMA compensation for 3 Neurologist at the 75" percentile for 2005 (using
2004 data) equals $262,676.00. In light of the difficalty in recruiting neurologists
to Rockford and the ongoing need for such services at Rockford Health System,
Rockford Health Physiclans proposes to offer Dr. Won a gusrantesd salary of
$250,000.00 plus $20,000.00 signing bonus through October 31, 2006.

Dr. Ruggles stated that Rockford Health Physicians requests approval to enter into
an sgreement with Dr. Won materially consistent with the terms presented in the
attached employment contract.

Following discussion, the following Resohution was presented for approval by the

Finance & Audit Advisory Commitice:
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BE IT RESOLVED, that the CEO of Rockford Health System and his
designees be authorized to enter into an agreement with James Won, M.D,
materially consistent with the terms presented in the attached employment
contract, '
The Finance & Audit Advisory Committes,
YOTED: To approve the Resolution as presented.

SEPTEMBER 2005 Ms. Petru reviewed the September, 2005 Financial Report.

FINANCIALS: .
For the month of September, the System budgeted an operating income of
$200,006 and actual operating income totaled $100,000, resulting in an
wnfavorable variance of $100,000. She reviewed the key components of the
unfuvorsble vatiance,

OTHER Line of Credit

BUSINESS:

Ms. Petru stated that as reported to the Commitiee last month, Rockford Health
System Obligated Group borrowed £6.8 million on its line of credit. On October
6, 2005 $5.8 million was repaid with the remaining $1.0 miilion balance being
ropaid on October 21, 2005,

ADJOURNMENT: There being no further business to discuss, the meeting was adjourncd ul 8:15 a.m.
Respectiully submitied,

Lorrie L. Pierce
Secretary
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FINANCE & AUDIT ADVISORY COMMITTEE MINUTES
October 26, 2005

Mr. Robert Pickering, Chairman, called the mecting to order at 7:00 a.m,
MINUTES: There being no additions or corrections to the minutes, it was

VOTED: To approve the September 14, 2005 minutes of the Finance & Audit
Advisory Committee as presented,

BLUE CROSS UPDATE
Mr. Joe Smith, Corporate Director of Magaged Care stated that io September, Rockford

Heakh Systemn presented a proposal to Blue Cross based on 2 floor of 64% of charges. He
stated that during a mesting with Blue Cross, he asked Blue Cross what it would take to
be an in-network PPO provider, Blue Cross responded that the hospital would need to be
at 50% of charges. Discussions took place at RHS to determine a way to be-accepted into
the Blue Cross PPO plan and came up with a blended proposal. Mr. Smith noted that
Blue Cross did give the System an opportunity to remain out-of network at 75% of
charges for the next three years. He stated that the System felt strongly that based on the
System’s future growth plans and the surrounding regions that participate in Blue Cross,
it makes sense to have a PPO contract. There was a consensus that the hospital could not
go down to 64% and then down to 50% of chargzes over night, therefore, we thought we
could offer Bhie Cross a blended proposal. Mr. Smith stated that Blue Cross has
insuiated that the hospital is in a bid war and that the other two hospital’s rates are so low
that if Blue Cross would signa PPO contract with RMI1 at a higher rate, they would be
cannibalizing that business and losing money on every case, This may be true on the
standard charges, but not on the specialty services such as NICU, Peds Spedialities that
are unique to RMH. Blue Cross is already paying RMH at 70% of charges for that
business so it would not be out of bounds to offer a blended proposal whereby the
standard services would be at 50% of charges (which would be status quo with the other
hospitals in town) and the specialty services at 70% of charges. With regard to the
standard services at 50% of charges, we indicated to Blue Cross that they would not be
losing money on every case, because we-are maintaining at the level you proposed tous.
would be acceptable. Following our proposal, Blue Cross rejected our offer and responed
that RHS proposal was still too high, and now statmg that the other hospitals are at cost
ot below cost. Blue Crogs most recent offer to us is to remain out-of network at 75% of
charges for three years and need to receive 2 response from us by October 31, 2005,

Mr. Smith reviewed a contract model summary of a four year Blue Cross contract with
annusal discount adjustments, He stated that the current year is at 70% of charges and
years 2006 through 2009 are &t a blended rate of 70% of charges for NICU, Peds
subspecialties, and Neurosciences end 50% of charges for all other services. The total
contributions currently total $7.2 million and with the blended rate would total $5.6 in
2006 and ending year 2009 at $5.7. This model would result in an unfavorable impact to
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contribution throughout the four years ending with an unfavorable $1.4 miflion impact to
contribution.

In reviewing the Blue Cross contract model assumptions, Mr. Smith stated that 2 10%
factor is assumed for business captured from OSF St, Anthony and SwedishAmerican
Health System (other than NICU and PICU) for the first year only. Watural growth for all
business other than WICU and or Neurology would be calculated at 10% for 2006, 15%
for 2007, and 10% for 2008 and 2009. Mr. Smith stated that the 10% growth rate is
consistent with whese Blue Cross has been historically in inpatient business, year to year,
even without a contract. He ntoed that there has been a decline in inpatient and
outpatient cases, specifically in outpatient cases we have seen 20% decreases year to year
on the totel outpatient cases, While revenue has increased in inpatients due to increase
our charges, increases in the intensity of cases seen. Mr. Smith stated that natural grawth

" for NICU or Neurology would be catculated at %5 in 2006, 9% in 2007, and 5% in 2008

and 2009. Under the blended model the percentage of growth that takes patients from
othercontraaedpayorswouldbeﬁo%,ﬂncosttochargewould be 43% and the annusl
increase to charge master is assumed at 4%.

Mr. Smith stated that it is also relevant to include the physicians in the impact of the Blse
Cross proposal. When looking at the impact to the contribution margin at the hospitat,
we need to also look at what potential could happea when including the physicians in the
mix, Hereviewd the comparison of the Blue Cross out of network plan offer which
includes the physician component. Under Blue Cross's proposed out of network contract
which is 75% of charges, the expected revenue for the hospital totals 321.1 million and
for the physicians; $7.0 million, The 2006 contribution margin for hospital and
physciaisn totals $11.4 This is an extra 5% over the hosptial’s current rate which amounts
to with current volumes approximately $1.5 million in extra reimbursement if everything
remains constant from the current contract. However, we feel that as we go forward with
Blise Cross, the trend of reduced cases and reduced reimbursement will continue,
therefore we believe we will be reducing business with the 75% contract. 'Mr. Smith
stated that our proposal to have a blended contract would result in 2 2006 contribution
margin of $3.6 millicn. The difference between out of network contract and in-PPO
contract totals $2.8 million. Given the variation in volsmes, it is 2 much more
compelling argument to accept the lower rate from Blue Cross in the PPO than it has
been in the past. Year to year through 2009, the contribution margin remains fairly
constant between Blue Cross’s out of nctwork contract and the System’s blended contract
proposal.

v M. Smith stated that the physciaisn wn'emly have an in-network contract, however,

Blue Cross will not a!terzhenmresfonhephysmmxs We tiied to receive a 6% increase,
but Blue Cross indicated that everyone is on the same rate system and program that the
RHPH physicians are on which Mr. Smith is true as PPO rates are fairly standard across
all providers.

Mr. Smith rext reviewed a sample of a four year Blue Cross contract with annual
discount adjustments at the estimated Blue Cross acceptable rate of 50% of charges for
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all services. He stated that total contribution in 2006 would total $2.7 million and $2.4
million in 2009. He stated that being at 50% of charges would result in not losing
mongey, however, would be losting contribution margin. The unfavorable impact to
contribution totals $4.4 million in 2006 and $4.7 million in 2009.

Mr. Smith revicwed the comparison of tho Bluc Cross out of network offer of 75% of
charges to the Blue Cross acceptable rate of 50% of charges to be included in the PPO
network. The proposed out of network contract would result in a 2006 contribution
margin (hospital and physicians) of $11.4 million as compared to a contribution margin
of 5.7 million for the suggested in network contract. The difference between the out of
network conbract and in network PPP contract totals $5.7 million for 2006, In 2009, the
difference between an out of network contract and PPO contract would be $5.9 million.
Mr. Smith stated do we take the leap and do what we feef is in our best interest
strategicatly or do we stay with our current contract with reducing volumes year to year
as an out of network provider at 75% of charges. Or do we decide to not enterintoa
contract with Blue Cross,

Dr. Schaner stated that the market penetration of Blue Cross seems 1o be increaging and
believes that the decrease in volames in the operating room and hospital directly relates
to Blue Cross patients. Mr. Kaatz stated that Blue Cross has approximately 20% of
market penetration.

Mr. Pickering stated that if Blue Cross does not like us, why is Blue Cross offering us an
increase for us to stay out of network and questions what their sivategy is. Mr. Kaatz
does not understand why they are offering 75% out of network for three years, He stated
that in the Rockford market, Rockford fHealth System is the only three star in terms of
patient satisfaction and Blue Cross does pay attention to this. Mr, Kaaty stated that there
was some thought that the other two hospitals in town might have an arrangement with
Blue Cress 10 keep KHS out, but can not prove this. Mr. Pickering believes that it might
ot be an arangement to keep RHS out, but believes that it might be an arrangement that
is predicated that Blue Cross will give you 50% of charizes, but only if it i3 an exclusive
with us. He believes that there may be two institutions in town at 50% of charges or
below, and RHS for the specialized services at 75% of charges. Mr. Kaatz stated asDr.
Schauer stated, there is excess capacity in Primary Care market and believes that if we
include the phiysicians in our proposal, there is no added leverage because of primary care
excess capacity. Mr. Pickering stated that Bhie Cross was not interested in our blended
proposal of 70750, and suggested that we blend it to 70/40 and now we will be under
everyone else under the standard services and we will not compromise on the specialized
services where there is no competition. Mr. Smith stated that at the last discussion, the
floor was set at 64% and have moved that floor many times, and if the Committee
believes 50% is acceptable, he will bring that back to Blue Cross, but he recommends not
going below 50% on a blended propossl.

Tn reviewing past data, Mr. Smith stated that according to Blue Cross, rot having a
contract results in & decline of 10% in admissions, 17% in outpatient cases, and outpatient
reimbursement decrease of 5% or $200,000. At the same time, SwedishAmerican Health
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System and OSF St. Anthony experienced a 12% increase in admissions, a 6% increase in
outpatient cases and a 25% increase in combined (in and outpatient) revenues due to their
contract with Blue Cross,

In reviewing the risks versus benefits of a Blue Cross PPO contract, Mr. Smith stated that
the risks to baing preferred in-network include:

immediate and long-term foss in reimbursement (guaranteed shrinking margins).
Cannibalization of other better paying plan business.

Overall erosion of leverage in the market place.

Not as much leverage due to having a physician contract.

Mr. Smith stated that the benefits to being preferred in-network include:

Increased volume,

Capture additional collar-county NICU seferrsls
Increase physician other business volume
Supports Bast skie growth

Take business from SwedishAmerican and OSF

Mr. Pickering belives that Blue Cross has a strategy that we have not figured out due to
them offering us an increase 1o not be an in-network provider. He is concerned that if we
offer them 50% of charges, they will not-acceptthe praposel. Mr. Smith questions
whether we are actually bidding against ourselves. Tn talicing to the Managed Care
Director at SwedishAmerican, he stated that they are not in the bid process with Blue
Cross and their contract is solid for the next year, however, Blue Cross has told us we are
in a competitive bid process. Blue Cross has indicated that the System’s rates are not
acceptable because bids from other hospitals are less, making it seem that we are actively
in the bid procoss which is not truc. Our contract cxpircs at the cod of December and
typically if you push firther towards the deadline, you wili get more in concession, He
emphasized that we have to be careful notto bid against ourselves, which in some
respects, Blue Cross may be setting us up for. Mr. Pickering asked Mr. Smith his opinion
on a two tier arrangement ~ keeping 8 difference those areas where the Sgytem has
exclusivity such as NTCU. Would Blue Cross find an acceptable two tier arrangement if’
the result was the same. Mr. Smith stated that all the contracts he negotiated in Chicago
for Resurrection Hospital were two tiered and were able to carve out the high dollar
services (NICU, cardiac surgery) and Blue Cross is willing to do this as long as the net
impact is where it needs to be. He stated that the System can offer this strategy to Blue
Cross. Mr. Pickering blieves that the advantage of a two tier arrangement is that we are
using our exclusive areas to support our standard areas and therefore, for standard
services we may be able to add in a percentage point or two under the competitition. Mr,
Smith believes that the tiered approach is a sound strategy. Mr. Pickering stated that if
the System is at 50% of charges, what would be the margin be for the hospital compared
toMedicare. Ms. Petru stated thet Medicare pays approximately between 92% and 96%
of cost. Mr. Pickering stated that even at 50% of charges, the hospital would be making
more money on Blee Cross than on Medicare. Dr Rugges stated that he likes the two tier
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strategy at a lower rate and if the high dollar services can be strategicaily grown because
our whole strategy is about growth, particularly east and we could end up with an overall
better balance if the high end services is catved out more and we bave more control over
‘where we put our efforts tnto which service lines we grow. Mr. Pickering believes if
going with a8 two tier arrangement, there should be a lot of thought as to what are we
putting on the premium side, not only for where we arc today, but whoere we want to

grow.
Mr. Smith stated that he believes we have three options:

1. Accept Blue Cross praposal for 75% of charges for the nexr three years,

2. Reduce rates where we can get them acceptable and split between standard and
high dollar services,

3. Indicate we want a 70/30 contract or something closé to this or the Systemn will
terminate all contracts (hospital and physician).

M, Packard stated that our market share is eroding and our volumes are declining. The
most difficult job for administration is to match cost with declining volume. He belioves
we need to find some strategy to stabilize volumes and then grow them and questions
which Blue Cross model would accomplish this.

Mr. Bach is puzzeled as to why Blue Cross would give the System an increase to slay out
of network which we did not request. He believes it would have been easier for Blue
Cross to keep the System at the current rate of 70% of charges. Mr. Kaatz suspects that
Blue Cross has a verbal arrangement with the other two institutions in town, Mr.
Pickering commented that Blue Cross may have some type of verbal arrangement with
the other two institutions and if this is the case, what is the risk in the System of putting
what we would consider 8 very aggressive offer to Blue Cross, Mr, Kaatz believes the
risk we could increase our activity level by having busier physicians, more admissions
and more patient visits but lose a lot of money. Mr. Pickering questions whether Blue
Cross would even accept an aggressive offer from us due to the possibility of a verbal
commitment with the other two institutions. Mr. Xaatz stated that if this happens, we
may have to go down & legal avenue because they are not for profit and believes they are
obligatad $0 negotiate in good faith.

Mr. Pickeving stated that Mr. Smith might want to meet-with Blue Cross and tell them
that he has met with the Fmance Committee and the System is prepared to go below 50%
on standard services, however, we need a premium for our specialty services and may be
able to blend it close to 50%. Mr Kaatz stated that we may want to discuss with the
physicians the possibility of the physicians marketing the hospital with Blue Cross. Mr.
Pickering recommends not giving Blue Cross a specific sate, but cather tell them what we
are willing to negotiate or if you do not want to negotiate we will accept 75% of charges
for three years and remain out of network. Dr. Breckenridge recommended offering Blue
Cross an offer and if not accepted the System will terminate the contract a1 the end of the
year and let them come back with an offer. Mr, Pickering questioned why Blue Crossis
offering the System 75% of charges and Dr. Breckenridge’s position is that Bloue Cross
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is offering the System 75% of charges becsue they do not believe we will accept
proposals for an in network provider, but they do not went us to tenminate our contract.
Mr. Pickering thought this was a very worthwhile discussion and helps the Committes
understand the challenges management has.

PHYSICIAN EMP _
Dr. Ruggles referred to the sevised copy of Exhibit A which is & request for approval of

an employment contracs with James Won, M.D. He stated that Dr, Won is a Neurologist
that has worked for Rockford Health System as & locum tenens since Jaouary 2005. The
Rockiord Hezlth System Board has established as a matter of policy and practice that
physician compensation at or above the Medical Group Management Association
(MGMA) 75% percentile should be reviewed and approved by the Board of Directors.

Dr. Ruggles reported that the MGMA compensation for a Nearologist at the 7% percentile
for 2005 (using 2004 data) equals $262,676.00. 1 light of the difficulty in recruiting
Neurologists to Rockford and the ongoing need for such services at Rockford Health
System, Rockford Health Physicians proposes to.offer Dr Won 2 guaranteed salary of
$250,000.00 phus $ 20,000.00 signing bonus through October 31, 2006.

Dr. Ruggles stated that Rockford Health Physicians request approval to enter into an
agreement with Dr. Won materially consistent with the terms presented in the attached
employment contract.

Following discussion, the following Resolution was presented for approval by the
Finance & Audit Advisory Committee:

BE IT RESOLVED, tha! ihe CEQ of Rockford Heaith System and his designees
bé auihorized (o enter info an agreement with James Won, M.D. materially
consistent with the terms presenied in the atiached employmeni coniracl.

The Finance & Audit Advisory Committee,
VOTED: To approve the Resolution as presented. -

RAS SEPTEMBER 2005 FINANCIALS .
Ms, Petru reported that year-to-date, discharges were S% below prior year and 6% under

budget. She referred to the hospital census repost for January through October 23, 2005
which shows the significant variation in census which is a staffing challenge to the
hospital. Surgery cases were 8% below prior year and 10% under budget. She noted that
the budget assumed an increase in inpatient neurosurgery cases begioning in Angust 2005
due to the hiring of a third neurosurgeon. This physician has not yet been hired. All
surgery categories were under budget with the exceplion of orthe spine which was up
8%. Total ER visits were 3% over prior year and 3% over budget. Total cutpatient ER
visits were 5% over prior year and 4% over budget. Admissions froin ER year-to-date
were 2% below prior year and 3.5% under budgst.
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Ms. Petru reported that Rockford Health Physicians provider encounters year-to-date
were 17% under budget. She stated that the variance is due to budgeted recruits for ENT,
Plastic Surgery, Psychiatry, Dermatology, Neurclogy, Maternal Fetal Medicine and
Neurosurgery who are not expected to begin until 2006. In addition, one Neurologist and
and one Material Fetal Medicine physician are not expected to begin until 2007. Mr.
Pickering stated that from month to month, it indicates that the physicians have not been
hired, however, if we added all nineteen physicians, the numbers of encounters would not
change significantly. Is it the fact that the volume is not being captured or the fact that
we have not hired physicians. Ms, Petru stated that it is a combination of both not hiring
physicians as well as production from other areas. Ms, Petru reported that ancillary
encounters year-to-date were 8,5% under budget which relates to outsourcing physical
therapy to Enduracare.

Ms. Petru reposted that yearsto-date, VNA home bealth visits were 2% over prior year
and 3% under budget. Hospice days were 19% under budget:

For the month of September, the System budgeted an operating income of $200,000 and
actual operating income totaled $100,000, resulting in an unfavorable variance of
$100,000. In reviewing the key componerits of the unfavorable variance, Ms. Petru
stated that hiospital net patieat revenue was impacted by inpatient census which was
below budget in al departments except PICU and NiCU. Outpatient revenue was
favorable to budget for the month which was atiributed to above budget volumes in all
major ancillary departments with strong volumes in Cath Lab and CT. Ms, Petru
reported that Medicare payer mix was 39.5% versus & budget of 39.7% and Medicaid’s
payer mix was 18.6% vers budget of 17.4%. Other operating revenue for the month
totaled $600,000 which was primarily driven by a contribution/transfer from the
Foundation to fund the lobby renovations and a favorable variance in Van Matre’s
operations. Labor and professional fees expenses wers unfavorable to budgety by
$100,000 which is due to the continuation of above budget orientation time, overtime,
and incentive bomuses for staffing clinical depariments with open positions, Supplies
were unfavorable to budget by $400,0000 which is related to above budget volumes in
the CAth Lab utilizing high cost stents and defibrillators and higher than expected costs
in pharmacy and Iab.

Rockford Health Physicians gross revenue variance for September consists of lower than.
tudgeted production which represents 45% of the variance. Budgeted providers not yet
starting represents 42% of the variance, 8% consists of unbudgeted time off and physical
therapy represents 5% of the variance. Purchased Services and insnrance were favorable
to budget by $300,000 due to lower billing fees tied to lower net revenues and lower
transctiption costs due to lower than budgeted encounters. Salarfes and professional fees
were favorable to budget by $200,000 due to support staff positions for new physicisn
recuits not yet hired nad less than expected amounts in pension expenses.

Ms. Petru stated that the System is at break even and we are forecasting a 52.5 million

loss at the end of the year. Forecast mumbers do not include the provider tax benefit. Mr.
Pickering asked if the current performance is offering additional challenges as we are
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working on next year’s budget. Mr. Tamar stated that we continue to see volume
decreases. He stated that apgressive measures are being taken in relation to supplies and
labor. There are teams that are starting on process improvements due to if we want to
decrease labor costs we need 1o change processes.

OTHER RU S

Ms; Petru stated that as reported to the Committee last month, Rockford Health Systein
Obligated Group borrowed $6.8 million on its line of credit. On Dctober 6, 2005 $5.8
million was repaid with the remaining $1.0 million balance being repaid on Qctober 21,
2005.

ADJOURNMENT: There being no further business to discuss, the meeting was
adioyrned at 8;15 am, :
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CONFIDENTIAL

From: Seybald, Henry

Sent: Thursday, July 17, 2008 12:30 PM

To: - Dillon, Paula <fO=ROCKFORD HEALTH
SYSTEM/OU=RHS/CN=RECIPIENTSICN=PDlllion>

Subject: RE: Followup

Midway would liks a truck stop........ no we probably should talk about meseting them either here (preferred), In Peoria

{probably their preference) or on common ground {if they are in Chicago anytime soon).
1t is much more of a get to pick each others brains mestings. if you (or they) do not see the value should we meet st all?

Henry M. Seybold Jr.

Senior Vice President, Finance & CFQ
Rockford Health System
815-971-8758 (office)

815-868-4808 (fax)

From:; Dilion, Paula
Sent: Thursday, July 17, 2008 12:23 PM
To: Seybold, Henry
Subject: Followup

First, thanks for allowing me 1o vent.....doesnt oscur very often....

Second, please reclarify - you wanted me to contact Mary Breeden, OSF Director of Managed Care, 10-set up a meeting
perhaps midway between Peoria and here...

p

Paula R. Dillon

Direclor of Managed Care
Rockford Health System
2400 N. Rockton Avenue
North Office Building
Rockford, IL 81103
815-971-5871

pdillon@rhsnet.ong

RHS008_0036085
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EXHIBIT A

QPQTEIN BEOKER & BREEN, P.C.

STTORNEYE: AY LAW
1287 35TH OYRERY, MW, SIRTE 700
WADHINGTON, DO SOTIP1 178

NS OO0

FAX: 308,554.988%
COM.AW.0OM
MARR B, LUITER
TEL: BOR.ESY.1BR4
FAX: BSO8R BV6.ADES
wm.l-mw on
Septomber 25, 2008 -
Pau} W. Band
Bxacutivé Director
Employens’ Coslition on Health
1639 Narth Alpine Rosd
Rookiond, 1L 61107-1449
Re: m whawm
Dese Mr, Braud:

Owr olioal, SwedishAmorivan Health Sysiem, liss askod uvs to write this letier
reganding carisin conduct relatod to haspital votteaciing in the Rockford sres. Oue olient has
beécu infonmed thaf twp of the thoe howpitals i Rockford, 8t. Authony’s snd Rockided Memoriat
Faospital, have approschod you with en uitimatum related (o vogtzcting for hospital sarvioos. 1t
is our understarding that the ultimetum proffived is that in onder fo confreet with either Rockfrd
mw«&w:.wmmmmamumm
mmm:gwmmwwwmmsmmpm

Sam0 wotwo

As you soay bo sware, sn agroament by competitors (such a3 Rockfued Memerial
wawa)wmmwm-mmmmmiaum
can be deemed ger se gl wider the antlivast hows as u group boyeoit, szphwomhve
consistonfly and recently beon condemned by the cowts.

A “cluasic boycott iovoives conceeted action with x pusposs either fo axolnde &

petaon or grovp from the markst, or to socomplish soms cther smticompetiGve ohect, or both.”
WOr 185 F.34 154, 157 (3d Cir. 1999), “{Clommmorcislly motivated group

or concerted refissls »mmnmwwummw

boyeotts,

Sue Fed Trade Comm's v. Superiar Court Trial Lawyers Ass'n, 493 U.B, 411, 431-32 (1990);
Welss v. York Hosp., 745 F.24 735, 318 (38 Cir, 1984), *The per so rulos onn resalt in erroneous
Mmmmmﬂ?ﬂw&edwdmmmuﬁpﬁmm we

- M-MCﬁWOWWOm
NEWARK o NEW YORR » SAN PRANGISO0 ¢ STAMFORD s WARHMNETENM, G

KPiveet Doanch ST WIDELIFY & Natie IOt 38 VDU SRiCTy

PX1265-001
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Sepsombar 26, 2008
P2

byve tolerated mmumwmwmmmmmmmmn
bo reesomble,'™ North Texar Specialiy Phowiclans v. F.1.C., 325 F.3d 346, 360 (5t Cir. 2008)
{oting Arivama v. Maricops County Med. Soe., 457 1S, 332, 344 {1989),

Theye o two clements o 3 per 2 fliogl hoyoot! wader section J of the Shemum
mx:)ummormummmmumm“wmmm
the doysatt wae dssigned o protoe) the bioyootiers fem conypetition with the taget,”™ Cathedridd
MM%&W“WM!”ES%NW.W(ND 1M, 2002). Klis

present in fhks sftuation,

Bt Agthony's sad Reckford Mewris! Hospilel aro aoepetitors of euch other and of the tmget,
SwedishAmerican. In sddition, & would appear (kat 'the boycoll Is designdd o protsct St
Anthoy's sad Reckford Memoria) Hospitsl Srom competion from SwodishAmeion,

Under that stindaed, the faot that you, as & pureliaser of scrvices, e {nvolved
wotthd nat remove the agreement fom nmgty. “leﬁm dm;lybedﬁ::
. s

rqul “R* Us, Inc,, v Fod: Trade Comene's, 731 E34 528, 936 (Mt Ci. 2000) {quoting Mw.
WWMMvmmemmmm.mmam)).

Hmmf&chaﬂpthmuhhm
its effoots are bistantly suticomputitive; thesefiwe it is Hkely it would be pomdemued by oy

wmwwmmmhﬁmMm As deseibed 0
; purcliasers of hoapitel

mmmﬁuwwwdmbmbnﬁaM&

M kbwwmbmmatmwmdbwhm '

oouid implicats you in this Dlogal confact, As the Supreme Comt notwd,

Wmhnmm&uMstuMMuumm

promation of ous.® United Sutes v. Ponimamt Pictsres, Jno., 334 US. 131, 165 {1948}, The

mmmmumumwmmmxma.&
Mﬂ!.ﬁ

negaied by the faot tial ono or mors of the oo-conapinitars soted unwillingly,
in whm . MCM Pariners, Inc. v. Andrews-Barteit & Amocy,, 62 F.3d 961, 973~

L ad
74 {7th Cir. 1mmmmmwnww?xu&mmam-Mm
is coerved by economis throats ko participate aid end abot ax ilfegel achicme doos tot excuss

’ Kvm‘mmht Pivdicy Hegpite?, 919 P24 1550, 1558-59 {116 Cis. 1990), weewted 2y
ant on ok grownds, § 7,34 383 {1123 Ck, 1950), )
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{he sctor.”), veet, denied, 358 1.3, 835 (1957) Otz n S Potor’s Cowmmenity Hoxp., 656 ¥, Supp.
760, 763 (. Mont. 1987) ("the fact fist the boayital was coeroed by eponcnic threats™ wes not
wulBoient to remove the hospital from lisbility), aff'3, 861 F.2d 1440, 1451 (9% Ci: 1988). )

For the weaioms outliood sbove, we beliove thet the combucet depeiibed is
saticompetitive and would Hiely be deetmed to violats the antitrust laws, ‘Thevefore, we ask that
?mwmmummmwmwwm

dnthoar :

Very tly youss,

Muk B. Lutes
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Frome: Brooden, Mary £

Sent: Thureday, Novembet 3, 2008 03:37:12 PM
To: Harbaugh, Ken J.
Subject: FW: BCBS *Hot" issue in Rockiord - FY!

FYi.

—Original Message-—

From: Stever, Carol A,

Sent: Thursday, November 08, 2005 3:10 PM
To: Breeden, Mary E.

Subject: 8CBS "Hot" ksue in Rockford - FY1

Mary
Since f'm nat sure we're going 1o be able % touch bases this aflemoon,..wanted o apprise you of a

BC-Rockiond development...

When Kevin was talking with Phil Lumpkin regarding SMMC Commercial Agreement, Phil mentioned
he thought Kevin's call might be regarding the Rocldord *hot” Issue that’s going on. . Kavin asked me 1o
saa ¥ | could ting out what Phil meant by that...Calied Don Vayr and he contacted his RMH

counterpart {Abrams) who is pretiy stralght with him...

His counterpart told him that AMH was terminating ALL BOBS Agresments ~ including “Gommercial®
and had given them verbal notice, though not public just yet...Don-Vayr will be watching shuation
closely...This might mean that BCBS wil wantneed to send more babies to SFMC...might ackially

help our hegutiations —
You can share with Ken Harbaugh, but reserve uthers for now uniil made *public’s

Carol Stever

Mmagvr,cupormhﬂ;anaped(‘,m
Phene:  Access to this message by anyons other han the addressee [5 not authorized. If you are

not the intended recipient, any dieclosurs, copying ot distribution of the message or any acfon of
omission taken by you in reliance on it, Is prohibited and may be unlawful. Piease immediately
contact the sender if you have received this messzge in error.
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FEDERAL TRADE COMMISSION
Plaintiff,
v.

OSF HEALTHCARE SYSTEM and
ROCKFORD HEALTHCARE SYSTEM,

Defendants.

APPERRANCES:

For the Plaintiff:

For Deféendant OSF:

For Defendant RHS:
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FOR THE NORTHERN DISTRICT QF ILLINOIS
WESTERN DIVISION

Docket No. 11 C 50344
Rockford, Illinois
Friday, February 3, 2012
9:00 o'clock a.m.

VOLUME 3
TRANSCRIPT OF PROCEEDINGS
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MC DERMOTT WILL & EMERY LLP
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Chicago, IL 60606) by
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1 becanse you hoped that your relationship with Mr. Schertz and 1 that's an mmportant issue.
2 Saint Anthony's would grow in the future; isn't that true? 2 So, I'd ask you to just consider a few issues. T've
3 A, Yes. We just entered a new business relationship with them, 3 made similar requests in other trials. I cover antitrust trials
4 and we've got high expectations for that business relationship, 4 around the country in many other courts.
5  and they're our friends, and, yeah, we want that relationship to 5 THE COURT: 1don't know whether you have standing to §
6  grow. 6 make arguments in this proceeding. :
7 MR. CUNNINGHAM: Idon't have anything further. Thank] 7 MS. KOHRS: Well, I'd argue, your Honor, that I do have §
8  you very much for your time, Mr. Olson. 8  standing because I am a member of the press, and jouwrnalists
9 MR. O'HARA: I have no questions on redirect, your 9  have widely been recognized as being able to appeal to courts to §
10 Honor. Thank you. 10  request that documents be made public in order that the public
11 THE COURT: You may step down, Mr. Olson. Thankcyou | 11  interest can be served. And the public interest, your Honor, in
12 foryourhelp. 12 this matter --
13 THE WITNESS: Thank you, sir. 13 THE COURT: Okay. I think you're argning the motion.
14 (Witness excused.) 14 MS. KOHRS: I'm sorry.
15 THE COURT: Before going on to the next witness, I want 15 THE COURT: Let's establish whether you can talk-about
16  to address a motion that was filed here that Pll provide all of 16  it,and then let's go forward —
17  youwithacopy. Will Cecile Kohrs step forward, please? Good 17 MS. KOHRS: Sorry.
18  morning. 18 THE COURT: -- with what you want to say.
19 MS. KOHRS: Good moming. 19 But the second level concerns the authority for your
20 THE COURT: Did I pronounce your last name right? 20  allegations. You don't explain anywhere in the motion why my
21 MS. KOHRS: It's Kohrs, like the beer. 21 orderis in violation of the First Amendment. We all know that §
22 THE COURT: Ms. Kohrs, first of all, I'd ask you not to 22 First Amendment rights are not unlimited.
23 argue the motion until we've established your right to bring the 23 MS. KOHRS: Yes, your Honor.
24  motion. But initially you made a bare bones request to address 24 THE COURT: But I'd like in your motion some statutes
25  the court regarding sealed documents, and I received that from 25  ordecisions that address those issues. I've considered the
Page 705 Page 707
1 the court security officer. 1advised him that I'd like you to 1 motions of the parties and the intervenors regarding
2 put yourrequest in the form of a motion, and you did so, and I 2 confidentiality, and I certainly want to hear from you if you
3 provided copies to the parties. But it's not much more than 3 have aright to argue in this proceeding, and if youn do have a
4 your first request. 4 right to argue, I'd like to know what the basis is for your
5 When 1 suggested that you put it in the form of a 5  arguments for your positions before you come up-and present
6 ‘motion, I had in mind th§ motions that were filed 'by the parties 6  them.
7  and the intervenors, and they filed comprehensive motions citing 7 " So,I'm going to ask you to do those two things. I'd
8  authority to establish that they were entitled to the relief 8  like you to present a supplemental motion that explains and
9 that they were requesting, and you just said essentially that 9  argues for the rights of MLex US, the intervenor in this case,
10  youwanted to address the court. 10  whether MLex has standing to present the issues that you want to
11 And your motion presents an interesting situation on a 11 bring out, and then I need some supporting authority to buttress J
12 couplelevels. First of all, I don't know who you represent. 12 the position you're taking on those issues.
13 MS. KOHRS: I'm sorry. MLex US is a business 13 MS. KOHRS: Okay. :
14  incorporated in Delaware, and we're fully accredited by the 14 THE COURT: Please do that, and can you please provide
15  United States Senate Press Gallery in Washington D.C. We'reanf 15 copies- for the parties here, and we'll take itup later.
16  antitrust news organization, and our subscribers are business 16 MS. KOHRS: Okay. Thank you.
17  people and law firms with an interest in regulatory risk, and we 17 THE COURT: You're very welcome. Nice to talk to you.
18  specialize in antitrust. 18 Let's take a midmorning break. Let's resume again at
19 THE COURT: Okay. Now, the first question is do you 19 20to0 11:00.
20  have a right to intervene in this case? Do you have a right to 20 (Brief recess.)
21  present evidence or present argument? 21 THE COURT: Allright. The defense may call its next
22 MS. KOHRS: Your Honor, it's 2 First Amendment issue, 22 witness. .
23 and as a journalist, I believe that the public has a right to 23 MR. MARX: Thank you, your Honor. The defendants call
24  know what's going on in the courtroom, and I'd applaud your 24 Mr. Gary Kaatz, please. :
25

comments at the beginning of this trial when you said that

(Witness duly swomn.)
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1 THE COURT: Please take a seat at the witness stand. 1 Q. Twice. Let's talk for a few minutes about your educational ‘
2 Please proceed, Mr. Marx. 2 background. From what university did you receive your
3 MR. MARX: Thank you, your Honor. 3 undergraduate degree?
4 GARY EMMETT KAATZ, DEFENDANTS  WITNESS, SWORN 4 A. Pennsylvania State University.
5 DIRECT EXAMINATION 5 Q. And what was your degree in?
6 BY MR.MARX: 6  A. Bachelor of Science in biological health.
7 Q. Mr. Kaatz, would you state your full name, spelling your 7 Q. When did you receive that degree?
8  last name for the record, please? ‘ 8 A 1973.
9 A. My name is Gary Emmett Kaatz, K-a-a-t-z. 9 Q. Have you undertaken any graduate study since then?
10 Q. By whom are you currently employed? 10 A Ihave ’
11 A. Rockford Health System. 11 Q. Canyou tell us'what you've done?
12 Q. What js your cusrent position at Rockford Health System? 12 A. Ihave received a Master of Business Administration in
13 A. 1amthe president and chief executive officer. 13  finance and healthcare management from the Graduate School of
14 Q. How long have you held that position? 14  Business at the University of Chicago.
15  A. Approximately twelve years. 15 Q. And whendid you receive that degree?
16 Q. Can you describe for us generally your duties and 16 A. 1976.
17  responsibilities:as the president and chief executive officer? 17 Q. Before you came to Rockford Health System, where did you
18  A. I amresponsible ultimately for all aspects of the 18  work?
19  organization, making sure that it performs within all guidelines 19 A. Ispent 18 years at Rush Presbyterian St. Luke's Medical
20  necessary. Iam fesponsible for looking out'to:the future and 20  Center in Chicago, going from assistant to the president to
21  making sure that the organization is properly positioned as it 21 being responsible for the management of all medical sciences and
22 should be enforcing the mission statement and.our value 22 services. 1 wentto Youngstown, Ohio, for eight years, first as
23 statement and providing a significant link to the comnnmity, the 23  the executive vice president of the Western Reserve Healthcare
24  greater comnmnity of Rockford, Illinois. 24  Corporation and then lastly as the president of Forum Health.
25 Q. Do yon have any involvement in Rockford Health System's 25  Then I moved to Rockford in- 2000 to take theposition that I
Page 709 Page 711
1 strategic planning? 1 cumently have.
2 A Ido. 2 Q. What was Forum Health?
3 Q. Canyoutell us generally what that entails? 3 A. Forum Health was a multi-hospital integrated delivery system
4 A. Typically select a management consultant, if we decide to 4 innortheastern Ohio.
5 employ one. I work with the planning committee, the executive 5 Q. Do you know about what the annual revenues were for Forum
6  committee, the full board. We are responsible for putting 6  Health about the time you left?
7  together data as necessary. We put together scenarios for some 7  A. Approximately north of half a million-a year.
8  scenario planning. And we typically have aboard retreatortwo} -8 Q. Intotal, how long have you worked in the hospital field?
9  along the way as we conclude. 9 A More than 35 years.
10 Q. Are you responsible for Rockford Health System’s financial ]| 10 Q. Do you belong to any community or'civic organizations?
11 performance? 11 A ldo.
12 A. 1am ultimately responsible for their financial performance. | 12 Q. Which ones?
13 Q. Do you have any help in that regard? 13 A. I amon the board of Easter Seals. I am very involved with
14  A. Thaveatonofhelp. 14 theMarch of Dimes. I am the past chair of the Illinois
15 Q. What about the operational and clinical performance of 15  Hospital Association arid remain on the exectitive committee. 1
16  Rockford Health System? Do you have-any responsibility with] 16  am a past member.of the American Hospital Association's Regional ||
17  respect to those areas? 17  Five Board. Iam a past board member of the YMCA in Rockford.
18  A. Iam responsible for both of those. 18  lam a past board member of the symphony in Rockford. Iam
19 Q. Youdo that by yourself? 19  cumently on the board of the Rockford Area Economic Developmen
20 A. 1have staff, a highly talented staff, that I rely on for 20 Council.
21 that. 21 Q. And did you hold any leadership positions in the Tllinois
22 Q. Prior to today's testimony, have you given any testimony 22 Hospital Association within the last five years?
23 connected to the FTC's investigation of the proposed affiliation | 23 A. Yes.
24  of Rockford Health System and OSF? 24 Q. Whatposition and when?

ce.

N
(&)

A. I'was the chair of the association in 2011.

15 (Pages 708 to 711)
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1 Q. You were the chair or the president? 1 hadseen outside of Rockford that better addressed the way we
2 A. The chair. 2 had been managing certain female populations in town. And so,
3 Q. Okay. The court's heard a lot about Rockford Health System,| 3  we have advanced digital mammography. We bave the capability d
4  SwedishAmerican, and OSF, but can you briefly describe for us 4 do ultrasound. Ishould say screening, as well as diagnostic :
5  Rockford Health System? 5  mammography.
6 A. Rockford Health System is the oldest hospital, the oldest 6 ‘We have a multidisciplinary approach to women that are
7 healthcare organization in Rockford, going back well over a 7  presenting with cancer, for example, among other things, that
8  hundred years. Itis not-for-profit. It is govemed by the 8  involves radiology, surgery, oncology, and pathology. We pride
9  board of directors that represents the community. The board 9 ourselves with the goal of having results given back at the end
10  size can range anywhere from 13 to 21 members. 10  oftheday. And we pride ourselves on the fact that we bring
11 And the institution itself is comprised of the Rockford 11 those specialty programs to the patient rather than have the
12 Memorial Hospital, the Rockford Health Physicians Group; the 12 patient take their time to do multiple scheduling. So, one stop
13 Visiting Nurses Association, the Rockford Memorial Foundation,| 13  shopping.
14  and Van Matre Rehabilitation Hospital, which is.a joint venture 14 Q. And where is that women's center located?
15  for-profit rehab hospital that we own with Health South. 15  A. It's located on Perryville; as well as Rockton Avenue. We
16 Q. The Rockford Health Physicians, do you know what types of 16  havetwo locations for it.
17  physicians Rockford Health Physicians employees? 17 Q. I think you said Rockford Health System has a board of
18 A, Yes. 18  directors that's comprised of between 13 and 21 members?
19 Q. Whatkind? 19 A, Correct.
20  A. We employ from primary care all the way up to the most 20 Q. Can you tell us generally who sits on that board?
21  subspecialty areas, such as neurosurgery and pediatric surgery. 21 A. Inaddition to five physicians, they are community members.  §
22 Q. Do you have a sense of about how many physicians Rockford] 22  They have been linked to the community through their employment §
23  Health Phy‘sicians employees? 23 Some have run large organizations. We have the president of the
24 A Yes. 24 junior college in town. We have an attomey. We havea
25 Q. How many is that? 25  marketing expert. We have the individual who runs one ofthe TV |
Page 713 Page 715
1  A. About150. 1 stations. .
2 Q. You're making me work pretty hard. 2 We really look for a pretty comprehensive skill set
3  A. Serry. 3 across the board, but, most importantly, we have very; very,
4 Q. That's okay. The Visiting Nurses Association, can you tell 4 very deep roots in the community and we really look for board »
5  the court what that is, please? 5  members whowill provide an active venue, an active link between
6 A. Visiting Nuises Association is also - it goes back -- it 6  Rockford Health System and its entities and the communities that
7  was founded in 1910, the oldest VNA in the area. Itis 7  weserve.
8  responsible for all aspects-of home care for a variety of 8 Q. Why s it that you want community members on Rockford Health
9  patients, from elder abuse to the need for continued care for ‘ 9 System's board of directors?
10  somebody that has coronary heart failure, to 2 family-that might 10 A. Weexist to serve our community. We are a community-based
11  bein the middleofa tough transition from being discharged 11 organization. We're rich in that. We have a rich history of
12  fromahospital to the home setting. It runs the gamut. Itis 12 tentacles throughout the community.
13  also very much involved in hospice care and palliative care, so 13 Another organization that we have that I didn't mention
14  that a lot of patients are in that end-of-life period. 14 isour Ambassador Program, which is an additional link that we
15 Q. Ithink you mentioned the Rockford Memorial Development | 15  haveinto the community for new people that come into Rockford
16  Foundation. What is that? 16 inthearea. So, our entire history goes back to the importance
17  A. That is our philanthiropic arm. It typically raises anywhere 17  of the link, and as the communitygoes, so goes Rockford Health
18  between two and four million dollars a year for us, and it 18  System.
19 really isactively supporting initiatives throughout the health 19 Q. Who do you consider 1o be Rockford Health System's
20  system. 20 competitors?
21 Q. Now, does Rockford Health System have 2 women's center? | 21 A, We are a complex regional tertiary care center. So, in the
22 A. Wedo. We just opened one. 22 .area of -- we have a Level 1] neonatal intensive care unit.
23 Q. Canyou describe what that is, please? 23 We're one of ten perinatal centers in the Level 111 perinatal
A. I'think we opened it in the past April. We decided that we 24 centers throughout the state of Illinois. So, we would compete
would fon'n a program that was desxgned aﬂer one or two that we} 25 w1tb Lutheran General i some cases Chxldrens Memorial, in

16 (Pages 712 to 715)
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1  some cases one or two of the institutions that are in Wisconsin. 1 Rockford has changed over the eleven, I guess almost

2 ‘We are a Level I trauma center, which means that we are 2 twelve years now that you've been here?

3 prepared and adequately resourced to cover the most critically 3 A, Thishave been a lot of plant closings. When I came here,

4 injured ill patients, if you will. And in that case we do 4  there was a lot more small manufacturing. There was more large}

5  compete with Saint Anthony’s, but we also compete with outlying 5  manufacturing. There have been significant plant closings.

6  Level I trauma centers, again such as Lutheran General in 6 There have been a significant downsizing of the working

7  Chicago. 7  population.

8 We are the only pediatric critical care unit in the 8 And | think that overall in the time that 've been in

9  region, and sometimes we collaborate, sometimes we compete with 9 Rockford, I think that that slope has been on the negative.

10  Children's Memorial and perhaps Christ Hospital and again 10  Less employment, less employers, less stability from the
11  institutions in Milwaukee. 11  manufacturing sector, less from the small manufacturing sectar,
12 And besides that, I think our primary competition would 12 and hopes that perhaps the larger manufacturers could grow at
13  be between our institution, SwedishAmerican Hospital, our 13 some point to pull that out.
14  institution, Saint Anthony's Medical Center. 14 Q. Has that economic situation had any effect on Rockford
15 Q. From your perspective as the president and chief executive 15  Health System?
16  officer of Rockford Health System, how does SwedishAmerican's | 16 A, Yes.
17  affiliation with the University of Wisconsin Health at Madison 17 Q. Howso?
18  affect competition between health systems here in the Rockford 18  A. We have seen a significant increase in the number of
19  area? 19  patients that present that have no coverage whatsoever. We've
20 A, Twoddifferent points on that. We have had business 20 seen our bad debts rise. We've seen it rise in our Medicaid
21 relations with the University of Wisconsin going back to my 21 component. And so, yes, we have seen that pronounced in our
22 first couple of years here; and we're frustrated by a couple of 22 payor mix.
23 the arrangements where there was a desire to see patients and 23 Q. What effect has it had on Rockford Health System's financia
24  have them transported to Madison for additional care. 24 situation?
25 The second point, though, they are an acadermc 25  A. lt's made it more challenging.
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1 institution, well resourced, strong in some clinical areas. And 1 Q. Howso?

2 so,1think that they would provide formidable competition in 2 A. Well, with those payor groups, whether you're getting zero

3 some of those clinical service lines where they are strong. 3 payment to a payment that's significantly below cost, you have

4 Q. By they you're referring to the University of Wisconsin? 4 tobe incredibly innovative and creative in this environment to

5 A, Yes. 5  offset those cost differences in the equation. So, it has

6 Q. How does that relationship with SwedishAmerican affect your; 6  presented an element that we've had to really challenge

7  competition with SwedishAmerican? 7  ourselves with with regard to the financial stewardship of the

8 A. Ithink it takes it up a couple notches. I think, yeah, it 8  organization. . '

9  addsto that challenge. 9 Q. Canyonu briefly tell the court how the passage of healthcare
10 Q. Howso? 10 reform legislation is going to affect Rockford Health System's
11  A. Because they'll be able to bring resources, such as drug 11  operations?

12 trials, perhaps subspecialty care, perhaps alternative treatment 12 A. We view the component parts of healthcare reform, the

13  patterns that they are resourced to do that we are not able to 13 Patient Care Accountability Act, to be improvements for

14 do at this point in time. 14  individuals around the country. However, it's going to

15 Q. Isityour view that - do you have a view as to whether or 15  completely force us to look at our business model. It is going
16  not SwedishAmerican's affiliation with the University of 16  to tumn the business model that we've become so comfortable witl
17  Wisconsin at Madison will affect SwedishAmerican's 17  overthe last 40, 50, 60 years of fee-for-service, one doctor,

18  attractiveness to patients and employers here in Rockford? 18  one patient, one facility to the need for a payment system that
19  A. Ithink in some cases it will very much do that. 19  isevolving that's going to be fee-for-value, it's going to

20 Q. Howso? 20  require organizations such as hospitals to work in a different
21 A. By adding to the clinicat portfolio of services that theyll 21 collaborative vein with their physicians, with nursing homes,
22 have, as well as the cache of an academic institution such as 22 with visiting nurses association, with rehab hospitals, Instead
23  the University of Wisconsin in an attempt to differentiate 23 of competing, they're going to have to collaborate more along a
24 itselfin the market. ’ 24 longitudinal basis, and I think that there is going to have to

25

Q. Canyou briefly describe how the economic situation in

N
(e

be a complete redo in terms of the functioning of the team
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1 around the fact that there will be this fee-for-value. 1  organization in that spirit of teamwork.
2 Q. How do you expect your compensation to change when 2 Q. Now, before you had any affiliation talks — and we'll talk
3 healthcare reform is implemented relative to whatithasbeenup] 3  in 2 minute about your discussions with Advocate and then
4 until now? 4 ultimately with OSF -- did Rockford Health System try to
5 A. Clinical outcomes. Clinical outcomes to me personally is 5  position itself to deal independently with the declining
6 the only driver for success going forward. Ifyou can document 6  economics in Rockford and healthcare reform?
7 excellence, whether it's in infection rates or an effective 7 A Wehave.
8  change in your readmission policy or you can institute a 8 Q. What did you do?
9  surgical procedure or a technology that takes care that used to 9 A We have aggressively attacked our cost structure, and I
10  bein the inpatient arena to the outpatient arena and you can | 10  thiok we've had some success with that, as seen in some of the
11  have good patient satisfaction added onto that, you're going to 11 fiscal years of '09 and '10-and mostly variable expenses. We
12  get paid and perhaps even receive a bonus payment if youdo it { 12  havenot beenable to do a lot with fixed expenses, but we were
13  really well. More importantly, if you don’t, you're going to 13 ableto significantly decrease our variable expenses through a
14  receive a penalty payment. So, I view clinical outcomesasthe { 14  series of probably 300 to 500 different decision points and
15  driver and the only driver as we transform this archaic 50-year | 15  initiatives.
16  old business model into 2 new one. 16 Q. HasRockford Health-System been approached or discussed
17 Q. Asa provider both of inpatient hospital services, 17  possible affiliations with other healthcare systems?
18  outpatient hospital services, ancillary services, and physician 18  A. Wehave.
19  services, what do you do to try and meet the challenge that 19 Q. Which ones?
20  healthcare reform poses? 20  A. We've talked with Advocate Healthcare out of Chicago. We'vell
21 A. Oh,youstudy it, first of all, right? You challenge 21  talked with Northwestern Memorial out of Chicago. We've talked '
22 yourself. You try to get your arms around as much literature as | 22 with Avrora Health out of Milwaukee. We've talked with OSF
23 possible. You try to talk to the organizations.in the country 23 Healthcare out of Peoria.
24  thatare leading the charge, such as the American Hospital 24 Q. Which of those institutions that you've mentioned, Advocate,
25 Association, for resourcefulness, try to identify any states 25  Northwestem Memorial, Aurora Health, and OSF, did you speak
Page 721 Page 723}
1 around the country that have attempted a couple of those 1 withfirst?
2 initiatives themselves, and you form a multidisciplinary group 2 A Advocate.
3 thatreally gets together and talks about what we're going to 3 Q. Who initiated those discussions?
4 haveto change. 4 A. Advocate approached us throngh a third-party that they had
5 So, for example, in our institution the past year, one 5  employed.
6  of the key variables to beattacked in the readmission work 6 Q. When did those discussions occur, do you recall?
7 behind the new act, if you will, is a significant reduction in 7 A. Ibelieve the summer or the spring of 2008.
8  the readmission rates for patients that have congestive heart 8 Q. Did Rockford Health System and Advocate reach any agreement’
9 failure. And we have found that when we discharge a patient, if] 9  A. Wedid a letter of intent.
10  that patient is seen by a cardiologist within seven days of that 10 Q. Didyounltimately enter into an affiliation agreement with
11 discharge, the likelihood of he or she being readmitted to our 11 Advocate?
12  institution is about 70 percent less. So, things of that nature 12 A Wedidnot.
13  become paramount. 13 Q. What happened?
14 Q. Internally at Rockford Health System, with whom are you 14 A, Well, in the time period covered by the letter of intent, we
15  working to try and prepare for what ] guess is now the adventof] 15  studied them, as they studied us. Our number one desire
16  healthcare réform? 16  requirement was that there must be an active, responsible,
17  A. Within the organization? 17  involved local board. We spent time talking with their board
18 Q. Yes. 18  members. We spent time talking to some of the board members
19  A. We are working with - as | said, we start with the 19  from their institutions dnd found that they did not have the
20  multidisciplinary team. Our medical staff is intimately 20  govemance model that we were looking for. It was more of an
21  involved. Ournursing staff is intimately involved. Our 21 advisory capacity with decision-making solely centralized in
22 environmental services staff is ultimately involved. Ourboard, | 22 Oakbrook.
23 we are responsible for educating our board and having them 23 Q. And why was the governance such an issue for Rockford Health §
24 challenge us with regard to whether we're on top of it or not. 24 System?
25 So, itis a full court press, if you will, throughout the entire A. Our history, our tentacles to the community. Tt's amust
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1  have local governance. We are a locally govemed institution. 1 residents of the greater Rockford area. We are a not-for-profit
2 Weare part of this community, have been longer than anybody 2 community asset governed by our board. Local governance is in [
3 else. 3 ourblood.
4 Q. Were there any othtr concerns that Rockford Health System 4 Q. OSF healthcare is a not-for-profit. Do they have the same
5  had about a potential affiliation with Advocate? 5  kind of local governance structure, do you know, as Rockford
6 A Wewere. We were concerned that their model wasnotfocused 6  Health System does?
7 onmaximizing what happens in Rockford. Their model was a 7 A, To my knowledge, they had more of an advisory board. So, §
8 little more focused on what patients we could refer into the 8 they had not had that type of local governance, no. .
9 Chicago marketplace. That was probably our second biggest 9 Q. Were there any other concerns that you had besides the local |
10  concem after the governance issue. 10  governance issue as you approached your discussions or pursued
11 Q. So, how did your discussions with Advocate end" 11 your discussions with OSF? ’
12 A. Italso happened at a time when the market went south and 12 A Yes.
13 Advocate lost an enormous amount of money off their balance 13 Q. Whatother concern did you have?
14  sheet. We agreed to be amicable friends. We still are. We 14 A. Tthink we were very intrigued by their culture. We were
15 talk often. But we agreed to not go along with that decision at 15  very intrigued about them as a faith-based organization. We
16  thattime. 16  were very intrigued about how they operated with their multiple '
17 Q. Did you speak with Northwestern Memorial or Aurora Health | 17  sites. We wanted to get a gauge on how ipnovative they were. "
18 next? 18  We wanted to gauge on their responsibilities to not only their
19 A, Ican'tremember. 19  employees, but their patients. We had to learn a little bit
20 Q. How long did the discussion with eithet last? 20  more about where they were with graduate medical education and
21 A. Ispoke once with Northwestern Memorial, once with Aurora 21 their relationship with the University of Hlinois. So, yes, we
22 Health. 22 had some work to do.
23 Q. Itake it those discussions didn't go very far? 23 Q. Were the questions that you were raising ultimately
24 A, They did not Northwestern Memorial at that time had never 24  alleviated?
25  ventured into an acquisition merger of another institution, and 25 A Yes.
Page 725 Page 727
1 Aurora Health in Milwaukee just built two brand new hospitals 1 Q. Letstalk about the governance first. How were your
2 and had very, very little cash on their balance sheet. 2 concerns about local govemance addressed?
3 Q. So, when did your discussions with OSF begin? 3 A Alotofdiscussion. In my take, that was a very big leap
4 A 1think they began approximately the summer of 2009. 4 of faith for OSF Healthcare to agree to.
5 Q. Who approached who? S5 Q. What was the leap of faith that they took in the form of the
6 A Daveandl got together, talked about if the Advocate deal 6  agreement?
7 didn't work out, would we be open to talking with OSF. We spent 7 A. That if we were going to come into their orgamzation that
8  alot of time with our board leadership on that and decided that 8  there would have to be-a locally governed board for the OSF
9  itwas worthwhile to pursue. 9  Northern Region.
10 Q. How did you pursue those discussicns? 10 Q. Is that the way that OSF Northemn Region will be governed?
11 A. We had several meetings with our board leadership and their | 11 A. Yes. :
12 board leadership to talk in general at a very high level of why 12 Q. How will the OSF Northem Region board be composed, do you]
13 it was important, how it could be done, what we wanted to 13 know?
14  accomplish, whatthe goals would be, how it would fit as we read 14  A. Itwill be a community board, self-governed, therefore,
15 ‘the foture of healthcare, and compared our mission statements 15  having responsibility to identify, select, orient new board
16  and got to know each other a little bit better. 16  members to the board, educate board members. They will be
17 Q. You mentioned you had certain concerns about the possible 17  selected locally and approved in Peoria.
18  affiliation with Advocate. Did you have any concems about a 18 Q. Now, what about your concems about affiliation with a
19  possible affiliation with OSF Healthcare? 19  faith-based system? How were those issues resolved?
20 A. Wedid. 20  A. Wehad to leam a lot about Catholic healthcare and how it
21 Q. Canyou tell us what those were? 21  interfaced. We also had been a faith-based institution over
22 A. First one out of the blocks, local governance, local 22 time. We have a robust program in healthcare chaplaincy and
23  governance, local governance. 23 religion and health. But we needed to study in more detail the
24 Q. Why was that a concem to you? 24 implications of the Catholic Church and study the implications
25 A The hlstory of our orgammtlon We exist to benefit the on healthcare
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1 Q. Didyou do that? 1 use — of OSF Northem Region's use of that $35 miilion per year
2 A, Wedid. We spent a lot of time on that. 2 capital contribution?
3 Q. And you satisfied those concemns, those questions? 3 A. Not that I'm aware of.
4 A, Yes,wedid. ' 4 Q. Ithink you said there would be a local board of OSF
5 Q. Ultimately what did the board of Rockford Health System 5  Northem Region; is that right?
6 decide about joining with OSF? 6 A Yes
7  A. Wedecided to join OSF Healthcare. 7 Q. Which entity following the affiliation — is there water in
8 Q. Why did you do that? Why did you make that decision? 8  there for you?
9  A. Weare convinced that there are no price increases.in the 9 A Yes
10  future. We are convinced, as we're already seeing, Medicare's 10 Q. Which entity following the affiliation, Rockford Health
11  payingusless. We already know that not only is Medicaid goingt 11  System or OSF Saint Anthony Medical Center; will be responsible|
12 tobe paying us less, but they're not paying us at all. We have 12 for managing OSF Northern Region?
13  notbeen paid since September. 13 A, Could you repeat that question?
14 ‘We are of the design that future success of a. 14 Q. Who will be responsible for managing OSF Northern Region
15  healthcare organization includes €conomies of scale similar to 15  after the affiliation?
16 the utility approach, if you will, as well as a very aggressive 16 A. Iwill be, with-a community board and with reserve powers to
17  ingredient of innovative care that can offer enhanced results to 17  Peoria on certain pre-identified items.
18  patients in-a cheaper setting. 18 Q. Has the term of your tenure as the chief executive officer
19 Q. And you think you can achieve those objectives through an 19  of OSF Northern Region been set?
20  affiliation with OSF? 20 A. Yes.
21 A. Convinced of it. 21 Q. How long do you expect to start out as the chief executive
22 Q. When did OSF and Rockford Health System enter into the 22 officer?
23 affiliation agreement? 23 - A. Threeyears.
24 A. Ibelieve it was the end of January 2011. 24 Q. Do you plan on serving as the chief executive officer of OSF
25 Q. Asaresult of the affiliation, did OSF, do you recall, 25  Narthern Region for those three years?
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1 pledge to make any capital contributions to Rockford Health 1 A Yes.
2 System? 2 Q. Let's talk for a couple of minutes about the benefits of the
3 A. Theydid. 3 transaction that you perceive. Do youbelieve that the creation
4 Q. Doyou know what that pledge was? 4 of OSF Northern Region will benefit the Rockford community?
5 A Ibelieve the pledge was 35 million — approximately 5 A. Yes
6  $35million a year for the first several years. Ican't 6 Q How?
7 remember the number of years off the top of my head. 7 A. 1think, first of all, one of the more exciting things we
8 Q. How do you expect as the -- well, let me ask a question 8  candois get graduate medical education to- Rockford. Rockford
9. first. If the affiliation goes forward and OSF Northemn Region 9 s the fourth largest city, 1 believe, in Hlinois, and,
10 is formed, do you expect to hold a position in that 10  interestingly enough, outside of a very small family practice
11  orgahization? 11 residency from the medical school here, is totally devoid of any
12 A, Ido. 12 kind of graduate medical education as you see in other towns,
13 Q. What position do you expect to hold? 13 whether they be Springfield or — and I think the opportunity to
14 A. Iexpectto be the president and CEO of the OSF Northern 14  bringresidency programsinto Rockford will, number one, enhancej
15  Region. 15  thelevel of medicine practiced; number two, provide a pipeline |
16 Q. Okay. So, if the affiliation goes forward, do you know how| 16 for futire recruitment as we look at tough subspecialty
17  itisthat OSF Northern Region would expect to use that 17  physician labor markets. So, I think, number one, i's exciting
18  $35 million contribution that you'll be receiving from OSF 18  about graduate medical education.
19  ‘healthcare each year? ' 19 Number two, I think it gives us a platform to expand
20 A No. !think that we would probably match it with our 20 access. We have multiple campuses throughout the area. I think
21  integration plan. So, when we get to the point of finishing up 21 it gives us an opportunity to really take a Jook at the proper
22 thework that we've begun with regard to consolidation, future | 22  redesign of those campuses with an eye towards how we can
23 clinical expansion, I think the plan would be for that capital 23 actually access and demonstrate access to the community.
24 budget to mirror those decision points. 24  Third-
25 25

Q. Will there be any restrictions that you're aware of on the

Q. No, go ahead. I'll come back.
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anticipate taking the work that we've done up to this point with

1  A. Third, I think by bringing the institutions together, not 1 FTland really putting a plan together that will be done no
2 only is scale important, but so is nucleus size. So, if we have 2 later than twelve months after the approval.
3 two orthopedic hand surgeons, we can go to the region and say, 3 Now, we can't share sensitive information. I think
4 boy, we're a hand center. Send your patients to us. But boy, 4 we've worked diligently to the point where we can't take it any
5  youknow, with our two hand surgeons, there might be timeswhenf S further. I'm not going to advance any of those clinical
6 they're out of town, and, therefore, sorry. We're going to have 6  consolidations without a lot of input from physicians, a lot of
7  to send you elsewhere. 1 think that it gives us anucleus o 7 nput from our leadership team and the board, a lot of input
8  solidify the fact that, yes, we would be a regional referral 8  from nursing, etc., and even patients.
9 center on a 24/7 basis. 9 And so, we've decided to not waste their time now
10 Instead of having one pediatric surgeon, we would 10  because what if we're not able to merge. That would be a waste
11 perhaps have the nucleus to have two so that when one pediatric 11  of money, a waste of individuals' time. But the minute - the
12 surgeonisnot available or out of town or doing another case, 12  minute that we — the minute that there would be a decision in
13 the other pediatric surgeon could provide coverage. So, I think 13  theaffirmative on this, in no less than twelve months would we
14 that opportunity presents itself as a regional destination 14  haveour plan, and I suspect that we would be able to do some
15  centerin a very significant way. 15  clinical consolidations well in advance of that.
16 Q. And youmentioned, I think, as the secorid of the major 16 Q. Are there particular service lines or areas that you know
17  benefits, the access and the redesigning of the capabilities of 17  represent the best opportunities for consolidation or at least a
18  the organizations. What do you mean by that? 18  review?
19 A, Well, Ithink that every healthcare organization today - 19 A, Yes.
20 now, there are different points on the continuum — has to 20 Q. Canyou tell us what those are?
21 essentially change their delivery model. One physician, as 1 21  A. 1think out of the blocks, pediatrics is one. Obstgtrics
22 said, is no longer going to be one physician taking care of one 22 and gynecology is one. I think the more chalienging one will be
23  patient in one place. Ithink you're Iooking at the necessity 23  trauma. And I think that in between we'll probably have some
24  of aphysician with advanced practice nursing, perhaps physician { 24  opportunities with regard to oncology, some of the other
25  assistants that can do a ruch better job of managing a 25  surgical subspeciaity areas.
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1  population, a population that might be highly diabetic, a 1 Q. You mentioned quality. I think you heard — I think you
2  population that might have a lot of high blood pressure, 2 2 were here for some of Dr. Romano’s testimony earlier this week?
3 population that may have multiple chronic conditions. 3 A lwas.
4 We are going through a process, whether we like it or 4 Q. And you may have heard him say that mergers typically do not
5 not,and I think the more successful organizations and 5  increase quality, and there's spotty evidence that increased
6 healthcare are running with this, to get into that mode of 6  volumes result in higher quality. What makes you as the future
7 multidisciplinary teamwork that can establish effective 7 CEOof OSF Northern Region think that OSF Northem Region wil
8  management of populations, and that's the real benefit of things 8  dobetter?
9  such as the electronic medical record. 9 A, Ithought Dr. Romano did a nice job of reviewing arid
10 Q. Whycan't you do that yourself now? 10  summarizing the salient points in the literature. I was
11 A It'sexpensive. It'sabase. Youcan't do that-with just 11  impressed with his presentation. However, I think his thoughts
12  fivepatients. You need to have a significant cohort to keep a 12  fell shoit on the relationship between size and outcomes, and
13  team very busy. When you try to bring in new physicians andnew| 13 T1l give a couple examples on that.
14  subspecialty physicians, the first thing they ask is how busy am 14 In our children's medical center, we have 16 pediatric
15 1goingto be. Youneed to have a nucleus to keep them busy, 15  subspecialty services. It's not just the clinical care given to
16  and you need to have enough patients to make it cost-effective 16 achild. We have extensive developments in child-life therapy,
17 | to advance and afford that new model of care. 17  inpre and post child education and care, interfaces with the
18 Q. Do you anticipate following the consummation of this 18  family. We have pediatric anesthesiologists. There's an entire
19  affiliation any consolidation of clinical services that are 19  spectrum. And so, when you take an institution that has a
20  presently being offered by the two health systems here in 20 relatively small pediatric department and, are able to blend them
21  Rockford? 21  into a much larger one with that infrastructure, you are going
22  A. Yes. 22 10 enhance emotional outcome, as well as clinical outcome.
23 Q. What do you anticipate? 23 In obstetrics and gynecology. A lot of high risk
A We.anticipate -- the minute that this is approved, we 24 babies are bom to mothers that believe that they're going to

have a normat delivery. When you can have those individuals
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1 deliver at a Level 11l perinatal center that has anesthesiology 1 candiac patients of great complexity, neuro patients of great
2 24/7, perinatology, neonatology, and the gamut of surgical and 2 complexity, children of great complexity, neonatals of great
3 nonsurgical specialists in the case that anything could happen, 3 complexity. So, you're seeing this whole ransformation to the
4 you are considerably going to enhance it. And I'll be brief 4 hospital and this point of subspecialization of labor.
5  because I could goon and on and on on this topic. 5 So, if I recruit one pediatric neurologist to Rockford
6 . Our rehab hospital. We take patients that have had 6  and he or she is busy, busy to the point that they're having a
7  amputations, closed head trauma, spinal cord injury. We put 7 hard time keeping up with the patient demands, and we recruit a
8  them together. We have outcomes. And the physical medicine 8  second one, and there's just not enough work for two of them, we
9  rchabilitation community, if you will, has been measuring 9  getinto some issues. If we could create a setting, if you
10  outcomes earlicr than anybody else, going back to the early 10  will, that allows patient activity to be enhanced, we can
11 '70s. We:can show the ability to discharge effectively a 11 further stabilize our subspecialty coverage and care in this
12 patient back to home without having to go through a nursing 12 town
13  home, efc. 13 Q IfRockford Health System did not affiliate with OSF, would
14 In cardiac surgery, the Society of Thoracic Surgeons 14 you still have taken steps to try and reduce your capital and
15  has done an enormous amount of work relating the outcomes of] 15  operating costs?
16  atrial and mitral valve replacement and repair surgery to 16 A Yes. If1could provide another example on your previous
17  outcomes. Centers that do a lot have a significantly higher 17  question.
18  outcome. 18 = Q. Sure.
19 Our own case, where you look at robotic surgery for 19 A. Ithink on the cost thing the real — the real variable that
20  patients that have prostate cancer. My goodness gracious. A 20  will significantly affect cost will be the ability of an
21 very difficult surgical procedure to do, but when you do it 21  organization to introduce new techniques, new thinking, new wa
22 robotically, you're not only able to send the patient home the 22  of providing care with a patient outcome driving it.
23 next day, but.you send them home on Tylenol Ill witha 23 Another example. When a patient at our place years ago
24  complication rate of less than 1 percent. It used to be about 24 had been diagnosed with breast cancer, it was typical fora
25 4 percent. 25  patient to have 20, 23, 30 radiation treatments in the course of
Page 737 Page 739
1 And you're tatking about not just the doctor. You're 1  that, and there may or may not have been surgery along the way.
2 talking about the team. You have a team of nurses. You have a 2 There is new technology that's IORT, intraoperative radiation
3 team of anesthesiologists. You have a special way to place the 3 therapy, where we can take a patient in the operating room, and
4  patient. There is enormous opportunity to maximize clinical 4 - by means of radiation cones that we have, we can offer that
5  outcomes, to make them better, based on education around coming| 5  patient a one-time intervention for that breast cancer. Instead
6  to astandand of care and minimizing your deviation from that. 6  of paying $80,000 over the course of 30 treatments, that patient
7 Q. And again with respect to the da Vinci robot that you 7 will end up paying 20 or $25,000.
8  mentioned, Rockford Health System has it, you developed that in 8 I think that the example we used on the prostatectomy,
9 Rockford yourself. Why can't you achieve these other quality 9  Tthink the beating heart surgery, open heart surgery, if you
10  improvements that you've just described without joining with OSF| 10  canoffer innovative ways to shift that curve, that innovation.
11  Healthcare? 11  curve, if you will, there will be the most significant
12 A. Well, we've taken them far. We feel very good about what 12 opportunities for cost savings.
13  we've accomplished. We've needed to do that, and we're not 13 Q. And you think you have the opportunity to do that with OSF?
14  comfortable with where we are. We feel we're at a point right 14 A. Ithink that we will have the nucleus to do that and have
15  now where we need to take it up another plane, if you will. 15  that as part of our culture, yes.
16  Because of size nucleus, number of patients, ease with which 16 Q. Why is OSF such a good partner for Rockford Health System
17  we'll recruit physicians will only allow us to take that to the 17  asopposed to the others that you've considered?
18  nextplane. 18  A. Weadmire them. We admire their board. We admire the
19 Q. How will the affiliation improve cost efficiency? 19 Sisters’ focus op the individual, whether it be the employee or
20 A. Ithink that along a couple dimensions. You know; the 20  the patient, their mission, the whole human being, the whole
21 argumenton how scale will impact fixed cost is there, number 21 human spirit Not to get too far along with it, but anybody
22 one. Number two, the advent of subspecialization. And a 22 that has been a patient knows that there is a role for some form
23 hospital is going through a transformation that people don't 23 of spiritualty along the course of the stay.
24  talk about. Hospitals, the typical hospital in the United 24 We think that they are an incredibly innovative

N
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States, is becoming a mini intensive care unit. You're seeing

organization. The fact that they have been selected as one of
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1 the 32 pioneer accountable care organizations, which will be the 1 there have been people that are very concerned about it and
2 organization of the future because as Medicare and Medicaidand{ 2  probably not in favor of it, but overall in my circles they have
3 other payors shift risk to the providers, that will be the 3 been impressed, very inquisitive about it, what do we want to
4 foundation, the type of organization that will be emerging in 4 accomplish. It's been a litile difficult to handle that
5  healthcare in my opinion. 5  because, again, we're competitors as we sit here today. We're
6 They have been advanced in terms of their electronic 6  not able to share sensitive information. And so, we're unable
7 ICU, their electronic medical record. They have one of the most 7  toreally go out and tell them we plan to do X, Y, and Z in that
8  advanced intensive care units that I have ever seen. They hadve 8  order.
9 avery good physician group. They've got excellent training 9 But there is I think a great deal of interest. 1 think
10  programs. We thought their leadership team was very compatible] 10  that there is a great deal of interest to leam more about, and
11 withours. So, we thought there was a very nice fit between the 11 1 think there are some people on the fence that would like to
12 twoofus. 12 know more about what's going on, and 1 think there’s some people
13 Q. Isthe geographic proximity, the existerice of Saint Anthony 13 thatare opposed to it because they think - for a variety of
14  Medical Center being in the community, as opposed to Advocate,| 14  reasons they think that it might have some economic disadvantage
15  for example, which is not in the community, did that play any 15 tothem
16  rolein your decision to affiliate with OSF? 16 Q. Letme talk for a couple minutes about the future of OSF
17  A. kdid. Advocate was not going to give us the opportunity 17  Northern Region. As the future chief executive officer, can you
18  toconsolidate as much. We probably could have done some back{ 18  tell us whether OSF Northern Region will require managed care
19  room things, some, in a limited way, but not to the extent that 19  organizations' health plans that want to contract with OSF
20  we can with Saint Anthony’s being right in our city. 20  Northern Region to contract only with OSF Northern Region in
21 And secondly the concern was - and our focus is going 21 Rockford? Will you attempt to exclude SwedishAmerican from
22 to be adding to the portfolio of medical services in this 22 those health plans’ contracts?
23 community. Advocate was more of the opinion that we should 23 A. No.
24 identify cerfain tertiary care areas and be comfortable having 24 Q. We talked a liitle bit about the fact that Rockford Health
25  those patients transferred to them. 25  System competes with SwedishAmerican and presently with Saint
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1 Q. We talked alittle bit earlier, Mr. Kaatz, about the 1 Anthony Medical Center. Does Rockford Health System monitor}
2 economic environment here in Rockford. My question to you is 2 what the other hospitals in Rockford are doing in terms of their
3 would you still believe that Rockford Health System would need 3 service line offerings?
4 to merge with or affiliate with OSF even if the economy in 4 A Yes
5  Rockford hadn't taken the negative turn that it has? 5 Q. Whatdo youdo?
6 A Yes 6 A. Well, we monitor from a highlevel. Our medical staffs
7 Q. Why? 7  tatk. We get a generally high level of information on what some
8  A. Well, you can look at our financial performance. Wehad a 8  different initiatives might be. We don't go into — we don't go
9  banner year in 2010, and we lost money in 2011. Andin the 9  into detail on that, but, as I said, it's at a very high level.
10  state of Illinois with the state of things, things can change, 16 Q. How does Rockford Health System decide what capital
11 and they can change quicker than I've ever seen before inmy 11 investments you're going to make in your facilities?
12 career. ’ 12 A. Well, we do it off of our strategic plan. We look at the
13 We are absolutely convinced that the successful 13 community. We look at where there are opportunities to better
14  healtheare organization of the future has the right size, it 14  address need in the community. We take a look at things that
15  partners with a physician group, it employs effective IT, it can 15  have been fully depreciated. We look at new technologies that
16  demonstrate measurable benefits to the commumity and the 16  we feel are important to introduce.
17  patients that it serves, it has a responsible initiative with 17 So, we break it up by clinical areas. We break it up
18  regard to population healthcare, and overall, significantly, not 18 by infrastructure, IT, etc. And we make sure that it reflects
19  necessarily just by a unit here, a unit there, but it can 19  the thinking behind our strategic plan and then present it to
20  significantly lower the cost with a nice increase, if you will, 20  our board for discussion and approval.
21 withregard to clinical outcomes. 21 Q. Toyour knowledge, have representatives from the hospital
22 Q. Asamemberof this community, what's your impressionofhow{ 22  systems in Rockford exchanged any competitively sensitive
23 the commmunity is reacting to the proposed affiliation? 23  information regarding their strategic initiatives before they
24  A. Ithink overall I've been impressed with how the commumity 24 became public?

o
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1 Q. To your knowledge, have representatives from the hospital 1  shortly after they were taken,; is that right?

2 systems in Roclkdord exchanged any competitively sensitive 2 A ldid -

3 information regarding their negotiations with health plans? 3 Q. Andyoureviewed them for accuracy and signed them?

4 A. No. 4 A. Ireviewed them for content. A lot of material was in

5 Q. To your knowledge, have representatives from the hospital 5  there. Studied the langnage, studied what was reflected, and

6  systems in Rockford agreed with each other on any aspect of 6  then when was comfortable with it, I signed it.

7  their negotiations with health plans? 7 Q. Youtold the truth at these depositions, of course?

8 A. No. } 8 A. Yes.

9 Q. As the future CEO of OSF Northern Region, doyouplanfor] 9 Q. Let me ask you about the TV advertising that we've noticed |
10  OSF Northern Region and SwedishAmerican to enter into any 10  this week in our visit to Rockford. How much did that TV
11  agreements to defer competition between them? 11 advertising cost?
12  A. No. 12  A. Ihavenoidea.
13 Q. Asthe future CEO of OSF Northern Region, doyou planfor| 13 Q. Did you approve the budget that paid for these TV
14  OSF Northern Region and SwedishAmerican to enter into-any 14  commercials?
15  agreements as it relates to their negotiations with health 15  A. Iapproved the initiative. Ididn't approve the exact
16  plans? 16  dollar amount.
17 A.No. 17 Q. So, youhave no idea how much these TV commercials cost?
18 Q. How can you assure the court that OSF Northem Region willf 18  A. Ican'ttell you that, no. )
19  not coordinate its efforts, competitive efforts, with 19 Q. I want to start with: the proposed stipulation Mr. Marx asked
20  SwedishAmerican after the affiliation is consummated? 20  youabout that's been entered as a proposed order-in-this court.
21 A. We're going to remain a community organization, govemed, | 21  Isprice mentioned-anywhere in that proposed stipulation?
22 stewardship provided through ourboard, and the last thing that 22 A. I'msorry. Could you clarify the stipulation?
23 we're going to.do is try to manipulate price to the detriment of 23 Q. You want to see a copy of it? It's DX938 in your binder,
24 our community. 24  the first binder. It's up on the screen, as well, Mr. Kaatz.
25 Secondly, I'm accountable for the tone and the command 25 A. Andcould you please repeat your question?
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1 of the organization through my boss and ultimately the board, 1 Q. Isprice mentioned, in terms of how much the combined enti

2 and Iam going to be directed to operate within proper 2 will charge health plans if this merger is consummated?

3 standards. 3  A. Idon't seethat, no.

4 Q. Mr: Kaatz, I thank you. I have no further questions. 4 Q. So,you can't point me to the section — any section in the

5 THE COURT: Cross. 5  stipulation indicating that OSF Northern Region will not raise

6 MR. REILLY: Thank you, your Honor. 6  rates significantly following the merger; is that right?

7 CROSS EXAMINATION 7 A. I'mlooking at my screen, and I don't see that.

8 BYMR.REILLY: 8 Q. Letme ask you something. Is there anything inthis

9 Q. Good morning, Mr. Katz. 9  proposed stipulation that would give a promiise to a health plan  §
10  A. Good moming; Mr. Reilly. 10  thatonly wanted to contract with RMH and not Saint Anthony's? §
11 Q. I'munotsure if I've metyou. I'might have met you in the 11 Jstherea promise in that stipulation that that would be
12 hallway. My name's Matt Reilly, and it's a pleasuré to meet 12 allowed?
13 you. 13 A. Notto my knowledge, no.
14 A, Likewise. . 14 Q. Andiflasked the other question, if a health plan wanted
15 Q. I'want totake care of a couple of housekeeping items before | 15  to contract with just Saint Anthony’s, but not RMH, would there §
16  Tlaskyou afew questions. Did you meet with your attorneys to 16  be any promise of protection in the stipulation?
17  prepare for your testimony today? 17  A. Notto my knowledge.
18 A Idid. 18 Q. Tuming to what the merged entity will look like, no final
19 Q. How long? How many hours? 19  decisions have been made about which, if any, clinical service
20  A. Oh,think I met with them for a couple hours on Wednesday] 20 ~ lines may be consolidated following the merger; is that right?
21  and I had breakfast with them this morning. 21 A. Correct.
22 Q. Andthat'sit. A couple hours on Wednesday and breakfast 22 Q. Infact, no decision has been made regarding whether.any
23 this morning? 23 particular service line will be terminated at either Saint
24 A. Correct. 24  Anthony or Rockford Memorial; is that correct?

Q You revxewed your deposmon inthe mvmngahonal heanngs

A. That's comrect.
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given to OSF and Rockford?

1 Q. And no decision has been made regarding where any service 1 A Yes .
2 tine'would be consolidated, if they're consolidated at all; is” 2 Q. And Deloitte laid out its plan to the OSF Northern Region i
3 thatnght? 3 response to an RP from the merging parties?
4 A, That's correct. 4 A Yes. -
"5 Q. Infact, it's possible that the merger goes through, no 5 Q. And that plan included numerous action items that Deloitte
6  service lines will be consolidated within the next year; isn't 6  suggested should be taken before the merger closes. Do you
7  thatright? 7  remember seeing that, Mr. Kaatz?
8  A. No. There will be a plan over twelve months from the 8  A. Not specifically.
9  closing of the deal, and the plan wili reflect decision points, 9 Q. So, you don't recall any of the action items that Deloitte
10  andit may very well be -- and, again, because we've not been 10  said should have been taken prior to the merger closing?
11  ableto go beyond the point we're at now, after we've looked at 11 A. Notspecifically, no.
12 the details, involved experts in those fields, gotten more 12 Q. Do you remember seeing whether they suggested doing a
13 familiar with sensitive information that we can share; it may 13  business case verification of the efficiencies prior to the
14 very well be the case that we do begin a course. of 14  closing of the transaction? Do you recall seeing that?
15  consolidations prior to the close of that first year. 15 A, Ican'trecall that specifically.
16 Q. Tunderstand. I'm going to ask the question again, and I'm 16 Q. Letme justask you. Would agree that there would be no
17  trying to track your deposition testimony. 17  issue with Rockford Memorial and OSF giving sensitive
18 It's possible that if the merger goes through, no 18  information to Deloitte, right?
13  service lines will be consolidated within the next year; isn't 19 A Ifit'sdone through advice and guidance of our counsel.
20  that right? 20 Q. Deloitte recetving information from both hospital systemis
21 A It'spossible. 21 wouldn't be an issue in terms of sharing of confidential
22 Q. Infact, it's possible that the merger goes through, no 22 information, right?
23 service lines will be consolidated within the next two years; 23 A, Aslong asit was guarded under confidentiality, I presume
24 isn't that correct? 24 so.
25 A Ifspossible. 25 Q. Infact, your litigation efficiency consulting firm, FTI,
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1 Q. Infact, nodecisions have been made on what actions the 1 didindeed get information fiom both hospitals, didn't they?
2 merged entity will take in consolidating service lines, and you 2 A. Tunderstand they did.
3 really can't committo a timeline for when they will occur; 3 Q. So, is it your understanding that Deloitte could have -
4 isn'tthat right? 4 could have, if it was approved by the two hospitals, begin
5  A. Atthispoint we can't. 5  working and doing work prior to the closing if you gave them
6 Q. So,it's possible — I'm not asking likely. It's possible 6 data?
7 thatno service lines will ever be consolidated after themerger | - 7 A. Could you repeat that question?
8  between Saint Anthony and Rockford; isn't that correct? 8 Q. Sure. Thereisno limitation on Deloitte entéring intoa
9 A Wspossible. 9  contract, getting information and data, and starting the
10 = Q. Themerging parties have identified Deloitte as a potential 10  integration planning process. That was possible to do, wasn't
11  integration team lead that would, if the merger is approved, 11 i?
12 lead the integration efforts going forward; is that right? 12 A. Possible.
13 A Correct. © 13- Q. And you didn't do it because of money?
14 Q. Butyou don't know whether Deloitte has actmally been 14 A, Correct,
15 retained to provide those services, right? 15 Q. Notbecause of any other restrictions that you're aware of?
16  A. Idon't believe they have been retained. At the time of my 16 A. Well, yes. Yes, there were other restrictions. We did not
17  deposition, I did not know. 17  want to engage a lot of individuals that are high priced and
18 Q. And do you believe they've been retained today? 18  take them away from their responsibilities, whether they are
19  A. Iunderstand they have not been. 19  patient care or whatever. We did not want to waste their time.
20 Q. So, I probably shouldn't ask the question has Deloitte done 20 So, yes, money and the employment of hurnan capital are probabl
21  any work because I assume consulting firms don't work if they're] 21  the two biggest issues.
22 notretained? 22 Q. Understood. 1appreciate that clarification.
23 A. Correct. 23 Youexpectthat the integration planning process will
24 Q. Did you review Deloitte’s integration plan timeline that was | 24  be a substantial undertaking, correct?

q N
| o

A. Yes.
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1 Q. And you don't expect to get an integration plan until twelve 1 Q. Andyouplan to have a physician advisory group involved in§
2 months afier the arrangement with Deloitte is agreed upon; is 2 any clinical consolidations, comrect?
3 that comect? 3 A Yes
4 A. Agree upon that, and we'll certainly get a lot of work prior 4 Q. Butyouhaven't even formed any physician advisory groups
5  tothe end of that. 5  yet, have you?
6 Q. And that plan will determine, for example, whether clinical 6 A Ihavenot
7  consolidations will occur, right? 7 Q. And you will not do that before any clinical consolidations
8  A. It will assist us in making that decision, yes. 8  occur; is that correct?
9 Q. And you receive those recommendations and then decide which 9 A Twon'tbecauseI can't afford to have those individuals
10  clinical consolidations, if any, to implement, right? 10  commit to something where there is uncertainty about whether
11 A. Hopefully it will be done in a parallel process. 11  it's going to proceed.
12 Q. And then you'll decide where, where to move clinical 12 Q. You have not sct up any physician advisory groups yet
13 services if consolidated; is that right? 13 because it's a daunting piece of work, right?
14 A, Yes. 14 A, Ibave not because I don't want to waste their time.
15 Q. None of that analysis has been done to date? 15 Q. Because it would be a very, very complex set of things that
16  A. No. 16  will'need to be worked out right; is that correct?
17 Q. Do you remember sending 2 memo on joint — from Rockford 17 A. Yes.
18  Memorial Health System and OSF on November 220d, 2011, sayingg 18 Q. It'snot something that can be done quickly; is that
19  the merging — and this is going to all employees. The merging 19  correct?
20  parties have not even begun to identify opportunities or 20 A. Some areas quicker than others. Some I think will be able
21 efficiencies across nonclinical and clinical services currently 21 tobedonerelatively quickly. I think other areas will be very
22  provided on both campuses. Do you remember that? 22 complex.
23 A. Vaguely. 23 Q. Youhaven't provided physicians with a copy of your
24 Q. And, of course, that was not sent because it was going to be 24  litigation consultant's efficiencies work yet, have you?
25  sentifyou could - if this deal was approved; is that right? 25 A, Idon't understand the question.
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1 A Correct. 1 Q. Have you provided physicians with a copy of the FT1 report?
2 Q. And you were prepared on a joint letterhead to tell the 2 A. Oh, we have had physicians involved in the presentation from
3 employees that now once it's approved you'll begin to identify 3 FIT. Yes, we have.
4  opportunities for efficiencies. Do you recall that? 4 Q. Have you provided the physicians with a summary of their
5 A, Idovaguely. 5 efficiencies work, all physicians?
6 Q. The merging parties will need to apply for a certificate of 6  A. Notall physicians, but some physicians of our leadership,
7  exemption to consolidate service lines; is that right? 7 yes
8  A. We would investigate the State of Hlinois’ requirements for 8 Q. What percentage of physicians would you guess have seen the
9 certificate of exemption by area which we had planned to 9  FTI report?
10  consolidate, correct. 10  A. A small number. Ican't come up witha percentage, buta
11 Q. Butatthis point no one-at RHS has even studied how the 11 relatively small number.
12  certificate of exemption rules may impact the timing or the 12 Q. Andyou haven't had a general meeting with physicians to
13 ability of the merging parties to consolidate clinical services, 13 give them an overview of the potential clinical consolidations
14  right? i 14 that might result from the merger, have you?
15  A. Notuntil we know what we're consolidating can we make thaf 15  A. Not yet, no.
16  COE decision. 16 Q. Infact, physicians have yet to provide meaningful input on
17 Q. Let'sreturn to the role that physicians will play in the . 17  anyaspect of the affiliation; isn't that right?
18  consolidation. You'ye concerned about physician resistance in 18  A. No. We have bad physicians provide very meaningful input toj
19  the community to clinical consolidations if the merger goes 19  date, but we have decided until we know that this is a yes or no
20  through, right? 20 tonottake it to the full medical staff.
21 A. Yes. 21 Q. And once you take it to the full medical staff — or 1
22 Q. You believe that the physicians are the key to consolidating 22 should say until you take it to the full medical staff, you
23 service lines and that their ideas and criticisms are important 23 really won't know what the physician resistance and other issues
24 to the success of a consolidation, right? 24 will look like on any suggested consolidation; isn't that right?

N
W\

A. Yes.

N
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A. We'll know some of it prior to that, and we'll also know
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1  some of the ideas that they have on how best we can do it. 1 Q. Cardiology. Let's talk about cardiology services. You
2 Q. But taking it to the medical group will allow you to 2 mentioned that; I think, on your direct. And there's no final
3 identify any physician issues or concerns; isn't that right? 3 plan on whether or where to consolidate cardiology or cardiac
4 A Well, if we do our job right, we'll have a lot of those 4 services following the merger, correct?
5  identified before it goes en masse to the group. 5 A. Correct.
6 Q. On your direct exam you talked about trauma services,and] 6 Q. Additional analysis will have to be done post-merger?
7 let's focus on those for a moment. No final decisions or plans 7 A Yes
8  have been made with respect to consolidating trauma services,] 8 Q. Pediatrics. No final decisions or plans have been made with
9  right? 9 regard to consolidating general pediatrics, correct?
10 A Correct. 10 A. Comrect.
11 Q. So, intwo years it's possible that there will still be two 11 Q. Women and children's. No plans or decisions have been made
12  Levell trauma centers at RMH and SAMC, right? 12 with regard to consolidating women and children's services; is
13 A. Pleaserepeat your question. 13 that correct?
14 Q. Isitpossible that there will still be two Level I trauma 14 A Correct.
15  centers at Rockford and Saint Anthony's after two years? 15 Q. And if women and children's services are consolidated at
16 A It'spossible. 16  Rockford Memorial, you would need to hire additional staff,
17 Q. Consolidation of the two hospital trauma units willbe the | 17  right?
18  most complex of all service line consolidations, right? 18  A. Yes _
19  A. Inmy opinion, yes. 19 Q. Butthat's something that at least will have to be studied
20 Q. And you view potential consolidation of trauma as a 20 in greater detail, correct?
21 politically charged issue with Saint Anthony's, correct? 21 A Yes.
22 A Yes. 22 Q. Your litigation consultant, FTI, assumed that as part of its
23 Q. And the level of cost savings from consolidating travma 23 analysis the women and children's would be located to RHS. Do
24 depends on what level of trauma services are maintained at the] 24 you remember that?
25  other facility; is that right? 25 A ldo.
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1 A Ithasalotto do with that. 1 Q. Andthat's not correct sitting here today, is that? Or you
2 Q. Andyou don't have any confidence in putting a specific 2 don'tknowifit's correct. No decision has been made.
3 number on the recurring annual savings that you expect to 3 A. Nodecision has been made.
4 achieve through trauma consolidation, right? 4 Q. Thank you. That was a bad question. I appreciate you
S A. Wedo 1100 visits in our trauma center, and Saint Anthony's 5 helping me.
6 does approximately the same number, I believe. 6 So, FTI was wrong about that when it said that women
7 Q. My question -- sorry, Mr. Kaatz. 7  and children's would be located at RHS. Or may have been wrong,
8 A. I'mirying to answer your question. 8 A, Ithink we paid FTI to give us an analytical set of
9 If 1 have to take an extra couple of months fo make 9  recommendations that made sense for them. Again, we have not
10  sure that we don't make a mistake on something as complex an 10  made any decisions on the relocation or location of our clinical
11  areaof savings lives, I will comfortably do that. 11 areas.
12 Q. And so, the answer is you do not feel confident putting a 12 Q. And consolidations of cardiology and women and children's
13  specific number on the recurring annual savings you would expect] 13  services were a part of FTT's efficiencies report; is that
14  from consolidating trauma right here, do you? 14 correct?
15  A. Correct. 15 A, Yes, I believe so.
16 Q. Andyou don't have the information to base that estimate at 16 Q. And, again, for those services no final decisions have been
17  this point, do you? 17  made about whether or when or even if any of those services will
18 A. No. 18  beconsolidated; isn't that right?
19 Q. And even if trauma consolidation ultimately occurs, itwould | 19  A. Correct.
20  take 24 to 36 months from the date the merger is consummated 20 Q. Youhave no plans or have made no decisions to lower the
21 before any such actual consolidation would occur. Do you 21  rates you charge health plans after this merger, have you?
22 remember testifying to that? 22 A. lhave not nor do 1 know of any discussions that have dealt
23 A. Vaguely. 23  withrates.
24 Q. Isthat a true statement? 24 Q. There have been no intemal discussions at Rockford, as you
25

A. Approximately, right.
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1 merger, has there? 1  going forward; isn't that right?
2 A. No, not to my knowledge. ] 2 A. That'scorrect.
3 Q. And there are no plans to freeze rates or have rates only go 3 Q. Infact, FTI was one of the bids to get the integration
4 up as much as inflation if this acquisition goes through, is 4  planning contract, and instead you chose Deloitte; isn't that
5 there? 5  true?
6 A. There have been no decisions to that effect. 6  A. T'wasunaware of that.
7 Q. Not any intermnal decisions about whether to freeze rates or 7 Q. Who made the decision to hire FT1?
8  raise them only so much; is that true? 8 A, Itwas— well, let's see. It was a group of both
9 A. Notto my knowledge. 9 individuals from OSF Healthcare and Rockford Health System.
10 Q. You've been employed by RHS for almost twelve years? 10 Q. You're not the one who retained FTI, are you?
11 A. Yes. 11 A. No.
12 Q. You've never worked with FTI before this transaction, right? 12 Q. Youdidn't recommend that FT1 be retained, correct?
13 A No. 13 A. Ican'trecall that specifically.
14  Q Inall these years, RHS never hired FTI for any purpose; is 14 Q. Mr. Kaatz, outside counsel hired FTI, didn't they?
15  that correct? 15  A. Theydid.
16  A. Idon'tbelieve so. 16 Q. Not OSF, not Rockford Health System; isn't that correct?
17 Q. And FTTs role in this proposed merger has been to do an 17 A. Comect.
18  efficiencies report; s that correct? 18 Q. Areyouaware that FTI provided Rockford Health System withg
19 A Correct. 19  aperformance report that estimated that RHS could achieve — I
20. Q. And you reviewed FT1's conclusions at a high level; is that 20 won't say the number — several million dollars in annual
21 right? 21 recurring savings without a merger? Are you aware of that?
22 A. Yes. 22 A. Could you rephrase that question?
23 Q. And you haven't reviewed the underlying data or methodology} 23 Q. Sure. Are you aware that FTI presented a report to Rockford
24 in that FT report? ' 24 Health Systems that estimated that RHS without a merger —
25  A. Thavenot 25  without a merger - could achieve several million dollars in
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1 Q. And RHS has not done its own efficiencies analysis for this 1 annval recurring savings? Are you aware of that?
2 ‘transaction, have they? 2 A. A separate report.
3 A No 3 Q. Yes.
4 Q. You've only reviewed FTI's recommendations; is that right? 4  A. No,I'mnot.
5 A. Correct. 5 Q. Youdidn'tsit in on a presentation that FTT made that
6 Q. And FTI completed its analysis towards the end of 2010, 6 talked about all efficiencies that RHS could achieve without a
7  comect? ' 7  merger?
8 A, Correct. 8 A. No. .
9 Q. To your knowledge, FTI has done no further analysis since 9 Q. Have you heard about the FTI performance report from anyone §
10  then? 10  except for counsel?
11 A. Tomy knowledgs, they have not. 11 A No.
12 Q. Ard to your knowledge, FTT's collectednonew datatore-runf 12 Q. You testified in your direct about the merger discussions
13  their analysis; is that correct? 13 RHS had with Advocate in 2009, correct?
14 A, Iam unaware of that. 14 A Yes. )
15 Q. And no-oneat RHS or OSF has re-run FTT's analysis using 15 Q. Andyou would agree that a merger with Advocate would have §
16  more recent data, have they? 16  given RHS the prospect of reducing costs, correct? :
17  A. Idon'tknow that. 17 A, Correct.
18 Q. And thedata that FT] used in its efficiencies report is now 18 Q. A merger with Advocate would have given RHS the opportunity}
19  atleast 18 months old; isn't that right? 13  to improve quality; is that right?
20  A. 1don'tknow. 20 A, Comect.
21 Q. Do you know what data they used to run the efficiencies 21 Q. And the guality improvement would have come from sharing
22 analysis? 22 best practices with Advocate, right?
23 A. Ican'trecall specifically. 23 A Correct.
24 Q. And despite FTY's knowledge about both OSF and Rockford { 24 Q. Anaffiliation with Advocate could have improved how RHS

1 FT1 for any purposes

[
k]

allocates resources, correct?
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A. Not the only way, but the best way.

1 A Could have. 1 Q. And the proposed merger with OSF is not the only way RHS cang
2 Q. And there was a possibility to improve graduate medical ~ 2 attract or recruit subspecialists or specialist physicians,
3 education in Rockford through an affiliation with Advocate, 3 right? ‘
4 right? 4 A Notthe only way, but in our estimation the best way.
5 A, Correct. 5 Q. Andthe proposed merger with OSF is pot the only way RHS
6 Q. And an affiliation with Advocate could have helped with 6 could take steps to stem out-migration; is that correct?
7  physician recruitment, right? 7  A. Correct.
8  A. Correct. 8 Q. RMH has also taken steps to improve quality in the recent
2 Q. And an acquisition or merger with Advocate conld have helpedd 9 years, hasn't it?
10  inrecruiting more subspecialists to the Rockford area; is that 10 A Yes.
11 right? 11 Q. RHS has had significant success in improving quality in
12 A. Correct. 12 recentyears, correct?
13 Q. Let me understand the terms that RHS offered to Advocate. 13 A. Yes.
14  RHS did not offer Advocate the same terms it offered to OSF; is 14 Q. RHS has set very, very aggressive goals for continuing to
15  that comrect? 15  improve its.quality regardless of this merger; isn't that right?
16  A. Ican'trecall the specific terms. 16  A. Comect.
17 Q. Do you recall, in fact, that RHS insisted that Advocate 17 Q. And I'm sure this is something you're proud of, Mr. Kaatz.
18  provide hundreds of millions of dollars in capital commitment as 18  RHS won a distinguished hospital award for clinical excellence
19  part of the deal terms? Do you remember that? 19  and adistinguished hospital award for patient safety, right?
20  A. 1remember that that came about because Advocate was very 20  A. You're kind with your compliment of me. 1had very little
21 interested in developing the land that we had on our Riverside 21  todowithit. Itwasourboard that set the direction and our
22  property. Yes,Ido. 22 clinicians that really worked hard on that. And that award only
23 Q. And when RHS was talking with OSF, they did not insist on 23 is proof that we're in the right direction, nothing more.
24 having a new hospital on the Riverside property as part of the 24 Q. My team at this table will tell youI take all the credit
25  OSF.merger deal? 25  for their good work. So, I'm glad you're better than me,
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1 A. They did not bring that up. Advocate brought thatup. OSF 1  Mr Kaatz.
2 did not bring that up. 2 And if RHS were to remain independent, it is your
3 Q. Did you ever go back to Advocate and say, hey, there's no 3 expectation that it would be able to continue to improve quality
4 need for a new hospital to be built. Justmake a certain 4  of care at RMH, right?
5  capital commitmentto RHS. Did you ever go back and tatk to 5 A. Yes.
6  Advocate? 6 Q. And RHS has undertaken initiatives to improve its level of
7 A Yes, wedid. 7  coordination of care; is that correct?
8 Q. Andthey said no? 8 A. Cormrect. :
9 A, Correct. They had just lost millions in the downtumn of the 9 Q. And these initiatives have helped improve patient outcomes,
10 08,709 market. And so, they took the entire capital play off 10 right?
11  thetable as a result. 11 A. Cormect.
12 Q. So,after you began discussions with OSF — and this is 12 Q. And if RMH were to remain independent, you'd expect to
13 afier and they're progressing — yau then went back to Advocate 13  continue implementing best practices, right?
14  and said would they be interested in doing a deal? 14 A Correct.
15  A. Notafter discussions with OSF, no. 15 Q. And that would include efforts to improve patient outcomes,§
16 Q. You would agree that the proposed merger with OSFisnotthe | 16  correct?
17  only way RHS can address healthcare reform going forward, 17 A. Correct.
18  correct? 18 Q. And that would include efforts to reduce costs, correct?
19  A. Not the only way, but in our estimation the best way. 19 A Yes.
20 Q. Andthe proposed merger with OSF is not the only way RHS carl 20 ~ Q. Based on health grades information that you've seen, how
21  reduce costs going forward, right? 21 does the quality of care at SAMC compare with RMH?
22 A. Not the only way, but again the desirable maximum way. 22 A. Could you repeat that question?
23 Q. And the proposed merger with OSF is not the only way RHS carj 23 Q. Based on the health grades information that you have seen, |
24  improve quality; isn't that right? 24 how does the quality of care at Saint Anthony compare with  §
25

Rockford Memorial Hospital?
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1 A. 1think that, as best as I could recall, the health grades 1 Q. Improve patient safety programs, right?
2 datathat I saw inchuded an analysis of Rockford Memorial 2 A Yes. '
3 Hospital, Saint Anthony, and SwedishAmerican, and it gave scorey 3 Q. And refinance its debt at a lower interest rate?
4 of one star as the lowest, three stars as middle range, and five 4 A Cormrect.
5 stars as the highest. And as I recall, and I have not Jooked at 5 Q. And that's not an all inclusive list of RHS's successful
6 that for more than a year, I believe Rockford Memorial came in 6  cost saving initiatives, is it?
7 with the highest number of five stars, Saint Anthony's came in 7 A. isnot.
8  second, and SwedishAmerican came in third. 8 Q. Andyou testified that there's no magic whatsoever to
9 Q. You would agree that you would still need a lot of 9  achieving these savings, right?
10 information before you would make the conclusion on whether 10 A, IbelieveIdid. .
11  quality of care is superior at Rockford Memorial or Saint 11 Q. And you're familiar with RHS's Lean projects, right?
12 Anthony’s, right? 12 A lam
13 A Yes ) 13 Q. Leanisalarge project at RHS to look at processes and o
14 Q. And to make that comparison, you would need a specific 14 identify which steps in each process can be removed in an effort
15  by-category comparison of clinical outcomes observed or 15  to make RHS more efficient, right? '
16  expected, right? 16 A. Yes.
17  A. Correct. 17 Q. And Lean s an initiative RHS undertook around 2009 to
18 Q. And no one at RHS has compared clinical outcomes between 18  improve efficiency, quality, and cost, right?
19  Rockford Memorial and Saint Anthony's, right? 19 A. Yes
20 A Correct. 20 Q. And the Lean program has been a success, hasn't it,
21 Q. The same is true for individual service lines, righit? 21 Mr Kaatz?
22 A. Correct. 22 A. Sofarithas, yes.
23 Q. And overall clinical outcomes, right? 23 Q. Forexample, RHS has successfully improved cost and qualityg
24 A. Correct. 24 inits emergency department by improving throughput, right?
25 Q. And youalso don't know whether the quality of care is 25  A. That's comrect.
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1  comparable across all of OSF's hospitals, right? 1 Q. And that improvement continues to this day?
2 A. Comect. 2 A Right
3 Q. And it would concern'you - it would concern you ifyousaw] 3 Q. And that improvement will continue even if RHS remains
4 unequal levels of quality across OSF's existing hospitals, 4  independent, right? '
5 right? 5 A. That's the plan, yes.
6 A. It would get my attention. 6 Q. Andif RMH were to remain an independent hospital, it will
7 Q. Isthere a difference between concern-and get your 7  continue attacking costs through further cost-cutting
8 attention, Mr. Kaatz? 8  initiatives, right?
9 A Idon'tknow. It would concern me. 9  A. We will continue attacking cost in the most creative and
10 Q. Infact, very little, if anything, has been done to analyze 10  innovative ways possible.
11  the quality implications of this merger; isn't that right? 11 Q. And RMH would continue to make some improvement in it
12  A. That's correct. 12  average length of stay if it were to remain independent, right?
13 Q. Youmade the decision not to undertake that analysis yet, 13 A Yes
14 correct? 14 Q. And RMH would also continue to improve, reduce its
15 A. Yes. Alotof sensitive information at hand there. 15 readmission rates if it were to remain independent, right?
16 Q. RHS has implemented hundreds of cost savings initiatives 16 A Yes.
17  overthe last several years, right? 17 Q. RMH will continue with initiatives to further improve ER
18  A. Yes 18  throughput if it were to remain independent; correct?
19 Q. Overthe last few years, RMH has been able to independently] 19  A. Yes.
20 reduce labor costs, correct? 20 Q. Involving physicians in cost-cutting initiatives makes it
21 A. Correct. 21  more successful, right?
22 Q. Improve productivity, right? 22 A Yes.
23 A. Yes. 23 Q. And you don't believe you could successfully implement
24 Q. Reduce supply costs, correct? 24 cost-cutting initiatives without physician imvolvement, right?
A.

N
[5,)

Correct.

A. lbelieve that.
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1 Q. And the same is true for quality initiatives? ‘1 A Yes.
2 A. Ibelieve that 2 Q. They compete for inpatient services, as well as primary care
3 Q. And that's because physicians have knowledge you and other] 3  physician services; is that right?
4 hospital executives don't have, right? 4 A, Correct.
5 A. Itgoes beyond that. 5 Q. RMH secks to maintain and improve its quality-in part to
6 Q. Why else? 6  compete against the other two Rockford hospitals; is that
7  A. They bring in a différent dimension that we don't provide, 7 correct?
8  and they are a significant input into a multifaceted set of 8 A, It's not the primary driver, but yes, itis correct.
9  issues. 9 Q. And RMH also seeks to maintain and improve its image in part |
10 Q. And you haven't involved physicians in any of the 10  to get patients that might otherwise go to Swedish or Saint
11  post-merger plans for cost savings, have you? 11 Axnthony's, aght?
12  A. We have involved a couple physicians to be part of the FTT 12 A Correct.
13  presentation. 13 Q. And for general inpatient care for all patients in and
14 Q. Right. And besides those couple of physicians, youhaven't | 14  around Rockford, Saint Anthony's and SwedishAmerican are RHS's
15  involved physicians in-any of the post-merger planning for 15  only meaningful competitors; is that right?
16  quality improvements, have you? 16  A. Would you please repeat that question?
17  A. No, we have not. 17 Q. For general inpatient care for all patients in and around
18 Q. InOctober 2009 you believed that RHS was not approaching| 18  Rockford, Saint Anthony’s and SwedishAmerican are RHS's only
19. the partnership discussions with OSF out of weakness, right? 19  meaningful corpetitors; is that correct?
20 A Correct. 20  A. Correct.
21 Q. That's because you felt that Rockford Health System had a 21 Q. Andpatients in the Rockford area want to get their medical
22  strong balance sheet at the time, right? 22 careclose to home, right?
23 A Correct. 23 A Yes.
24 Q. In2010 RHS had a strong year financially, right? 24 Q. And competition with Saint Anthony's sometimes spurs
25 A Yes. 25  Rockford to offer new programs; is that right?
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1 Q. And despite difficult economic struggles in Rockford, RHS 1 A. Notnecessanly.
2 exceeded financial projections in 2010, right? 2 Q. Sometimes spurs RHS to offer new programs?
3 A Yes. 3 A. Just competition with Saint Anthony's?
4 Q. And you told the RHS board of directors that financially 4 Q. Yes.
5 2010 was a stellar year for Rockford Health System, right? 5 A. Notnecessarily.
6 A. Yes. 6 Q. I'won't go to the-deposition. Let me ask it this way.
7 Q. And, in fact, you told the RHS board of directors that RHS 7 Competition with Saint Anthony's and SwedishAmerican §
8  was entering 2011 a much stronger, more viable healthcare 8  sometimes spurs RHS to offer new programs?
9  system. You told the board that; right? 9 A. Correct.
10 A. Yes. 10 Q. You believe that competition on patient outcomes is
11 Q. And you told the board that RHS's 2010 quality, growth,and | 11  beneficial to patients; isn't that right?
12 financial accomplishments were huge, right? 12 A Ido.
13 A Correct. 13 Q. And you agree that there's emerging quality competition
14 Q. In2010 RHS had positive operating income of approximately] 14  among the three Rockford hospitals; is that right?
15  $26 million, right? 15 A Ido.
16 A. Approximately, correct. 16 Q. Absenta merger, you think that the three Rockford hospitald] '
17 Q. In2011 RHS still had positive operating income, right? 17 will compete on quality and outcomes, right?
18 A. No. 18 A Ithink absent a merger, the three institutions will
19 Q. What did they have in 20117 19  continue to compete on quality, but will not be at the point of
20  A. ]believe — although the audit is not complete, I believe 20 where the Chicago suburbs are or where Springfield, Illinois, is
21 it was in the negative number. ‘21 or where Champaign, Illinots, is.
22 Q. That audit is not complete? 22 Q. I'understand the comparison to those areas, but absent a -
23 A. It'smot. 23 ‘merger, you think the three Rockford hospitals will cornpete on
24 Q. You testified on direct that the three Rockford hospitals 24 quality and outcomes, correct? :

N
{ o

H N
H U

A. Ido,yes.

31 (Pages 772 to 775)



™
H
i

Page 776 Page 778 p
1 Q. And you believe that competition on outcomes will always 1 THE COURT: And if I denied the motion for preliminary }
2 benefit patients, right? 2 injunction, how long would it take Saint Anthony and Rockford
3 A Always. 3 Health System to start exchanging sensitive and confidential
4 Q. And that's true for the three Rockford hospitals and their 4  documents?
5  patients, right? 5 THE WITNESS: We could begin that right away.
6  A. Aswell as others, correct. 6 THE COURT: Okay. Do the parties have any questions in
7 Q. And after the merger, there's no dispute in this court that 7  consequence of my questions? '
8  RMH will no longer compete with Saint Anthony's; isn't that 8 MR. REILLY: No, your Honor.
9  correct? 9 MR. MARX: No, your Honor.
10  A. That's correct. 10 THE COURT: You may step down. Thank you for your
11 Q. Andit’s true that Saint Anthony's and RMH's primary care 11 help.
12 physicians will no longer compete, will they? 12 THE WITNESS: Thank you, your Honor.
13 A. That's not an absolute. Qur physician group at Rockford 13 (Witness excused.)
14  Heaith System has healthy internal competition. And so, we 14 THE COURT: We'll break for lunch. Let's'meet again at
15 actually do see patients go from one of our docs in the 15 145
16  physician group to others based on some of their desires. 16 (Whereupon, the within hearing was recessed to 1:45 o'clock
17 Q. Interms of contracting with managed care plans, the primary| 17 p-m. of the same day.)
18  care physicians employed by the mesged entity won't be 18
19  competing. Is that a fair statement? 19
20 A. 1f1understand your question correctly, it's along the 20
21 lines of competition just based on managed care contracting? 21
22 Q. Yes. 22
23 A. No, they won't be. 23
24 Q. There'sno dispute that OSF Northern Region would be the 24
25  largest hospital system in Rockford, right? 25
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1 A Correct. 1 FOR THE NORTHERN DISTRICT OF ILLINOIS
WESTERN DIVISION
2 Q. Based on beds, correct? 2 ’ »
3 A Comect. s FEDERAL TRADE COMMISSION, )Docket No. 11 C.50344.
4 Q. Discharges, revenue, and patient days, right? s Piﬁmﬁwﬁ)‘;_f;ﬁm@;m
5 A. Correct. s v ))l 45 o'clock p.m.
'S 10T i ; OSF HEALTHCARE SYSTEM
6 Q. There'sno measure by'whlch OSF Nf)rthem Region wouldn't bg 6 and ROCKFORD HOARE ))
7  the larger hospital system in Rockford, right? , SYSTEM, )
8  A. Inthe aggregate, that's correct, Defendar)ns ) -
9 Q. Youhave concems that the merger could regatively impact 3 VOLUME3
. . TRANSCRIPT OF PROCEEDINGS
10 theculture at RMH; is that right? 10 BEFORETHEHONORABLE FREDERICK J. KAPALA
11 A. Yes. 11 APPEARANCES:
12  ForthePlainf.  U.S.FEDERALTRADE COMMISSION
12 Q. You think about that a lot, don't you? s (‘s:o gmsylvg}i:a Azovguoe, NW,
13 A Ido MR MATTIEW ). REILLY
14 Q. And you're very proud of the culture that RHS has and would | ** N CLEOTNGHAM
15  not want this merger to impact that, right? b For the Defendant OSF:  Hinshaw & O
16  A. Comrect. 1€ {100 Park Avenc,
Rockford, IL 61101) By
17 MR. REILLY: 1 have nothing further, your Honor. i; MRWCgAOEAL F.IASPARRO
18 MR. MARX: Your Honor, I have no further questions. (222 N, LaSalle Street,
19 Suite 300,
139  Thank you. Chicago, IL 60601) By
20 THE COURT: 1 have just two questions. Dr. Kaatz, if] z° mmn%‘m
: . s 1 MS, KRISTIN M. KURCZEWSKI
21  denied the motion for a preliminary injunction, how long would 33 ForDefendamRHS:  MCDERMOTT WILL & EMERY LLP
22 ittake for the parties to sign the documents finalizing the s (sﬂmlmmm
23 merger? 2 Chicago, IL 60606) By
24 THE WITNESS: Your Honor, I think that could be done MR, WILLIAM P SCHUMAN
within two to four weeks. 25  ForDefendant RHS (cont.): MC DERMOTT WILL & EMERY LLP

(600 13th Street NW,
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1  competition, not a negative. 1 A. No. When I formed those conclusion, I certainly knew that I
2 Q. Did you do an analysis whether either 2 had not generated those precise numbers. Instead what I took
3 Saint Anthony's or Rockford Memorial are likely to | 3 Wasacomparison of the magnitude of the current competition,
4 fail absent this merger? 4 which is the competition that will be eliminated. They are
5 A. Again, 1 concluded that they're financially 5 closecompetitors. There's substantial competition betweea
6  viable, and that reflects their own projections 6 ‘he“f' The ferger wﬂl eliminate that and create a strong
7  moving forward, as well as their own testimony. 7 likelihood of higher prices. o
8 8 Against that, many of the - a substantial portion, as
9 9 we talked about earlier, of the claimed efficiencies are either
10 10 not merger-specific or are speculative in nature. And with
11 respect to quality, you know, I'll note that we heard from
11 12 Dr. Romano on thét account yesterday.
12 13 MR. REILLY: Nothing further, your Honor.
13 14 THE WITNESS: I think that was seven minutes.
14 15 THE COURT: Mr. Marx.
15 16 MR. MARX: Nothing further. Thank you, your Honor.
16 17 THE COURT: You may step down, Dr. Capps.
17 18 THE WITNESS: Thank you. '
18 19 THE COURT: Thank you for you help.
19 20 {Witness excused.)
20 21 THE COURT: We'll take a 15-minute recess. Let's
21 22 reconvene at quarter o 4:00.
22 23 (Briefrecess.) ,
23 24 THE COURT: All right Mr. Reilly.
24 25 MR. REILLY: We hit the four witnesses that you
Page 564 Page 566
1 Q. Mr. Marx also asked you whether you had predicted a precise 1 allowed, your Honor, and so we rest.
2 increase that may result from this merger. Do you remember 2 THE COURT: Mr. Greene, are you ready for the
3 tha? 3 defendants’ case?
4 A. Yes, Ido. 4 MR. GREENE: Yes, we're ready to proceed. The first
5 Q. Precise to you meant 23.4 percent or some number? 5 witness is David Schertz.
6 A. Yes. 6 (Brief pause.)
7 Q. Mr. Marx also asked you whether you made a precise estimatg 7 THE COURT: Raise your right hand.
8 of cost chafges, increases or decreases in costs that may result 8 (Witness duly sworn.) -
9 from this merger. Do you remember that? 9 THE COURT: Please take a seat at the witness stand.
10 A. Yes. ' 10 DAVID SCHERTZ, DEFENDANTS' WITNESS, SWORN
11 Q. Andyouhad not? 1 DIRECT EXAMINATION
12 A. That's correct. 12 BY MR. GREENE:
i3 Q. On your direct you talked about your summary of conclusions] 13 Q. Would you please state your name, please?
14 in this matter. So, I'm going 1o ask you, Dr. Capps. Did your 14 A. David Schertz.
15 lack of a precise estimate on price increase resulting from this 15 Q. And by whom are you employed, Mr. Schertz?
16 mesger — 16 A_ OSF Healthcare System at Saint Anthony Medical Center in
17 THE COURT: This is Page 49 of the demonstrative 17 Rockford.
18 packet? ° 18 Q. What is your position?
19 MR REILLY: Yes. 19 A. I'm president and CEQO.
20 BY MR. REILLY: 20 Q. And how long have you held that position?
21 Q. Did the fact that you did not do or estimate a precise price 21 A. Since December of 1995. .
22 increase resulting from this merger or that you did not estimate 22 Q. Generally what are your duties as president and CEO of Saint §
23 a precise change in how cost may result from this merger, has 23 Anthony?
24 that in any way shaken your confidence in your conclusions that | 24 A. Pm responsible for the overall operation and performance of
25

the hospital. That includes supervision and interaction of an
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i executive team. Itinvolves a great deal of medical staff 1 A. Correct.
2 interaction, community interaction, and I'm a primary liaison to 2 Q. Have you held other leadership positions with that -
3 our corporate office. 3 organization?
4 Q. You said you came to Rockford in 1996; is that right? 4 A, Yes. I've served as secretary, treasurer, vice president,
5 A, "95. 5 and president of the Economic Development Council.
6 Q. '95. Can you briefly summarize your employment in the 6 Q. What is the Rockford Health Council?
7 hospital industry before you came to Rockford? 7 A. That is a coalition of area businesses and social service
8 A, Prior to Rockford, I was the president and CEO of 8 agencies. Itincludes the College of Medicine, it includes
9 Progressive Health Systems in Pekin, linois, from April 1991 9 Rosecrance, which is a large chemical dependency management
10 until November 1995. Prior to that I was the CEO of Stuart 10 program, and the three medical centers in Rockford.
11 Circle Hospital in Richmond, Virginia, a proprietary 11 Q. Have you held leadership positions with Iltinois Health
12 institution. That was from February of '88 through beginmng of 12 Council?
13 April of '91. 13 A. Yes. I'm a past president and also past chair of their
14 Prior to that I was part of BroMenn Healthcare in 14 legistative agenda committee.
15  Bloomington, Hlinois, serving as vice president-administrator 15 Q. Have you been involved or are you involved in any statewide
16 of our Mennonite Hospital campus from 1985 to 1988. Priorio}] 16 organizations?
17 that I was the administrator of Eureka Community Hospital in 17 A. Pm involved with the I)linois Hospital Association. 'ma
18 Fureka, Illinois, from 1982 to 1985. Then prior to that I was 18 past member of the board of trustees. I served six yearsin
19 the assistant administrator of that same facility from 1978 to. 19 that capacity.
20 1982. And prior to that I was a unit manager at Saint Francis 20 Q. Would you describe for us what OSF Healthcare System is?
21 Medical Center in Peoria from March of '78 to August of '78. 21 A. OSF Healthcare System is an organization of more than 13,0008
22 Q. And with all of that, how long have you been active in the 22 individuals. It's comprised of seven hospitals and a very large
23 hospital industry? 23 medical group with hundreds of employed positions in all of its
24 -A. 34years total. 33 and a half in administrative 24 venues, We have a foundation. We have our own proprietary
25 responsibility. 25 company, Saint Francis, Inc. We havea college of nursing in
Page 568 Page 570
b Q. Okay. You mentioned BroMenn in Bloomington. When you werJ 1 Peorig, as well as Rockford.
2 there, how many campuses were there? 2 A large company. I've got to remember all the
3 A. Well, initially I was part of the Mennonite Hospital 3 entities. We have a number of clinical product lines organized
4 Association from *78 to '85, and then that became BroMenn 1 around cardiac medicine, neurosciences, etc. So, a very large
5 Healthcare. That was the merger of Mennonite Hospital 5 organization covering parts of Illinois and Michigan.
6 Association and Brokaw Hospital. 6 Q. What is OSF Medical Group?
7 Q. Did you have involvement in the integration of BroMenn after 7 A. OSF Medical Group is the organizational name of our - what
8 the merger? 8 had been our employed primary physician group and is now
9 A. 1did. 9 expanding into a multi-specialty physician group.
10 Q. What involvement did you have? 10 Q. And are some of those employed physicians located at Saint
11 A. Campus redesign of the Mennonite campus, certainly ongoing 11 Anthony?
12 discussions at an-executive level about plan implementation, 12 A. Yes.
13 service consolidation, etc. 13 Q. Are those physicians allowed to admit patients to hospitals
14 Q. Do you belong to any community or civic organizations here 14 other than Saint Anthony?
15 in Rockford? 15 A. Yes.
16 A. P'm on the executive committee of the Rockford Area Economic 16 Q. Do you know do they?
17 Development Council. I'm also on the board of the Rockford 17 A. Yes. Our cardiac group admits to SwedishAmerican. Iknow
18 Health Council. i8 they've each done some work at Rockford Memorial. 1know the;
19 Q. What is the Rockford Area Economic Development Council? 19 do work at DeKalb Hospital.
20 A. That's a coalition of businesses in the greater Rockford 20 Q. Who are the owners of OSF Healthcare System?
21 area and northern Ilinois that work on the issues surrounding 21 A. The Sisters of the Third Order of Saint Francis.
22 business growth in Rockford and recruitment of new businesses to 22 Q. And is there a mission that the OSF Healthcare System has?
23 Rockford. 23 A. The mission is to serve persons with the greatest care and
24 Q. And you mentioned you're on the executive commiitee now; is 24 love in a community that celebrates the gift of life.

thatcona:t"

Q. Does that mission apply to Saint A.nthony asone part of OSF?
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1 A Yes. 1 Q. Have you seen any announcements of the scope of that
2 Q. And how is the mission transmitted to employees of your 2 alignment that SwedishAmerican has with UW? i
3 hospital? 3 A. There was a big article in the paper that they were going to
4 A, Tt's transmitted through a number of different venues and 4 build 2 multi-million dollar cancer center at the intersection
5 medium. Each moming the work of the hospital starts at 5 of 1-90 and Riverside, which is just northeast of our location.
6 8:00 a.m. with a prayer over the intercom. We are all educated 6 They've also in their announcement of the affiliation a
7 on an annual basis on topics related to the mission and our 7 couple years ago talked about expanding IT presence in the
8 objectives in terms of service to others. 8 nosthern region. I know currently or recently University of
] Executives go through focus training annuaily. Part of 9 Wisconsin Madison established an EYCU in Freeport, which is
10 our management plans calls for a mission integration strategy 10 about 30 miles west of us, and our concem is that going forward §
11 for that current year where all of our employees receive ' 11 that kind of connectivity pushed down through the University of §
12 additional education about how they can better understand the 12 Wisconsin to hospitals that currently refer a significant amount
13 mission and also represent and execute the mission. 13 of business to us that those patterns will be altered.
14 Q. Who do you consider to be Saint Anthony's competitors? 14 Q. What is an EICU?
15 A. It depends on which product line. Locally immediately in 15 A. Electronic intensive care unit. In other words, physicians
16 Rockford we compete against Rockford Health System, we competd 16 at the University of Wisconsin Madison monitor patients in
17 against SwedishAmerican Health System. 17 Freeport. If a problem arises there, they're connected through
18 But beyond that, we're a Level I trauna center, 18 telecommunications to nurses or doctors at Freeport and then
19 tertiary center. If you look at the data, we don't generate 19 provide oversight direction on patient management.
20 excess income in our local market to cover-all of our costs. 20 Q. From your perspective, has the opening of the hospital by
21 Much of that comes from the services that we provide to.a 21 SwedishAmerican in Belvidere affected your hospital?
22 swrrounding tertiary region. In other words, as Level I trauma, 22 A. Yes. That facility, I believe, opened up in the spring of
23 we do high end, complex trauma. We do — we're the number one 23 '09. Prior to that we were averaging about 1500 admissions fro
24 heart surgery program in the area. We do:a lot of complex 24 that ZIP code area annually. Our most recent report I think
25 neurosurgery, a lot of complex orthopedics. More of that will 25 shows we are now getting about 1150 from that market.
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1 come from a wider range. We cover a wider geography. That's 1 Q. Can you explain how that change comes about? We've heard
2 where we tend to make a greater margin to help cover muchofoug 2 there's just a very few staffed beds at that hospital at
3 cost of operation. 3 Belvidere?
4 Competition in that level is more focused on Madison, 4 A. Well, it is still a licensed hospital, and the way the state
5 Milwaukee, the Chicago suburbs, the Quad Cities west of us. 5 regulations work, if somebody’s in a medical distress condition,
6 They are encroaching into our tertiary market now. So, a 6 ambulances are instructed to go to the nearest hospital. So, in
7 critical element of what keeps Saint Anthony's operating is that 7 that marketplace, their emergency room would be the nearest
8 tertiary business. - 8 emergency room.
9 Q. And could you tell us briefly about the sesvice lines and 9 Once stabilized, the nearest hospital rule no longer
10 the structure of SwedishAmerican Healthcare System? 10 applies. So, patients can then be transferred to any higher
11 A_ SwedishAmerican. Both hospitals or just the one in 11 level of care. So, historically, where folks from that location
12 Rockford? 12 would come to Saint Anthony's, about eight miles away, if they
13 Q. The whole system. What elements are there in the system? 13 £0 to that hospital now, they can be transferred to
14 A. Well, SwedishAmerican is the largest provider in the 14 SwedishAmerican, which is another three or four miles beyond us
15 marketplace, now north of 40 percent of the market, moving 15 Q. How can you know that those patients would have come to
16 towards 45. They have a very large obstetrics program. They 16 " Saint Anthony if the hospital weren't open in Belvidere?
17 have a cardiac program. In fact, built a heart hospital a few 17 A. Fcan't know that, but ] can know that the opening of that
18 years back dedicated to that. They have orthopedics. In fact, 18 hospital created a 350 admission drop per year. We were the
19 they have pretty much all the same product lines that we would 19 nearest hospital. If there was a problem, they would come to
20 have at Saint Anthony's. 20 us.
21 They do also have mental health services, a hospital 21 Q. Because you were the farthest east of the three hospitals in
22 located in Belvidere. So, we're kind of bracketed by their 22 Rockford?
23 campuses. And recently, a rather strategic move, they have 23 A. Yes.
24 aligned with the University of Wisconsin in Madison. So, that's 24 Q. From your perspective as president and CEQ of Saint Anthony|

gomg to be qutte a challenge for us gomg fomard

how eﬁ'ecuve a compemor is SwednshAmencan"
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1 A Very effective. 1 Genesis Health System in Davenport for cardiac referral. :
2 Q. And how has that affected your ability to compete? 2 Q. How many staff beds does Saint Anthony have?
3 A. Well, certainly it's very challenging. They have an 3 A. We currently report 238.
4 aligninent with the College of Medicine in Rockford for a family] 4 Q. And do you know what the other two hospitals based in
5 practice residency program, which allows them to have a much 5 Rockford, how many staffed beds they report?
6 closer working relationship with future primary care doctors to 6 A. Ball park I think RMH is around 300, and 1 know
7 be recruited from that program. 7 SwedishAmerican is 325, 330.
8 They also have a somewhat symbiotic relationship with a 8 Q. Do you keep track of the occupancy of beds at Saint Anthony?
9 local fairly qualified health clinic, Crusader Clinic. The vast 9 A. In an oversight fashion, yeah. Reports are generated ona
10 majority of the Crusader babies are delivered there at 10 regular basis.
11 SwedishAmerican. So, it's hard for us to compete against that. 11 Q. Are you aware of the State of Iilinois monitoring the
12 That, coupled with now the alignment with the University of 12 occupancy of hospital beds?
13 Wisconsin, that poses some great challenges for us. 13 A. Yes. Every hospital files an annual hospital questionnaire
14 Q. You were here during the tesumony by Dr. Capps? 14 that you have to submit utilization information, and they
15 A. Yes. 15 calculate percentage occupancy from that.
16 Q. And you saw that map that went up that showed various 16 Q. And to whom or to what agency is that information reported?
17 hospitals and the distance? 17 A. Tllinois Department of Public Health.
18 A. Yes. 18 Q. And does the department publish that information
19 Q. Do the existence of those hospitals outside of Rockford have| 19 periodically?
20 an effect on the operations of Saint'Anthony? 20 A. Yes.
21 A. Yes, they do. Immediately north of Rockford is the 21 Q. I'm going to hand you a document, which may be easier. This
22 community of Beloit, about 14 miles north. Beloit Memorial 22 is DX0694. I've handed you the covér and Page 68, and I'd like
23 Hospital located there is not a small community hospital. In 23 1o ask you to take a look at Page 68, if you would. First of
24 fact, they performed 70 open heart procedures this past year. 24 all, what date does this document bear at the top of that page?
25 About four years ago, I believe, they established a 25 A. Looks like 28 July 2011.
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1 rather large ambulatory care center in northemn Winnebago 1 Q. Okay. As far as you know, is this the most recent such
2 County, about ten miles north of Saint Anthony’s. They're using 2 report issued by the IDPH? |
3 that presence and rotating primary care and specialists through 3 A. AsfarasIknow.
4 that setting to help pull patients back out of northem Iltinois 4 Q. And based on the cover, this is Inventory of Healthcare
5 to their hospital in Wisconsin. So, there is competition there. 5 Facilities and Services and Need Determinations; is that
6 Over time, the ring of hospitals you saw around 6 correct?
7 Rockford, there was a point in time a decade ago when all 7 A. That's correct.
8 cardiac cath activity in that region would go upstream to one of 8 Q. On the top of the page, what year of information is being
9 the hospitals primarily in Rockford. Since that time almost 9 reported?
10 every hospital in the region has had their own cardiac cath lab. 10 A. 2008 admissions.
11 So, that business no longer goes to Rockford. It stays there, i1 Q. Okay. And then if we go down to the second half of the
12 and that's had an impact on operations, also. 12 page, you see a heading medical surgical/pediatrics planning
13 Q. And did you have other types of referrals or do you have 13 area totals?
14 other types of referrals from those hospitals in the ring that 14 A. Yes.
15 you referred to? 15 Q. Are you with me?
16 A. Yes. Another impact over the last several years is the 16 A. Yeah, I think so. Medical surgical total?
17 encroachment of Chicago systerns, Wisconsin reaching into our | 17 Q. Yes. Okay. And if you go down to the very last column ong
18 tertiary market to redirect referrals for stroke, for example. 18 the page to the far right, do you see two columns, one called
19 Freeport Memorial has an affiliation with Alexian Brothers in i9 existing beds and one called excess beds?
20 the Chicago suburbs. They send stroke activity there. 20 A. At the very bottom on the right-hand comer, yes.
21 Rochelle Community Hospital, a small critical access 21 Q. Yes. And what does this report for existing beds?
22 south of us, has a relationship now with Central DuPage Hospita.w 22 A. 745,
23 for stroke referral. Kishwaukee Medical Center in DeKalb hasa] 23 Q. And what does it report for excess beds?
24 relationship with Loyola for cancer referrals. And overin 24 A. 237
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1 hospitals, which geographic area is this page reporting on? 1 A. Yes.
2 A. It appears to be the Rockford MSA, which would include 2 - Q. And what has been that effect?
3 ‘Winnebago and Boone County. 3 A. It's a rather dramatic impact over the last three years.
4 Q. And so, that would be Rockford Memorial — 4 With the precipitous drop in employment, certainly the condition
5 A. Rockford Memorial, Saint Anthony Medical Center, and 5 not only of Rockford, but the state of Hlinois and the country,
6 SwedishAmerican Hospital and SwedishAmerican Medical Center] 6 we've had rather severe financial setbacks in 2009, 2010, and
7 Q. And SwedishAmerican Medical Center is the name of the 7 2011. It's a function of the fact that our charity care during
8 facility in Belvidere? _ 8 that window of time on a cost basis has tripled. That's about
9 A. Pmuot sure. It's one or the other. 9 an eight million dollar reduction to bottom line performance
10 Q. Okay. Now, you see the columns labeled 2008 population and| 10 just for charity care.
11 2018 population on the right-hand side of the page just above 11 Q. What do you mean by on a cost basis?
12 where you mentioned the existing beds and the excess beds? 12 A. The cost of providing the care:
13 A Yes. 13 Q. That doesn't build in a reference to a ChargeMaster or
14 Q. From what you can see here, is the IDPH projecting a larger 14 anything the hospital might charge for?
15 population in 2018 than in 20087 15 A. No. They require that you report charity care on the cost
16 A. Yezh. There appears to be a slight increase, yes. 16 that you incur providing the care. There's so many different
17 Q. And is your understanding of the bottom part, which shows 17 price structures, somebody could be charging twice as much for
18 the existing beds and excess beds, the projection for 2018? 18 something, If you reported charity on price, it-would be
19 A. That appears to be what they're trying to do. 19 inflated. Cost is cost.
20 Q. And the 745 existing beds is the same number as currently or 20 Q. Have you seen evidence elsewise than the charity care of the
21 at least in 2008, right? 21 effect on the economy?
22 A. Correct. 22 A. Our Medicaid as a percentage of our activity at Saint
23 Q. And so, if the excess beds are projected to be 237 on a 23 Anthony's has increased more than twofold. Medicaid is funded
24 larger population, slightly larger population, would it be your 24 by the State of Hlinois, which at the current time is not
25 belief that the excess beds right now are at least as much as 25 funded by the State of Ilinois.
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1 2377 1 Q. What do you mean it's not fanded by the State of lllinois?
2 A. At least as much as that, 2 A, Tlinois is eight billion dollars in debt. It's ranked 50th
3 Q. Okay. Thank you. We're done with that exhibit. 3 in the nation in terms of economic performance, and what it's
4 How does the economy of Rockford compare to what it was 4 causing are delays in payment for Medicaid patients and State o
5 when you arrived here 16 years ago? 5 1llinois patients. Not only is Medicaid paid at a very low ‘
6 A. It's much worse than it was 16 years ago. A nmumber of 6 rate, but they're not paying on time. So, it creates not only
7 factors. When 1 came to town, I became involved with economic 7 an income problem for the hospitals, it creates a time value of
8 development fairly early on, and from time to time they would 8 money problem, also.
9 share reports with us about the current economic state of 9 Q. What is the approximate percentage of your total cost that
10 Rockford. 1believe in 1996 - '95, '96, that time period, if 10 Medicaid does pay to Saint Anthony?
11 you looked at the average household income and compared it to i1 A. Oftotal cost?
12 average household income nationwide, you develop ascore, with | 12 Q. Yes.
13 1.0 being the median household income in the country. Where 13 A. That Medicaid pays?
14 your community scored relative to that would say something abou{ 14 Q. Yes. The total cost of caring for those Medicaid patients.
15 the economic condition. 15 A. It's somewhere around 60, 65 percent.
16 In 95, '96 1 believe the median income in Rockford 16 Q. You also receive Medicare payments; is that correct?
17 scored out at 1.0 or slightly above. Most recently, I think in 17 A. Comect.
18 2010, the median income in Rockford scored out at .82, which 18 Q. And do those payments cover the total cost of your serving
19 means it's 18 percent below median household income in the 19 the Medicare patients?
20 United States. That's-a dramatic change. 20 A. No. They cover —- it's a range sometimes 73 to 80 percent,
2% Q.. We've héard talk during the hearing, and you were here, 21 somewhere in there.
22 about the unemployment in Rockford? 22 Q. Does the fact that Medicare pays less than the total cost of
23 A. Yes. ’ 23 serving those patients, is that separate and apart from the
24 Q. Has the unemployment and the general economic situation had] 24 current economic situation in Rockford and I}linois?
25

an effect on Saint Anthony?
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1 Q. And that's generally throughout the country; is that 1 A. Once again, given all the change ongoing presently, it's
2 correct? . - 2 very difficult for us to know the true impact of reimbursement.
3 A. Yes. 3 We try to get a better handle on our costs. It's one of the
4 Q. And-do you expect that situation to continue? 4 reasons.for pursuing the merger. The future is about being able
5 A. No. Iexpect it to get worse. 5 to reduce your cost for a service, and the merger provides us
6 Q. Why? 6 with a best solution that doesn't diminish access to care.
7 A. Well, the Healthcare Reform Act takes a half a billion 7 If we have to do it-on our own, to reduce our costs at
8 dollars out of Medicare to fund other parts of the plan. The 8 equivalent levels, current knowledge in healthcare says you're
9 Hlinois Hospital Association has run analyses, just initial 9 going to have to learn how to break even on Medicare. Right no
10 analyses, showing that by full implementation ovr rejimbursement] 10 we'd have to cut about 20 percent of our costs to break even on
11 for Medicare will decrease another eleven to twelve million 11 Medicare as it's paid now, not how it will be paid in the future
12 dolfars a year. 12 at lower rates. So, the challenge is cost.
13 And that initial analysis does not have a good estimate 13 Q. Can't you make that up by getting higher rates from the
14 of the impact of some of the initiatives that are rolling out 14 commercial health plans?
15 currently. For example, 30-day readmission. Increasingly, 15 A. The way this is evolving, currently 70 percent of everything
16 Medicare will not be paying for any readmission inside of 16 we do is either Medicare, Medicaid, or charity. The remainder
17 30 days of a patient's previous discharge. There's no way to 17 half of that is Blue Cross/Blite Shield. We currently take rates
18 know just how severe that might be. 18 from them for our physicians, and, as they grow stronger,
19 Secondly, recovery audits. Those are accelerating in 19 assume at some point in time we'll be taking rates for the
20 terms of an outside contractor hired by the governiment goingin | 20 hospital.
21 to audit Medicare records, primarily looking for inconsistencies 21 The remainder, the smaller core of busiuess, in 2014
22 in documentation. There's no question service was provided, but| 22 the insurance exchanges start across the country. We try to
23 if it's not documented accurately, then that payment can be 23 monitor what the potential impact of that is. Literature says
24 denied. We have no way-of estimating what that impact's going | 24 at the present time that as much as 30 to 50 percent of all
25 tobe. So, I would see it getting worse. 25 small business owners rather than continue to try and provide
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1 Q. What is the effect of these and perhaps other factors, what 1 insurance coverage, it will be cheaper for them to pay the
2 have they had on the bottom line of Saint Anthony in recent 2 federal penalty per employee and then write a check to their
3 years? 3 employees to go buy their coverage on the exchange.
4 A. 2009 for hospital and physician group operations, we posted 4 Okay. The only problem with that is the only model we
5 a ten million dollar loss. In 2010 for hospital and physician 5 have out there to look at as to how this might progress is in
6 group operations; we posted nearly a seven million dollar loss. 6 Massachusetts. As a member of the IHA board, we interacted wi
7 And during the past year we posted a loss in excess of two 7 members of the Massachusetts Hospital Association, and they did
8 million dollars for physician and hospital operations. 8 - warnus. Itstarted out okay, but the exchanges are now moving
9 Q. Did:you hear Dr. Capps testify that for 2011 you had 9 down towards Massachusetts state Medicaid rates. So, we'll be
10 forecast in your management plan to have a profit? 10 price-takers at that kind of a rate going forward for an even
11 A. Yes. 11 larger portion of our what had been commercially insured
12 Q. And was that true? 12 population.
13 A. No. 13 Q. Okay. You were here yesterday when Dr. Romano testified,
14 Q. Was it true that it was in your — 14 weren't you?
15 A. Oh, it was in the management plan, but that was developed — 15 A. Yes.
16 the plan | believe he was speaking to was submitted in the 16 Q. And do you recall that he talked about the Epic electronic
17 summer of 2012, developed with numbers from the summerof 2011} 17 medical records system?
18 developed from numbers from the spring of 2011, Let's see. 18 A. Yes.
19 April, May, June, July, August the bottomn fell out. In 19 Q. And Saint Anthony is fully implemented with Epic, correct?
20 two rhonths alone we were $2.7 million over budget for charity 20 A. Yes. . .
21 care. So, it just goes to show you that financial projections 21 Q. And as far as you know, Rockford Memorial is moving toward|
22 sometimes aren't accurate. 22 implementation? :
23 Q. Do you have confidence that the financial projections in 23 A. Yes.
24 your most recent, that is, your 2012 management plan can be 24 MR. REILLY: Your Honor, he's leading his witness.
25
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1 THE COURT: Sustained. 11l sustain the objection to 1 Q. Do you kntow why not?
2 the 1ast question. 2 A. Two reasons come to mind. Number one, we have got some
3 BY MR. GREENE: 3 subspecialty gaps that would not allow us to participate. We
4 Q. Do you know whether Rockford Memorial has an electronic 4 still need to fill those. And, secondly, given the burden of
5 medical records system? 5 this ongoing process, it was felt that we should probably get
6 A. They are éun-emly replacing it, or they are currently 6 this out of the way before we take on the process of
7 installing or planming to install the Epic medical record. 7 implementing the ACO model in the Rockford area.
8 Q. Once those two systems are installed, will they be 8 Q. If the affiliation were to go through with Rockford
9 compatible? In other words, will they be able to talk with one 9 Memorial, what is your understanding as to whether that would
10 another? 10 fill the gap of specialties?
11 A. If we are able to get the merger done in the very near 11 A. Our gaps are in obstetrics and pediatric medicine. They are
12 future, they will be able-to work with us o design their 12 aLevel Il center. So, yes, that would fill those gaps.
13 platform around one patient repository, patient record 13 Q. Ckay. Do you Jnow — assuming for the moment that sometime
14 repository. 14 in the year 2012 the affiliation were to go forward, would the
15 If, in fact, this doesn't happen very soon, they'll 15 OSF Northern Region, as it would then be called, would it be
16 have to go ahead and implement their own patient base. So, in 16 able to join in the preexisting OSF pioneer ACO?
17 other words, they'll have Epic at their location, we will have 17 A. Yes, we'd be able to be added to that, the affiliation, as
18 Epic at our location, but, no, the two will not talk to each 18 you say, if it went through this year. Probably not until
19 other. 19 January 1 of 2014.
20 Q. Did you hear Dr. Romano testify that there can simply be 20 Q. You've used a specific date, January §. Why did you say
21 some sort of cooperation agreement between the two hospitals and] 21 that?
22 that they could share the Epic information without merging? 22 A. Because anybody participating in the project currently, the
23 A. 1did hear that. 23 pioneer ACO, they can amend their contract with CMS.on
24 Q. Is there any reason that you couldn't do that? 24 January st of each year.
25 A. You could do that. The only-problem is we go from — if the 25 Q. Will it require more than amending of the contract, as far
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1 merger happens, we can save about four million dollars building 1 as you know, to add the northern regjon?
2 their platform on our platform. If you have to hire the 2 A. No.
3 appropriate expertise to build the interface engine so the two 3 Q. No further application would be required?
4 systerns can talk in the future, you're talking about expensive, 4 " A. No.
5 millions of dolars. 5 Q. Thank you.
6 Q. To your knowledge is every Epic system the same as every 6 Prior to this affiliation that you want to enter into
7 other Epic system? 7 with Rockford Memorial, was there a previous time in which you§
8 A. They start out in a basic configuration, but they build 8 were at Saint Anthony when there was an attempted affiliation
9 their own patient base. There tends to be customization of most 9 with another hospital in Rockford?
10 platforms. 1o A Yes. 1997,'98.
11 Q. You are familiar with the tenm pioneer accountable care 11 Q. And that was with who?
12 organization? 12 A. SwedishAmerican Health System.
13 A. Yes. 13 Q. At the time of that proposed transaction, what was Saint
14 Q. Just briefly what is OSF's involvement in the pioneer ACO? | 14 Anthony's position in the market among the three hospitals?
15 A. OSF healthcare is one of 32 sysiems nationwide that have 15 A. Onthe basis of discharges, we were in third place.
16 been named by CMS as part of the pioneer ACO project, whichig 16 Q. What about SwedishAmerican at that time?
17 to begin to experiment, understand, and participate in 2 model 17 A. They were in second place.
18 that provides a more coordinated globalized mode! towards 18 Q: Do you know if the affiliation was investigated by the
19 patient care. This is where healthcare is going, and we're 19 federal government? '
20 fortunate-that we were selected, fortunate that the quality of 20 A. Yes, it was.
21 care and the organization of OSF was deemed one of the bestin | 21 Q. And which agency?
22 the country. 22 A. It would be the Department of Justice.
23 Q. Is Saint Anthony as part of the OSF system part of pioneer 23 Q. And what was the conclusion - what was the result of that
24 ACO? 24 investigation?

N
w

67 (Pages 587 to 590)



Page 591 ’ Page 593
i Q. But it didn't go forward? 1 But I had asked him would you like to go have lunch.
2 A. No. 2 We bad lunch, and ¥ put forward the thought that now that you're
3 Q. Why? 3 done with Advocate, would you consider maybe aligning with OS,
4 A. I'll just use the term cultural differences. 4 Healthcare. We came to-a point of mutual agreement that was
5 Q. Now, you're aware at the time that Saint Anthory and 5 worth investigating. We took it back to our respective boards,
6 SwedishAmerican presented to the government a forecast of 6 and that started a small discussion group composed of a small
7 efficiencies and cost savings? 7 group from Rockford Health Systems, a small group from OSF.
8 A. Um-hm. 8 Those discussions went on and were successfully completed in
9 Q. Are there differences today as to the need to achieve 9 0f 2010, at which time we announced a letter of intent had been
10 efficiencies and cost savings, as opposed to the sitvation 10 executed.
11 15 years ago? 11 From then through the summer of 2010, fall, winter, and
12 A. Yeah. 12 early part of 2011, we performed intensive due diligence, and
13 MR. REILLY: Objection. Vague, your Honor. 13 that led to our announcement about this time last year that we
14 THE COURT: Do you understand the question? 14 had come to agreemenit, an affiliation agreement.
15 THE WITNESS: Yeah, I think so. 15 Q. You mentioned in the course of your answer that you saw what }
16 THE COURT: Il overrule the objection. 16 was coming. Were you referring to the economy, something clse?
17 BY THE WITNESS: 17 What were you referring to?
18 A. Well, in 1997 I think the national debt was around four 18 A. Ithink that was about the time that the Accountable Care
19 trillion. Today it's 15 trillion and going up. Why do I say 19 Act was being debated nationwide, but you could also see the
20 that. That's going to have an impact on what we have to pay for | 20 debt butlding, and you knew that actually whether it was a
21 healthcare in the future. 21 Democratic administration or a Republican administration, there
22 Number two, the economic condition of Rockford in 1997 | 22 were going to be reductions in Medicare. There are going to
23 was much stronger than it is today. In '97 we didn't have 23 have to be reductions in Medicare reimbursement.
24 encroachment the way we do now from regional competitors like} 24 Q. Youmentioned a series of steps. Before the letter of
25 Chicago, Madison, Milwaukee, Quad Cities. 25 intent was signed, did Saint Anthony take any steps to
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1 In'97 we didn't employ nearly as many specialists as 1 investigate what sort of benefits it might achieve by the
2 we do now. Why do I bring that up. It's very costly. 2 affiliation?
3 1ilinois, the state of lllinois, was in much better financial 3 A. Weutilized a consultant that works frequently with OSF,
4 condition in 1997. But Illinois is also a very litigious state. 4 Health Care Futures, and using what they knew about OSF and
5 It's very hard to get specialists to Hllinois unless you pay 5 publicly available data, they put together a 30,000 foot
6 their way to employ them and insure them. It's a very expensive 6 analysis about potential benefits of Rockford Health Systems
7 proposition and one that we did not experience to any great 7 joining OSF.,
8 extent in 1997, : 8 Q. And what did that show?
9 Q. Let's talk about the proposed affiliation that brings usto 9 A. Itshowed it was worth pursuing.
10 this courtroom today. What was the genesis of the affiliation? 10 Q. Okay. Subsequently after you signed the letter of intent,
11 A. The genesis. Well, certainly the economic conditions, and, 11 did you have further analysis made of efficiencies and cost
12 quite frankly, the realization — I've been here over 15, 12 savings?
13 16 years, and knowing what's coming or seeing what's coming, the{ 13 A. Yes. The due diligence phase required that we bring in —
14 best way to deal with it would be to try and find a way to bring 14 that a third-party be brought in, a consultant, to do a more
15 two institutions in Rockford together. 15 in-depth analysis of both organizations. Obviously, OSF
16 At that time, spring of 2009, Rockford Health Systems 16 couldn’t look at proprietary data of Rockford Health Systems and
17 was in discussions with Advocate Healthcare about possible 17 vice versa. So, the third-party was responsible for
18 affiliation. Those discussions concluded in April of 2009. 1 18 investigating, analyzing, interviewing, and developing a set of
19 had known Gary Kaatz about nine years by then, and he and I, 19 findings that would be shared with both parties.
20 interacting in many community forums - we were both onthe IHA 20 Q. Did those findings — by the way, what was the organization
21 board of trustees — we kind of looked at the circumstance of 21 that you brought in?
22 the economic environment in Rockford and kind of saw things the 22 A. FTIwas the consulting firm that conducted the work.
23 same way. He and 1 have both worked in a number of other 23 Q. Did FITs findings play any role in the decision of OSF to
24 healthcare markets outside of Rockford. So, we brought those 24 want to move forward?

A. They provided confirmation of what we thought was there or| ‘
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1 was there. 1 We believe and there is literature that demonstrates in
2 Q. And when you say confirmation of what you thought was there,] 2 many of the complex procedures — and we are a Level I trauma
3 what do you mean? 3 center and do a lot of complex procedures — that there is
4 A. Well, they found an estimated annual savings from operations 4 benefit through greater volume. I've gotten that feedback from
5 ranging from 42 million annually to 56 million, that range. 5 doctors on our medical staff, and it's in the literature, and we
6 They also found capital savings of over a hundred million 6 believe that to be true.
7 dollars. 7 Q. By the way, have you had feedback from doctors on your
8 Now, why do we think that is there? Well, quite 8 medical staff as far as their views of moving forward with the
9 frankly, two reasons. 42 million at the low end of the range, 9 affiliation?
10 that's 5 percent of the operating costs of the combined entity. 10 A. The doctors I've interacted with on our medical staff are
11 More importantly, we're going to have to probably cut 11 very positive about it.
12 20 percent; given what's coming in Medicare. So, it confirmed 12 Q. Iwant to you ask about one other piece of testimony. You
13 what we thought was there. 13 were here when Mr. Petersen testified yesterday?
14 Q. And as the CEO and president of Saint Anthiony, do you 14 A. Yes.
15 believe that the efficiencies and savings forecast by FTI are 15 Q. And one of the things he said was that rarely, if ever, do
16 achievable? 16 hospitals achieve predicted cost savings from a merger. Whatis
17 A. Yes, they are achjevable. I believe they're conservative. 17 your response as far as your belief specifically with respectto '
18 We have to go far beyond that. 18 Saint Anthony’s ability along with Rockford Memorial to achieve
19 Q. By the way, when Dr. Romano testified, did you hear him say 19 savings?
20 that rather than merging, hospitals can just close down some 20 A. Not only can it be achieved, but, as I said earlier, they
21 service fines? 21 must be achieved. And this is a platform on which we can better
22 A. Yeah, I do remember hearing that. 22 achieve those cost reductions than trying to do it
23 Q. What's your response to that testimony as it applies to 23 independently. So, 1 believe that savings will be made and then
24 Saint Anthony? 24 some.
25 A. Well, I mean, we're here today because there’s opposition 25 Q. Should this transaction go through and the Northern Region
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1 sdying that our merger could decrease access. That's one of the 1 be set up, what will be your position?
2 factors. Yet, the consultant is telling us that, well, you can 2 A. My position will be chief operating officer of the Northern
3 Just close something and decrease access to take care of it. 3 Region. .
4 No. The best way to do this is to merge the two entities ina 4 Q. And who will be the chief executive officer?
5 way that allows you to continue to provide a full service 5 A. That will be Gary Kaatz.
6 platform that can compete in this marketplace. 6 Q. And what type, if any, of a local board will there be?
7 Q. What do you believe — if you did close some service lines, K A. Well, actually, there will be a local board, a governing
8 what effect do you believe that would have on your ability 8 board, charged with overseeing the operations of all the OSF
9 compete? : 9 assets in the northem region.
10 A. That would lead to the end of our organization because if 10 Q. And in today's structure with Saint Anthony, is therea
11 you're not a full service institution in this markeiplace, you 11 local governing board?
12 cari't compete on negotiation for prices, and, quite frankly, in 12 A. No, there is no governing board in Rockford.
13 this community if you start to e}iminate services, the 13 Q. Is there another type of board?
14 credibility of your institution is brought into question, and 14 A. We have an advisory board that meets usually quarterly.
15 that leads to further decline. ’ 15 It's more of a community interaction model.
16 Q. Do you recall hearing Dr. Romano also testify that mergers 16 Q. Is it your view that the affiliation will benefit this
17 do not necessarily lead to an increase in quality and patient 17 community?
18 outcomes? 18 A. I'believe it will greatly benefit this comumunity.
19 A. Yes. 19 Q. Can you explain how and why you believe that?
20 Q. What is your response to that testimony? 20 A. Well, our own chamber of commerce has talked about Rockford
21 A. Well, his testimony also was -- I mean, one of the tenets of 21 as a healthcare destination. We believe that by coming
22 greater quality is to create greater volume through -- greater 22 together, building larger centers of excellence, we can
23 through-put creates greater quality. His recommendation whenhq 23 accomplish that. We can start to stop some of the out-migration
24 said, well, just go ahead and close it and refer it to a larger 24 from the service area. It creates a more stable platform going
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1 Quite frankly, the things that we can do in terms of 1 do to alleviate the express concem?
2 freeing up money from the costs we currently incur throﬁgh 2 A. Well, why don't I just read it. It's probably easier.
3 duplication can be reinvested. One example would be we'd like 3 Q. That's great.
4 to start an internal medicine residency program at the College 4 A. Upon consummation of the affiliation of OSF and RHS pw
5 of Medicine. We'd also like to start a surgical residency 5 to the affiliation agreement dated January 31st, 2011, and the
6 program at the College of Medicine. That creates additional 6 creation of the OSF Northern Region, OSF Northern Region will
7 employment, that creates another way to make Rockford a 7 not require any managed care organization to exclude
8 destination, and it benefits the community. 8 SwedishAmerican Health System from its provider network as a
9 Q. And what is the plan as far as how to achieve the cost 9 condition for a contract with the OSF Northern Region.
10 savings that will allow to happen what you just described? 10 Q. And if this merger goes through and you are the COO of the  §
i1 A. Well, that plan is yet to be developed in detail. We have 11 OSF Northern Region, do you intend to comply and live up to this
i2 not proceeded until we know where we stand with this process. 12 stipulation?
13 It's going to be expensive, more consultants engaged, but we 13 A. Yes.
14 believe that the initial work done by FTI shows there are 14 Q. Have you been informed by OSF leadership that the system is
15 opportunities. We still have to-develop a plan that will say 15 behind the stipulation?
16 how do we consolidate, where do we consolidate, and then 16 A. Yes.
17 proceed. 17 Q. Let's take a look at the second paragraph. Why don't you
18 Q. Why haven't the two organizations started that process 18 read that into the record, also.
19 within the last year? 19 A. Following consumuation of the affiliation of OSF and RHS
20 A. Well, first of all, in order to put together a functional 20 pursuant to the affiliation agreement dated January 31st, 2011,
21 and effective plan, we-are going to have to look at 4 lot of 21 and the creation OSF Northern Region, neither OSF nor OSF
22 proprictary data that we currently can't look at. And, quite 22 Northern Region will require a managed care organization to
23 frankly, why do we start-to spend the money not knowing where} 23 contract with OSF on a systemnwide basis or any other individual
24 we're at with this process with the FTC. 24 OSF hospital outside of the OSF Northern Region as a condition
25 Q. You heard the testimony of both Mr. Petersen and Ms. Lobe | 25 for obtaining a contract with the OSF Northern Region hospitals.
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1 yesterday; is that correct? i Q. And in your own words, what is that pait of the stipulation
2 A. Yes. 2 intended to achieve?
3 Q. And you heard some concerns expressed by them-about their 3 A. Tt will allow health plans to contract directly with the
4 ability to have enough leverage to contract with the Northern 4 Northern Region without having to contract with the rest of the
5 Region if the merger goes through,; is that correct? 5 OSF system. That's consistent with the level of autonomy that's
6 A. Yeah. 3 being granted to the board of directors here in Rockford.
7 Q. Have you also heard concems expressed by SwedishAmericary 7 Q. Does OSF Saint Anthony monitor what other hospitals in
8 along those lines? 8 Rockford are doing in terms of their service offerings?
9 A. T've been iold about them, yes. S A. Yes.
10 Q. Do the health plans or SwedishAmerican in-your view havea} 10 Q. How do you do that?
11 teason to be concemed? 11 A. Tusually turn on the TV or read the newspaper. Youcansee
12 A. No. 12 itin many media outlets. You can also find out — medical
13 Q. Have steps already been taken to alleviate any concerns that 13 staffs travel between hospitals, and they will talk to each
14 they have expressed they have? ‘ 14 other, and they will say, well, they're going to be trying to do
15 A. Yes. 15 this. So, yeah, we try to monitor that because we have to
16 Q. And there's been:some talk about a proposed stipulation. 16 maintain a competitj{;e posture based upon what the competition's}
17 I'd like to show you that. Jt's DX938. For ease, P'll hand you 17 doing.
18 a paper copy. You get your choice of screen or paper. 18 Q. During the 16 years that you've lead Saint Anthony, have you
19 A. This is fine. 19 personally been involved with discussions with either of the
20 Q. Okay. Mr. Schertz, did you participate in the decision to 20 other two hospitals located in Rockford as to dividing up
21 enter into this proposed stipulation? 21 service lines among the hospitals?
22 A. Yes. 22 A. No.
23 Q. Are you supportive of the proposed stipulation? 23 Q. Have you had discussions about the prices you will charge
24 A. Yes. 24 for your services?

Q Lets talk about item number one. What will item number one

[
| O

A. No,
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1 Q. Have you had discussions about the rates that you will 1 Q. And how about Tuesday?
2 charge to health plans? 2 A. Tuesday?
3 A. No. 3 Q. AtHinshaw? Tuesday? )
4 Q. Have you had ény discussions about boycotting any health 4 A, It could have been. The week's kind of nmnning together.
5 plan? 5 Q. So, you met with the attomeys to prepare for your testimony
6 A, No. [ on Tuesday, Wednesday, and this morning?
7 Q. Have you authorized anyone else at Saint Anthony to have 7 A. Yes.
8 discussions on any of those topics with the other two hospitals 8 Q. How long did yon mect with your attorneys in total to
9 in Rockford? 9 prepare for your testimony today?
10 A. No. 10 A. Half hour this morning, about an hour last night, probably
11 Q. Do you know of any such discussions? 11 two hours on Tuesday.
12 A. No. 12 Q. And how many hours on Wednesday at Hinshaw?
13 Q. Do you know of any collaborative action that has been 13 A. Tt wasn't more than two hours.
14 carried on by Saint Anthony with Rockford Memorial in the 14 Q. Do you know how much OSF spent on the television advertising}
15 16 years you've headed the organization? 15 that's been playing this week involving the merger?
16 A. No. 16 A. No.
17 Q. Similarly, has there been any such activity with 17 Q. Do you have any-idea?
18 SwedishAmerican? 18 A. Nope. _
19 A. Qutside of the merger, no. 19 Q. More than a million dollars?
20 Q. If and when this transaction closes and you are the Northernf 20 A. Idon't know.
21 Region, do you contemplate coordinating pricing with 21 Q. If this merger is consummated, Mr. Schertz, you will receive
22 SwedishAmerican? 22 a bonus of approximately $80,000, won't you?
23 A. No. 23 A. Yes.
24 Q. Coordinating negotiations with health plans? 24 Q. Is that a lot of money to you, Mr. Schertz?
25 A. No. 25 A. Yes.
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1 Q. Coordinating pricing? 1 Q. And so, if your testimony today helps convince Judge Kapala)
2 A. No. 2 to let this merger go through, you will receive $80,000; is that
3 Q. Coordinating anything else which would involve exchangeof 3 correct?
4 competitively sensitive information? 4 A. Ifthe merger is successfully completed, there's.a bonus
5 A. No. 5 payment. -
6 Q. If you were to do so, would that be consistent with the 6 Q. Ifthe merger is consummated, you get a bonus payment?
7 mission of the Sisters of the Third Order of Saint Francis? 7 A. Right.
8 A. No. : 8 Q. You expect to remain with the combined firm post-merger; is§
9 Q. Thank you. That'sail]have. 9 that correct?
10 THE COURT: Mr. Reilly, you may cross. 10 A. Ibelieve that will depend upon my performance.
11 MR, REILLY: You.. 11 Q. You expect that you will remain —
12 CROSS EXAMINATION 12 MR. GREENE: Excuse me, Mr. Reilly. Mr. Schertz, could
13 BY MR REILLY: 13 you speak up? I'm having trouble hearing.
14 Q. Mr. Schertz, you don't have to read what's in the binder. 14 THE WITNESS: Sorry.
15 I'm going to ask you questions, and I'll refer to each-of the 15 THE COURT: Stay about three inches from the
16 documents when I'm ready. 16 microphone, and everybody will be able to pick up what you say.
17 A. Sure. 17 BY MR. REILLY: ‘ .
18 Q. Thank you. 18 Q. The affiliation agreement contemplates that you will be COO
19 Good aftemoon, Mr. Schertz. 19  ofthe Northemn Region; iso't that right?
20 A. Good aftemoon. 20 A. That's correct. g
21 Q. Did you meet with your attorneys to prepare for your 21 Q. And Mr. Kaatz, 1 think you testified, will be the CEO of the
22 testimony today? 22 Northern Region?
23 A. Yes. 23 A That's correct.
24 Q. When did you meet with your attormeys? 24 Q. And so, you'll report-out to Mr. Kaatz?
25

A. Yesterday and this moming.
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1 Q. In fact, both you and Mr. Kaatz have positions secured under 1 Q. FTI was hired because of the FTC process, weren't they?
2 the affiliation agreement; is that right? 2 A. Well, we have to demonstrate that there is savings that
3 A. That is correct. 3 result from the merger.
4 Q. And while you expect io be COO of the Northem Region, you| 4 Q. And you had to demonstrate it to the FTC or this court;
5 also expect that the Northern Region, the combined entity, will 5 isn't that correct?
6 be able to reduce its total number of employees after the 6 A. Yes.
7 merger; isn't that right? 7 Q. Because if OSF had hired FTI to do an evaluation of the
8 A. Yes. 8 efficiencies, Hinshaw wouldn't have been involved at all; isn't
9 Q. But you won't be one of those employees laid off, will you, 9 that right?
10 Mr. Schertz? 10 A. Something of this magnitude I believe legal counsel would bej
11 A. That will be a fimction of my performance. 11 involved regardless.
12 Q. You can only be laid off due to performance; is that 12 Q. Legal counsel's not going to hire a consulting firm to Jook
13 correct? 13 at efficiencies for you, are they, absent an antitrast
14 A. Yes, that's the standard. 14 investigation?
15 Q. And the FTI report, the efficiency report, recommended 15 A. Idon't know. I'l have to — give me another circumstance.
16 layoffs not because of performance, but because of efficiency; 16 Q. Sure, I will. Has Hinshaw been involved in your looking at }
17 isn't that right? 17 who.is going to be your integration consultants? For example, :
18 A. Layoffs is not the only way to accomplish that. 18 hiring Deloitte?
19 Q: The FTI efficiency report, Mr. Schertz, contemplated laying 19 A. Yes, they have,
20 off employees not because of performance at all; isn't that 20 Q. They've been involved in the contracting, but what about the ‘
21 right? 21 actual decision to hire Deloitte? Who is hifing Deloitte, OSF
22 A. Because of excess capacity. 22 or Hinshaw? '
23 Q. Talking about thie FTI, 1 think you testified that OSF 23 A. Well, since they haven't been hired yet, I'm not sure which
24 brought them in. FTI wasn't hired by OSF, were they? 24 entity is going to take care of that.
25 A. No. Ididn'tsay OSF brought them in. I said - 25 Q. OSF is going to hire Deloitte, aren't they, Mr. Schertz?
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1 Q. I'msormry. Go ahead. 1 A. 'l let you know when they're hired.
2 A. I said a consultant was retained. I.didn't say who by. 1 2 Q. Is there any chance that Hinshaw is going to hire Deloitte
3 said —~ 3 to do the integration planning?
4 Q. And your consultant FTI was retained by your antitrust 4 MR. GREENE: Objection. Argumentative.
5 lawyers, weren't they? 5 THE COURT: Idon't believe so. T1I allow the
6 A. By legal counsel. 6 question to stand.
7 Q. By your antitrust counsgl. 7 BY THE WITNESS:
8 A. Legal counsel. I'l use that term. 8 A. Do you warit to repeat the question?
9 Q. AndFT1- 9 MR REILLY: Could you read it, please?
10 THE COURT: Mr. Scherlz, I'm having trouble pickingup | 10 (The pending question was read by the reporter.)
11 what you're saying, 11 BY THE WITNESS:
12 THE WITNESS: I'msorry. 12 A. I'guess that would depend on what time that occurs.
13 THE COURT: Ineed you to use the amplification system. | 13 BY MR. REILLY: )
14 It's abig room. Your voice can get lost. And the longer you 14 Q. So, there is a chance that your antitrust counsel may hire
15 talk, the softer you get. 15 the consulting firm to do integration planning following the
16 THE WITNESS: Right. 16 merged entity?
17 THE COURT: So, prétend you're talking to somebody in | 17 A. I'msure there's some possibility that might happen.
18 the back of the courtroom, and we'll be able to hear you much 18 Q. Mr. Greene also asked you about whether OSF and
19 better. 19 SwedishAmerican presented efficiencies to the Department of
20 THE WITNESS: Yes, sir. 20 Justice in 1997; is that right?
21 BY MR.REILLY: 21 A. 1believe so, yes.
22 Q. And your legal counsel hired FTI'to do the efficiency report § 22 Q. And you answered yes?
23 in anticipation of the FTC investigation; isn't that correct? 23 A. Yes. )
24 A. No. FTI was hired to confirm what we believed was there inj 24 Q. Did OSF and SwedishAmerican also present to DOJ a predictior§

that one or both of those hospnals would likely ﬁul 1f that
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A Ibelieve so, yeah.

1 merger didn't happen? Do you recal] that? 1 Q. Contract negotiations for Saint Anthony with health plans
<27 A Tbelieve it was in previous testimony. 2 are handled by OSF corporate; isn't that right?
3 Q. And so, you presented efficiencies to DOJ, but you also 3 A. Correct.
4 presented a prediction that either or both SwedishAmerican or 4 Q. By the managed care office in OSF corporate?
5 Saint Anthony would fail if the 1997 merger didn't go through; 5 A. Correct.
6 is that right? 6 Q. Infact, you have no involvement negotiating contracts with
7 A. Right. 7 health plans for SAMC; isn't that correct?
8 Q. Did SwedishAmerican fail when that merger didn't go througlf = 8 A. The only involvement I would have is on those contracts that
9 in 19972 9 might be negotiated locally by our chief financial officer.
10 A. No. 10 Q. You don't even review draft contracts between healih plans
11 Q. Did Saint Anthony's fail when that merger didn't go through 11 and SAMC, do you?
12 in 19977 i2 A. No.
13 A. No. 13 Q. You don't know how long a typical negotiation between OS.
14 Q. And SwedishAmerican has done very well since 1997, haven'y 14 and health plans takes, do you?
15 they? 15 A No.
16 A Yes. 16 Q. In fact, you've never negotiated a contract with a health
17 Q. Andwho did they merge with to have such a strong financial | 17 plan for SAMC, have you?
18 performance? 18 A. That’s correct.
19 A. I'mnot aware of any merger other than their affiliation 19 Q. You don't read the contracts that OSF enters into with
20 with the University of Wisconsin. 20 health plans, do you?
21 Q. Which was recent. Which was a recent affiliation. 21 A. No.
22 A. Several years ago. 22 Q. And isn't it true that-you do not approve SAMC's contracts
23 Q. And since 1997 Saint Anthony's has been profitable for many| 23 with health plans?
24 of the years to date; isn't that true? 24 A. That's correct. They're approved by our board of directors.
25 A. Td have to go back and look. There were some slim years. 25 Q. You submit the proposed health plan contract to the board,
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1 Q. You don't kmow if you're profitable for the vast majority of 1 and the board either approves it or doesn't, right?
2 those years from 19972 2 A. Yes.
3 A. What's your definition of vast majority? 3 Q. You've never sought a provider network in Rockford, have
4 Q. Just tell me your best understanding, Mr. Schertz, of how 4 you, Mr. Schertz?
5 many years from 1997 to date Saint Anthony was profitable. 5 A. Well, the only thing we have currently is our Direct Access
6 A. 1 know it hasn't been any of the last three. 6 Network
7 Q. Well, what about the 15, if my math is right, before that? 7 Q. In the last five years, how many health plans have you sold
8 A. 1remember at least a couple years we weze close to losing 8 to an employer in Rockford at Saint Anthony's?
9 money. 9 A. Well, if you're talking about OSF —-
10 Q. You just remember a couple years of profitability since 10 Q. No, I'm talking about Saint Anthony’s.
11 1997, Mr. Schertz? 11 A. Okay. Well, Direct Access Network originates ont of OSF
12 A. No. A couple of years that we were close to losing money. 12 Healthcare.
13 Q- And who did Saint Anthony's merge with after 1997 and after 13 Q. Have you eversold a CEQ of SAMC, a provider network, to anj
14 telling the DOJ that it’s Jikely that Saint A;lthony‘s or 14 employer in Rockford?
15 SwedishAmerican would fail? 15 A. | have not.
16 A. We didn't merge with anybody. 16 Q. Have you ever created or developed a hospital network in
17 Q. Do you know whether DOJ made the decision based on OSFsand 17 Rockford?
18 SwedishAmerican's prediction of failure in the next year or two 18 A. I mean, all that would be handled through our managed care
19 in1997? 19 orthrough our CFO. So,no. )
20 A Idon'tknow. 20 Q. Health plan contracting is not your business responsibility,
21 Q. You have no idea why DOJ closed that investigation, do you? 21 isit, sir?
22 A I donot know. 22 A. No, not the terins and language, none of that.
23 Q. You talked about in your direct, Mr. Schertz, negotiations 23 Q. So, in tenmns of the negotiating leverage between health
24 with health plans and leverage; isn't that right? 24 plans and hospitals, you have no involvement whatsoever in
25 25

hospital health plan contracting; isn't that true?
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A. Orhave higher profits.

Page 615 Page 617
1 A. In terms of details and language, no. 1 Q. Were you here for the testimony of Ms. Lobe and
2 Q. You don't read draft contracts or even the final contracts, 2 Mr. Petersen?
3 do you, Mr. Schertz? 3 A. Yes.
4 A. No,Idonot 4 Q. Did they, in fact, testify in this coust that lower
5 Q. You don't sit in negotiation sessions, do you? 5 reimbursement rates from the three Rockford hospitals allows
6 A. No. ] 6 them to provide lower healthcare costs for employers and
7 Q. You really have no knowledge, since you're not at the 7 employees? Isn't that right?
8 negotiating sessions, you don't read the draft contracts, you 8 A. They said that.
9 don't read the final contracts, how negotiations occur between 9 Q. There’s no debate for the self-insured employers who are
10 health plans and hospitals in Rockford; isn't that true? 10 paying the bills directly that lower rates from SAMC means lower
11 A. 1don't know the details, no. 11 rates for employees and employers in Rockford, right?
12 Q. You believe that two hospital systems would be better than 12 A. Ifthey are paying the direct cost, yes.
13 three hospital systems in Rockford; isn't that correct? 13 Q. Axnd so, that is true for self-insured employers?
14 A. Ibelieve two hospital systems could provide an excellent 14 A. Depending on the terms of the contract.
15 level of service to the residents of the Rockford area. 15 Q. You talked just a little bit-ago about the Direct Access
16 Q. So, it would be better, correct? 16 Network, DAN?
17 A. Yes. 17 A Yes.
18 Q. You have no plans to close Rockford Memorial Hospitaior: | 18 Q. Employers can purchase the DAN product directly from OSF b;
19 SAMC after the merger closes, do you? 19 going online and signing up; isn't that right? |
20 A. No. 20 A. Tbelieve so, yes.
21 Q. In fact, the affiliation agreement says both hospitals must 21 Q. And if a Rockford employer within the last five years was
22 stay open for five years at least? 22 interested in signing up to DAN, they could have done that;
23 A. Without 75 percent approval of the board, yes. 23 isn't that right?
24 Q. So, post-merger, the number of hospitals in Rockford doesn't] 24 A. T'd have to check with the administrator of the DAN network.
25 decrease, just the number of health systems operating the 25 Q. But during your deposition, yon knew that it was available
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1 hospitals in Rockford; isn't that right? 1 at least since 2008; is that right?
2 A. That's correct. 2 A. That was my guess, yes.
3 Q. So, it's competition between health systems that will 3 Q. And DAN 1s a single hospital network in Rockford; is that
4 decrease post-merger, not the number of hospitals in Rockford; 4 right? As it applies to Rockford.
5 is that right? 5 A. Asitapplies to be Rockford. .
6 A. Well, if you want to talk about the intensity of 6 Q. And that single hospital network would be a hospital network
7 competition, there will be plenty of it. 7 of Saint Anthony's, right?
8 Q. But you testified in your deposition you don’t even know if 8 A.. Comect.
] competition among the three health systems in Rockford allows 9 Q. 1n2008 how many Rockford employers signed up for this
10 employers and employees to get lower rates. You don't evenknowf 10 single hospital network?
11 that, do you? You didn't have an opinion on that in your 11 A. We weren't promoting it.
12 deposition. ’ 12 Q. But it was available.
13 A. I you say it's in my deposition, that's what I said. 13 A. Tdon't know if there was that much awareness of it.
14 Q: Youdon't know if competition among the three health systems| 14 Q. Ymnot asking about the awareness. My question is in 2008
15 in Rockford has resulted in SAMC getting paid less by commercial 15 how many Rockford area employers signed up for DAN?
16 health plans, do you? 16 A. Nope,
17 A. Because | don't know what the other two are getting paid. 17 Q. In 2009 how many Rockford area employers signed up for DA
18 Q. That wasn't my question, sir. You don't know if competition 18 A. None.
19 among the three health systems in Rockford has resultedin SAMC| 19 Q. In 2010 how many Rockford area employers signed up for the
20 getting paid less by commercial health plans, do you? 20 single hospital network in Rockford through DAN?
21 A. Tdon't know. 21 A. None.
22 Q. Isn't it true that if a health plan pays SAMC less, that 22 Q. 2011 how many Rockford employers signed up for the single
23 will allow the health plan to offer lower rates fo employers and 23 hospital network of Saint Anthony through DAN?
24 employees in Rockford? 24 A. One.
25

Q. One. November 2011 that started?
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1 A Yes "1 - perspective as CEO; isn't that right?
2 Q. Do you know how many employees that one employer has? 2 A. Not if they're so high they alienate us from the payor.
"3 A. Employees, covered lives, probably slightly overa hundred. 3 Q. Have Saint Anthony’s rates ever been so high that it
4 Q. Less than a hundred employees, maybe more covered lives? 4 alienated people, sir?
5 Does that sound, right? S A. No. Actually, the increases have been rather small fora
6 A. That sounds about right. 6 number of years.
7 Q. So, let me see if T have this right. Since 2008 to date, 7 Q. You talked on your direct testimony about who Saint
8 even though a single hospital network was available directly 8 Anthony’s competes with, and you mentioned besides the two
9 through Saint Anthony's, one Rockford area employer of about 80 9 Rockford hospitals; a bunch of other hospitals; is that comrect?
10 people signed up forit. Is that a true statement? 10 A. Yes.
11 A. Twould say it’s accurate. 11 Q. You are aware, sir, that OSF Saint Anthony’s has in its
12 Q. Do you know how many employers or covered lives there areif 12 contract that the health plan will not contract with more than
13 Rockford, sir? 13 one hospital who is located within seven miles of Saint
14 A. No. 14 Anthony's? You've heard of those exclusivity provisions, right?
15 Q. Do youknow if it's more than a bundred thousand? 15 A. Not that level of specificity.
16 A. No. 16 Q. You were here when Dr. Capps testified, weren't you?
17 Q. You agree that health plans seek the lowest rates possible 17 A. Iwas, but I must have missed that. '
18 from SAMC; isn't that right? 18 Q. You didn't see a slide on the seven-mile exclusivity
19 A. I'msorry. Repeat that. 19 provision in Saint Anthony's.contracts?
20 Q. You would agree that health plans seek the Jowest rates 20 A. No. I might have been outside of the courtroom at that
21 possible from Saint Anthony's? 21 time.
22 A. Yes. 22 Q. So, sitting here today you have no knowledge of whether
23 Q. You're never aware of a health plan in your 16 or 17 years 23 Saint Anthony’s has in its health plan contracts restrictions
24 saying, "Hey, we'll pay a little bit more than we have to"? 24 that does not allow a healthplan to add two additional
25 A. I'mnotaware. 25 hospitals to its network?
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1 Q. At the same time, OSF tries to get the highest reimbursement 1 A. Not at that level of detail.
2 rates they can from a health plan; is that right? 2 Q. Have you ever heard of a seven-mile exclusivity provision in
3 A. Well, we would attempt to get adequate reimbursement, yes. 3 Saint Anthony's health plan contracts?
4 Q And adequate reimbursemerits include hxgher reimbursements} 4 A. No.
5 isn't that correct? 5 Q. Have you ever heard whether a health plan who has Saint
6 A. Adequate. 6 Anthony's in its network cannot add the two other Rockford area
7 Q. Has OSF or Saint Anthony's ever said to any health plan, 7 hospitals by contract with Saint Anthony's?
8 "Hey, don't give us a 12 percent rate increase,” for example, 8 A. I am aware of historic restrictions on having more than two
9 "we'll take six"? 9 of the three Rockford hospitals in a contract.
10 A. Well, in a recent year, we had planned to go back to ECOH 10 Q. So, let me ask you about your knowledge of those historical
1l and negotiate for higher rates, and they asked us for a rate 11 restrictions. Have these restrictions ever extended beyond
12 freeze, and we said okay, we'll freeze them. 12 Rockford, say, to exclude some of the outlying hospitals, like
13 Q. And you've subsequently increased ECOH's rates since then, | 13 Beloit?
14 haven't you, sir? 14 A. T'm not aware of any.
15 A. Froze them for a year. 15 Q. In fact, Saint Anthony's has never had a clause, at least in
16 Q. Was your answer yes to that? 16 the last ten years, in a health plan contract that excludes or
17 A. Yes. 17 prohibits any health plan from contracting with anyone other
18 Q. SAMC secks the best rates it can from health plans; isn't 18 than the Rockford area hospitals; isn't that right?
19 that true, sir? 19 A. Hf'you say so. )
20 A. Yeah, we seck what we deem to be adequate reimbursement. | 20 Q. Let me ask you. Since you're talking about the Belvidere :
21 Q. Getting the highest rates from commercial heaith plans 21 facility, has Saint Anthony's now, in fact; changed its N
22 allows Saint Anthony’s to fund some of its other activities; 22 contracting that prevents a health plan from contracting with
23 isn't that right? 23 that Belvidere facility, say twelve miles away? '
24 A. Some of them, yeah. 24 A. I'mnot aware of that change.
Q Because that Belvxdere facxh:y, sir, has six beds isn't

N
e

Q ngh rat&e for Samt Anthony 'sisa good ﬁnng from your

N
i »
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much leverage we have after the merger, and here's how much

1 that right? 1 leverage somebody like Blue Cross has. 1 agree.

2 A. Well, that's what they testified to today. Ithasa 2 Q. Iunderstand. I'm asking just what this merger changes.

3 capacity for 55. 3 And when you testified about some additional leverage, that

4 Q. Do you believe that any employer in Rockford if they asked 4 meant higher rates, dido’t it, sir?

5 the health pian to get me a two-hospital network, if that health 5 A. Itcould, yes.

6 plan showed up with SwedishAmerican Hospital and the Belvidere 6 Q. Do you recall having testified that OSF is a very dominant

7 facility, that employer would be happy? Do you think there's 2 7 healthcare system in central Ilinois? Do you remember that

8 chance that employer would be happy with that selection of two 8 testimony?

9 hospitals? 9 A Yes.

10 A. I'can't make a judgment for the employer. That's their 10 Q. And you believe that OSF is dominant in central Dlinois
11 decision. 11 because OSF owns OSF Saint Francis in Peoria, as well as
12 Q. Sir, do you think any employer in Rockford views a six-bed 12 surrounding hospitals, right? '
13 facility as a substitute for either Saint Anthony’s or Rockford 13 A. Yes.
14 Memorial Hospital? 14 Q. And you testified that larger organizations tend to have
15 A. 1don't know. 15 more negotiating leverage with health plans, correct?
16 Q. It's possible that an employer in Rockford could consider a 16 A Yes.
17 six-bed facility in Belvidere as a substitute for 2 200-bed plus 17 Q. And you'd also agree that OSF's market leverage in the
18 Saint Anthony and almost 300-bed Rockford Memorial Hospital, I§ 18 northem region is not nearly as great as it is in the central
19 that your testimony? 19 region, correct?
20 A_ If the employer wanted to have a SwedishAmerican only 20 A. That's correct.
21 product, it would include the medical center and the hospital in 21 Q. And the northern region includes Rockford; isn't that right?
22 Belvidere. 22 A Yes.
23 Q. Yeah, right. But if they wanted a two-bospital network, 23 Q. And if the merger is consummated, OSF-RHS will become the
24 would the Belvidere facility be adequate to an employer? 24 largest provider of health care by discharges in the Rockford
25 A. Idon't know. 25 area, correct?
Page 624 Page 626

1 Q. It's true that today, Mr. Schertz, that a health plan who 1 A. Correct.

2 wants to offer a two-hospital network can offer one without 2 Q. And discharges is how market share is usually calculated

3 reaching agreement with Saint Anthony; isn’t that true? 3 according to you; is that correct?

4 A, Yes. ' 4 A. Yes.

5 Q. Because if a health plan didn't reach an agreement with OSF, S Q. And the combined system would be the largest in Rockford

6 they could still have Rockford Memorial Hospital and 6 area by bed count, as well, right?

7 SwedishAmerican in their network, right? 7 A. Right.

8 A. Yes. 8 Q. By revenue, as well?

9 Q. If this merger goes through, a health plan could not offer a 9 A. lhaven't seen Swedes' revenue lately. .
10 two-hospital network in Rockford without reaching an agreemen{ 10 Q. The combined OSF-RHS would have roughly 60 percent of marke!
11 with OSF; isn't that correct? 11 share based on discharges in the Rockford area; isn't that
12 A. Yes. 12 right? '
i3 Q. And does the fact that now OSF controls whether a health 13 A. It's somewhere under 60 percent.

14 plan can offer a two-hospital network, doesn'tthat give Saint 14 Q. And you'd agree that in terms of rate negotiation, larger
15 Anthony's at least some additional leverage with health plans? 15 entities do better with health plans, right?

16 A. Well, a large organization, you could argue that, but the 16 A. Without knowing what they're actally being paid, I can't
17 bottom line is the leverage of the payor is much greater than 17 validate that.

18 the hospital’s. 18 Q. Butall things being equal, larger providers do better in
19 Q. 1 understand that. I'm asking what this merger changes. 19  negotiations with health plans than smaller providers?

20 You agree that this merger, if consummated, does give the 20 A. That's the theory.

21 combined entity at least some additional leverage with health 21 Q. And you also in your affidavit describe Blue Cross as being
22 plans. You agree with that, don't you? 22 dominant; is that right? '

23 A. T'believe in my deposition in Washington D.C. Fused an 23 A. Yes.

24 illustration. Here's how much leverage we have now, here'show| 24 Q. Ard Blue Cross’ market share is 60 percent in 1Hinois;
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1 A. lisureis. 1 through?
2 Q. So, Blue Cross is dominant with a 60 percent market share. 2 A. ltwas drafted to alleviate concerns that we had been made
3 That's the same market share as a combined entity if thismergey} 3 aware of.
4 is approved; isn't that right? 4 Q. Alleviate concerns by potentially a federal district court?
5 A. Yes. 5 A. No. Actually, 1 believe they were expressed by payors and
% Q. Well, the - 6 SwedishAmerican.
7 A. Slightly less. 7 Q. Was this part of a litigation strategy to get this deal
8 Q. Will the combined entity be dominant in Rockford, 8 through?
9 Mr. Schertz? 9 A. I'm not a litigator.
10 A. 1t will be the largest player in the Rockford area. 10 MR. GREENE: Objection.
11 Q. Will the combined entity be dominant in Rockford, 11 MR. REILLY: ¥l withdraw the question.
12 Mr. Schertz? 12 BY MR, REILLY:
13 A. Dominant is defined by a number of different factors. 13 Q. Can you point me to the section of the stipulation
14 Q. Please use the same definition of dominant as you did when| 14 indicating that OSF Northern Region will not raise rates
15 you described Blue Cross as dominant. 15 following the merger?
i6 A. Because they aren't measured by the same factors. 16 A. There's no such stipulation.
17 Q. Let's turn to the stipulation. 17 Q. This stipulation says nothing about what the combined entity,
18 MR. REILLY: Can we put it up on the screen? Your 18 will charge if this merger is consummated; is that correct?
19 Honor, you're okay with us continuing past 5:00? Tl try to 19 A. Thatis correct.
20 make it as quick — 20 Q. And so, if a health plan wanted to add SwedishAmerican to
21 THE COURT: That's fine with me. JTcanstayaslongas | 21 its network and also have the two other Rockford hospitals, this
22 you want. I'm worried about everybody else. 22 stipulation does not prevent OSF from charging any rate to that
23 MR.REILLY: Okay. 1appreciate your patience. This 23 health plan; is that right?
24 won't take that much longer, I don't think. 24 A. It does not prevent, but it doesn't iake sense.
25 : 25 Q. Tunderstand. I'm just talking about this stipulation.
Page 628 Page 630
1 BY MR. REILLY: 1 You would agree that Saint Anthony’s has implemented a
2 Q. You fecognize the document that's up on the screen, 2 number of procedures and practices to improve its cost of
3 Mr. Schertz? 3 delivering care, correct?
4 A. Yes. 4 A. That is correct.
5 Q. That's the stipulation that you were testifying about 5 Q. Saint Anthony's has implemented practices to discharge
6 earlier in your direct? 6 patients on time; is that right?
7 A. Yes. 7 A. Thatis correct.
8 Q. Who drafied this stipulation, Mr. Schertz? 8 Q. And you have seen some impact from those procedures on
9 A. Ibelieve it was drafted by our legal counsel. 9 length of stay and cost per case data; is that correct?
10 Q. This stipulation was drafted to try to get this deal 10 A. That's correct. )
11 approved by this court; isn't that correct? 11 Q. And SAMC recently implemented processes to improve
12 A. Ithink it was drafted to alleviate concerns that had been 12 readmission rates, as well?
13 expressed. 13 A. That is correct.
14 Q. It was drafted on the eve of the PI hearing, the preliminary | 14 Q. And SAMC has made progress in more efficiently staffing it
15 injunction hearing, wasn't it, Mr. Schertz? 15 clinical department in the last year and a half?
16 A. Yes. 16 A. That’s correct.
17 Q. And it was submitted to this court just a few days ago, 17 - Q. And it has reduced the labor costs by eliminating 70.FTEs,
18 right? 18 70 positions?
i9 A. Friday, 1 think. 19 A. Thatis correct. Please, for the record, not layoffs.
20 Q. It was drafted, at least in part, to convince this court to 20 Q. What was that?
21 allow this merger to go thrbugh; isn't that right? 21 A. They were not layoffs. They were positions.
22 A. It'simrelevant. It's binding if it goes through. 22 Q. T just said reducing labor costs. I'm sorry if I said
23 Q. Idon't care if you think my question's irrelevant, sir. | 23 layoffs.
24 want you to answer it. Wasn't this proposed stipulation drafied] 24 SAMC has also implemented protocols to lower its supply
25 in part to try to convince this court to let this merger go 25 costs with some success in some areas?
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1 A. With some success. 1 Q. Close to abillion?
2 Q. And SAMC, you already testified, has implemented Epic 2 A. Ihave no idea.
3 electronic medical records; is that correct? 3 Q. You recognize this document, don't you, Mr. Schertz?
4 A. That’s correct. 4 A. Now, be careful. I've got competitors in the room.
5 Q. And many of these programs targeiing improved readmissions 5 Q. That's why I've got it—
6 supply costs, and lengths of stay that you have implemented at 6 A. I'm just saying our dialogue.
7 Saint Anthony's are starting to improve Saint Anthony's costs; 7 Q. Do you recognize this document, Mr. Schertz?
8 is that right? ' 8 A. Yes,1do.
9 A That is comrect. 9 Q. This is a document that was sent by you and the Saint
10 Q. And you expect to continue implementing programs aimed at | 10 Anthony's executives to the OSF board of directors?
11 reducing Saint Anthony's costs regardless of whether this merger | 11 A. That's correct.
12 is consummated; isn't that right? 12 Q. And the numbers that you present to the OSF board are, of
13 A. Thatis correct. 13 course, your best estimates and projections that yon can give;
14 Q. You wrote in your affidavit that Chrysler's manufacturing 14 isn't that right?
15 plant in Belvidere employed only 1700 of the 2700 employees maT 15 A. Yes.
16 it once employed; is that correct? 16 Q. Infact, you're under a duty to be as accurate and truthful
17 A. That's correct. 17 as possible in your reports to the board; is that right?
18 Q. Do you know - I think you testified on direct that you read 18 A. Yes.
19 the newspapers quite a bit, watch TV. Do you know Chrysler is 18 Q. And you presented this to the board in August 0o£2011,
20 hiring significantly more people in that Rockford plant? 20 right?
21 A. Yes, recently they announced that. 21 A. Right.
22 Q. And they said that they will add up to 2700 more jobs in the 22 Q. And not only did you send this document, you gave a separatd
23 future? 23 presentation to the board of directors, right, that had some
24 A. Didn't see that number. 24 subset of this docoment?
25 Q. The CEO of Chrysler carie to town to do a press conference 25 A. Management plan, yes.
Page 632 Page 634
1 there. Did you see that? 1 Q. And this document, PX371, is the most recent management pla
2 A. No. Iwas- I think I was here, but — 2 sent to the OSF board, right?
3 Q. The govemor of [llinois came to visit the plant? 3 A. That's correct,
4 A. Good. 4 Q. Healthcare reform was passed around January 2010; is that
5 Q. Mr. Schertz, you wouldn't disagree that the Rockford area 5 right?
6 economy has improved since 2009, would you? 6 A. Inearly 2010.
7 A. I'would agree it has improved. 7 Q. And the healthcare reforms are actually-discussed in the
8 Q. You would agree that unemployment is down from ifs peaks?] 8 management report. There's a little section on health care
9 A. Down, but still the highest in Hlinois. 9 reform?
10 Q. Down from a high of over 15 to under 12; is-that correct? 10 A. Right,
11 A, T'haven't seen under 12. 11 Q. And the healthcare reform in the.at least projected impact
12 Q. Y'want to talk about the projections, and I want to put them 12 is considered by Saint Anthony's executives when putting these
13 on the screen, but, obviously, these are confidential. So, 13 projections together?
14 we'll get a cap on that. This is PX371. 14 A. These to the best of our knowledge. Some of these
15 MR. REILLY: It's in your binder we just handed to you, 15 projections don't have any real impact built in.
16 your Honor. 16 Q. Tunderstand. ‘Butto-the best of your ability, when you
17 BY MR. REILLY: 17 sent these projections to the board recently, you and other
18 Q. And it's in your binder, as well. Titled Management Plan FY| 18 Saint Anthony's executives were considering the impact of
19 2012, 19 healthcare reform; isn't that right?
20 Before I ask about this management plan, I just wanted 20 A. Yes.
21 to ask is it true that OSF has reserves of over abillion 21 Q. And you also when you sent these projections to the board
22 dollars? 22 considered the state of the Rockford economy?
23 A. I'mnot aware we've got a billion. 23 A. Yes.
24 Q. How much do you think the reserves are? 24 Q. And when you sent these projections to the board very

A. Probab}y not a billion.

recently, were you also cons:denng populauon gmwth and

78 (Pages 631 to 634)



Page 635

Page 637

1 projected population growth in Rockford? 1 less than what you see projected.
2 A. To the best of our ability to estimate. 2 Q. These are the most recent current projections that in the
3 Q. And just so we're clear, because I think you testified about 3 ordinary course of business you sent to the OSF board; is that
4 service cuts, the projections you have going out to 2015 or so, 4 correct?
5 there are no service cuts built into those projections, are 5 A. Projections are about as good as the last three months of
6 there, sir? 6 activity.
7 A. No, because we don't know how bad it's going to get yet. 7 Q. But they must reportsomething. You present them to the
8 Q. But you were sending projections to the board, and these 8 board. You're not wasting the OSF board's time, are you, sir?
9 projections did not incorporate any expected service cuts, were 9 A. They understand the volatility of healthcare in the Rockford
10 there, sir? 10 region.
11 A. No, and I also reported to the board when I met with them 11 Q. There must be some usefulness to presenting projections
12 for the management plan, 1 said this is probably good for about{ 12 going forward if you present them to the board and the OSF board
13 six months. i3 wants to see them. Is that a fair statement?
14 Q. So, I want to look at some of the projections. Again, 14 A. It helps with the dialogue, yes.
15 obviously, you know better than me that these are sensitive. 15 Q. And turning to PX — you're still on 31. Tumning to the
16 So, I'm going to talk very generally about them. 16 same page, 31. 32. I'msorry. Tuming o 32, PX371,32.
17 Could you please turn to PX371, Page 31?7 Do you see 17 Looking at admissions and patient days?
18 excess of revenues over expenses? 18 A. Yes.
19 A. Yes. 19 Q. Saint Anthony’s executives, including you, projected to the
20 Q. Isthat another word for profit? 20 board that both admissions and patient days at Saint Anthony's
21 A. Yes. 21 would increase every year from 2010 to 2016; isn't that correct?
22 Q. And these profit projections were presented recently to the § 22 A. Yes, and that projection is already wrong.
23 OSF board by you; is that true? 23 Q. And just so we're clear again, these projections
24 A. Actually, they were presented by my chief financial officer.{ 24 incorporated you and other Saint Anthony's executives’ best
25 He presents the budget. 25 estimate of healthcare reform impact; isn't that right?
Page 636 Page 638
1 Q. Presented under your direction as CEO? 1 A. Actually, no, it did not.
2 A. Correct. 2 Q. Sir, you just testified at your deposition that these
3 Q. And without talking about any specific numbers, it's fair to 3 projections to the best.of your ability incorporate healthcare
4 say — 4 reform.
5 MR. REILLY: And we're looking at Page 31, your Honor. 5 A. Itincorporates what we see going forward without a good
6 BY MR. REILLY: 6 sense of what the impact will be.
7 Q. (Continuing) - that-from 2011, 2012, 2013 through 2016 youu 7 Q. Hunderstand that predictions on healthcare reform isn't
8 and other Saint Anthony senior executives projected significant 8 perfect, but you did incorporate to the best of your ability the
9 increases in profit through 2016; isn't that correct? 9 impact of healthcare reform; isn't that true?
10 A. Projected. 10 A. Actually, very limited incorporation. )
11 Q. Projected. Estimated. 11 Q. In 2009 SwedishAmerican opened a facility in Belvidere; is
12 A. Well, just for clarity's sake, we also projected — as you 12 that comrect?
13 can see, projected for year-to-date and through 2011, projected 13 ‘A, That's correct.
14 a pretty good profit there. 14 Q. And Mr. Greene asked you about communications with your
15 Q. My question — 15 other two rivals or competitors in Rockford. Do you remember
16 A. Take 10 million off of that, and that's where we wound up. 16 that?
17 Q. My question is, sir, that in the profit projections you sent 17 A. Thbelieve so, yeah.
18 to the board in the most recent financial management plan, you 18 Q. And you said there are no communications about managed plan|
19 and other Saint Anthony executives projected dramatic increases| 19 contracting, right? :
20 in profits through 2015. Is that a fair statement? 20 A. Managed care contracting?
21 A: Projected, yes. 21 Q. Um-hm.
22 Q. And since you presented and sent these projections to the 22 A. Right. Okay.
23 OSF board, have you sent new projections that captured some 23 Q. Butlet me ask you about what you did when you heard that
factors that you didn’t consider before? 24 SwedishAmerican was going to open up a facility in Belvidere. 8
25 You were concerned because that Belvidere facility would be :

A. No. We presented a bottom line that was ten-million dollars
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1 competing against Saint Anthony's; isn't that correct? 1 Q. Including the CEOs of your two competitors?
2 A. Actually, I was upset becanse we had been trying to work on 2 A. The two other hospitals in Rockford.
3 several projects for an oncology center of excellence, trying to 3 Q. Yes, the two hospitals in Rockford.
4 maintain positive relationships. 4 And some of the information that Health Care Futures
5 Q. And when SwedishAmerican opened that facility in Belvidere] 5 provided to Saint Anthony's about your two Rockford competitors
6 you thought that there would be an impact to Saint Anthony's 6 included physician employment strategies; isn't that right?
7 business; isn't that correct? ’ 7 A. What page are you referring me to?
8  A. Yes, and there has been. 8 Q. PX35.
9 Q. And that facility, as you testified, competes with Saint 9 A. Okay. Which page is that?
10 Anthony’s; isn't that correct? 10 Q. Page 1.
11 A Itcompetes through its parent. 11 A. Okay.
12 Q. And when you heard about SwedishAmerican opening that 12 Q. Employment of MDs. PX351 is 2 summary of an interview tha
13 facility, you called Dr. Gorski and said to him let’s do a joint 13 Health Care Futures had with Dr. Gorski; is that correct?
14 venture and incorporate rather than compete on that facility; 14 A. Yes.
15 isn't that correct? 15 Q. And in this interview summary that Health Care Futures gave
16 °~  A. Yes, Idid. 16 to Saint Anthony, Dr. Gorski is discussing SwedishAmerican's
17 Q. And because he said no, that facility now competes with 17 strategy for employment of physicians; isn't that correct?
18 Saint Anthony's, correct? 18 A. T'm not sure what you're specifically referencing. What
19 A, That's correct. 19 statement of Dr. Gorski?
20 Q. And ifhe said yes to yourphone call and your conversation 20 Q. Employment of MDs. Do you see that sub-bullet?
21 with him, then that facility would not compete with Saint 21 A. Allright,
22 Anthony; is that correct? 22 Q. Dr. Gorski talked with your consultant about SwedishAmerica
23 A. Well, no, it would. 23 strategy on employment of MDs. Was that public information,
24 Q. Ifit was a joint venture between Saint Anthony — 24 sir? )
25 A. If there's a joint venture, it's providing service that is 25 A. No, but a lot of it's common knowledge. It's talked about
Page 640 Page 642
1 now not being provided at Saint Anthony's. 1 through the THA. 1t's talked about through the country about
2 Q. I want to talk now about Health Care Futures. Who is Health} 2 how to deal with the changirig nature of the healthcare delivery.
3 Care Futures? 3 Q. Do you know if Health Care Futures told Dr, Gorski when the
4 A. They are a healthcare consulting firm. 4 were interviewing him that the information he was providing
5 Q. I'msonry. Did Inot say Dr. Gorski is Swedes' CEQ? I'm 5 would get back to you and other Saint Anthony's executives?
6 sorry. Who is Dr. Gorski? 6 A. Well, he had to ask their permission to do the interview.
7 A. He is the president and CEO of SwedishAmerican Health 7 Q. And so, SwedishAmerican willingly interviewed with your
8 System. : 8 consultant knowing that that information will be passed back to
9 Q. So, to close a loop on that, that conversation we just had, 9 Saint Anthony?
10 you called Dr. Gorski, the CEQ of SwedishAmerican, whenyon| 10 A. Well, it was done in the light of just basic confirming
11 heard that SwedishAmerican was going to be opening up a 11 what's the marketplace look Iike; where's things going to the
12 competitive facility in Belvidere? 12 future. You want to have a general sense that what you're
13 A. They were contemplating purchasing it, yes. 13 thinking about is in line with where the world's going.
14 Q. And you suggested to.doing a joint venture rather thanhave | 14 Q. You want to get a sense for the marketplace and make sure
15 SwedishAmerican compete against you; is that right? 15 your two competitors saw the marketplace the same way; is that
16 A. No. It was about trying to maintain a positive working 16 correct?
17 refationship. 17 A. No. The entire region.
18 Q. Did you hire Health Care Futures to talk and interview your | 18 Q. Including your two Rockford competitors?
19 competitors, sir? 19 A. 'msonry. There's nothing in here that's proprietary.
20 A. No. Ihired Health Care Futuresto help us develop a 20 Q. Is SwedishAmerican's strategy on the future employment of
21 ﬁve-yéar strategic plan. 21 doctors public information?
22 Q. And Health Care Futures, to help you develop a five-year 22 A. That's not a strategy. That's a general direction.
23 plan, went and interviewed the CEOs of your two competitors; is| 23 Q. So, you knew what Dr. Gorski was thinking when it came to
24 that correct? 24 whether SwedishAmerican was going to hire 25 or 50 more

physicians?
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A. Yeah. Well, I remember hearing the consultant earlier

1 A. He says 50 percent. He doesn't say anything about any — 1 talking about the Advocate thing. Everybody knew Advocate was

2 THE COURT: Is this a sealed document? Is this 2 out sniffing around the entire region.

3 confidential or not? 3 Q. After you received Exhibit 350 from Health Care Futures, did

4 MR. REILLY: Tt is under seal. 4 you have any conversations with Dr. Gorski about that

5 THE COURT: Well, then — 5 information?

6 ‘THE WITNESS: Well, if's going to be hard to debate it. 6 A No.

7 MR. REILLY: That's all right, your Honor. We won't go 7 Q. Did you enter into any plan of action with Dr. Gorski?

8 through the specific details in there. You have the document. 8 A. No.

9 You can review it. ‘ 9 Q. Did you enter into any plan of action with Rockford Memorial
10 BY MR. REILLY: 10 based on that interview?

11 Q. Since you hired Health Care Futures to interview your — 11 A. No.
12 THE COURT: Are you leaving this document? 12 Q. Did you intend to before they were interviewed?
13 MR. REILLY: I'mleaving it, yes. 13 A. No.
14 BY MR. REILLY: 14 Q. You were asked about some new hires at Chrysler. Is it your
15 Q. Since you hired Health Care Futures, Mr. Schertz, to 15 position that OSF Saint Anthony needs the affiliation with
16 interview your two rivals in Rockford, have you hired any 16 Rockford Memorial irrespective of the changing state of the
17 additional consultants to interview other executives at the 17 economy in Rockford?
18 other hospitals? 18 A. Yes.
19 A. I'mnot.aware of any. 19 Q. And is that for the reasons you stated earlier?
20 Q. So, since Health Care Futures interviewed the CEOs of yourq 20 A. Yes.
21 two rival hospitals, you're aware of no otheruse of 21 Q. You recall Mr. Reilly asked you some questions about the
22 coosultants? 22 combined two hospitals having 60 percent of the Rockford marke
23 A. Thave to go back and look at records. 23 and you said not quite that high?
24 MR. REILLY: I have nothing further, your Honor. 24 A. Correct.
25 REDIRECT EXAMINATION 25 Q. And he also referred to the fact of Blue Cross baving
Page 644 Page 646

1 BY MR. GREENE: 1 60 percent of the market in Rockford in its industry?

2 Q. Let's start at the end. 2 A. Two different industries.

3 A. Okay. 3 Q. Yes. Two different industries. In the case of the

4 Q. What was the reason that you hired Health Care Futures in 4 hospitals, if the hospitals combined, what percentage of the

5 2007? 5 market will your single competitor based in Rockford have?

6 A. To develop a five-year strategic plan for OSF Saint Anthony 6 A. Our single competitor, close to 45 percent.

7 Medical Center. 7 Q. And do you know what percent of the market the nearest J

8 Q. Did you direct them to interview anyone at SwedishAmeric 8 competitor to Blue Cross has in Rockford?

9 or at Rockford Memorial? QT 9 A. Idon't know, but it's going to be in the low double digits.
10 A. We did not direct them, per se. Part of their management 10 Q. Did you hear Ms. Lobe testify yesterday that United was
11 plan building process, which they do with all of their clients, 11 number two?

12 is to interview other facilities and systems in their broader 12 A. Yes,

13 service area to confirm that this is the general direction 13 Q. And do you remember what percentage she used?

14 everybody sees the world moving in. 14 A. Ithought she used 15.

15 Q. Did you personally ask Dr. Gorski to speak with Health Care| 15 Q. So, what you have in the hospitals are two fairly equal
16 Futures? 16 competitors, correct?

17 A Idon't know if I asked him. We had to contact him. ¥ 17 A. Correct. :

18 can't remember if the consultant did itor I did itas a 18 MR. REILLY: Your Honor, he's leading the witness.
19 courtesy. 19 He's testifying. Objection.

20 Q. You said, if 1 heard you correctly, that none of the 20 MR. GREENE: Allright. Let's move on.

21 information that was on Exhibit 350 was proprietary information} 21 BY MR. GREENE:

22 is that correct? 22 Q. From the fact of if there is the merger, will OSF Saint
23 “A. Correct, 23 Anthony automatically receive higher rates from the Blue
24 Q. In fact, you said the information was common knowledge? 24 Crosses, Humanas, and Uniteds?

N
{
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1 Q. Ifas a result of the stipulation there is a network which 1 Rockford, where our cost picture is at, what we hope to see out §
2 includes both the OSF Northern Region and SwedishAmerican, whaj 2 of a contract negotiation as it affects Saint Anthony Medical
3 effect, if any, on rates will the presence of SwedishAmerican in 3 Center, but in-most cases that then becomes the function of the
4 the same network have? 4 corporate managed care office.
5 A. Ttwon't have effect. Imean, in terms of how we negotiate 5 . Q. Letme ask you a couple questions about FT1.
6 going forward? 6 A. Sure.
7 Q. Yes. 7 Q. Was FTI the only consultant that was looked at for that
8 A. There's been these assertions that, you know, we won't give 8 project?
9 good rates if there are two hospitals in the system. It's in 9 A. There were several consultants looked at.
10 our best interests to give our best rate to keep those payors 10 Q. And what was the process to choose FTI?
11 satisfied because you can see by the financial condition we need 11 A. Much of it was based upon the presentation they made, what
12 to keep every one of them we can. 12 they brought to the table, and, most importantly, checking on
13 Q. And let me ask you a related question. Mr. Reilly asked you 13 references of organizations that had used them in the past.
14 about the ability of OSF Northern Region to seek whatever rates 14 Q. You referred to presentations. What were these
15 it wants, and you said it didn't make sense. Canyou explain 15 presentations?
16 why you said it didn't make sense? 16 A. Basically they showed their methodology, and they showed
17 A_ Well, once again, we have to keep the payors happy, too. 17 their track record. They showed results. They presented
18 Therefore, we have to negotiate in good faith. We have to make 18 themselves as an incredibly credible organization in terms of
19 sure that they're satisfied with the outcome. It is not in our 19 this type of analysis.
20 interests to alienate any payor in the northem region. 20 Q. Are you talking from personal knowledge of the
21 Q. Is there in your view any difference between the ability of 21 presentations?
22 Saint Anthony to reduce its cost on its own ang the ability of 22 A. In terms of the selection process?
23 the combined entity with Rockford Memorial to reduce its costs? 23 Q. You referred to some presentations. Were you there?
24 A. Yes. 24 A. I'was there for some of them.
25 Q. And what is the difference? 25 Q. Were other people from OSF Healthcare System there?
' Page 648 Page 650
1 A. Well, we don’t duplicate costs at Saint Anthony’s. Between 1 A. Yes,
2 the two entities, there are many duplicative costs that can be 2 Q. Were representatives of Rockford Memorial there?
3 part of the cost reduction equation. You can'tdo thatasa 3 A. At some point, yes.
4 single entity. 4 Q. And those presentations were made to executives of both
5 Q. Can you give an example of when you talk about duplication 5 organizations?
6 A. 1 mean, we run two of everything. 1 mean, that leads to 6 A. Yes:
7 inherent inefficiency. You can't keep something running all the 7 Q. And there were also some attorneys present?
8 time or at a high levels of productivity in many circumstances. 8 A. Yes.
9 If you're able to combine certain aspects of operation, you 9 Q. And was FTT hired only because of the threat of possible
10 create greater efficiency, and that reduces your cost per unit 10 action by the FTC?
11 of service. 11 A. No, they were hired because we needed somebody to show ug
12 Q. What is your view as to whether the combined OSF Northern| 12 the business case for doing this.
13 Region will be a stronger, weaker, or equal competitor to what 13 Q. And did you, in fact, take what FTI showed you into account
14 the two hospitals are individually today vis-a-vis 14 in making the business decision to proceed with the definitive
15 SwedishAmerican? 15 agreement?
16 A. Well, it will be a stronger competitor. 16 - A Yes.
17 Q. Has DAN been actively marketed in the Rockford area? 17 Q. One last — well, two last questions. Prior to testifying
18 A. No. 18 under oath today, did you testify under oath previously in
19 Q. With respect to managed care contracting, do you delegate 15 commection with the investigation?
20 responsibility for involvement in what corporate is doing to 20 A. I've had three depositions where I've had to testify under
21 anyone on your staff? 21 oath.
22 A. My chief financial officer. 22 Q. And in those three prior testimonies and in your testimony
23 Q. Okay. And do you know yourself what input he has to the 23 today, was anything you said affected by the fact that you would
24 corporate managed contracting people? 24 receive a bonus if this deal goes throngh?

N
l v

A. Well, he provides input on the conditions on the ground in

N
(o]
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town is. I'want to do this.
Q. That'sall I have: Thank you,
MR. REILLY: Nothing further, your Honor.
THE COURT: You may step down, sir. Thank you.
THE WITNESS: Thank you.
(Witness excused.}
THE COURT: All right. We're adjoumed. 9:00 o'clock.
Before we leave, are we on track for finishing up tomorrow?
MR. REILLY: Absolutely. We appreciate your generosity
in giving us some more time. They have three more witnesses.
MR.MARX: Yes. We've got three more witnesses
tomorrow, your Honor. We'll run a total on the time to see how
we're allocated, and we'll work it out so that we can be done
tomorrow.
THE COURT: All right. Good.
MR. MARX: Thank you.
MR. REILLY: Thank you, your Honor.
THE COURT: Have a good night.
(Whereupon, the witin trial was adjoumed to Friday,
February 3, 2012, at 9;00 o'clock a.m.)
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1 €. You can put that to the side. 1 Q. So this is dated February 28th, 2011,
2 I'm going to show you another exhibit that's 2 Do you know whether the data update you're
3 been previously marked. If's a two-page exhibit marked | 3 referring to there is for the December 2010 merger
4 PX0388, begin Bates Starap OSF00027752: 4 report or the report that we discussed eariier from
5 It's an e-mail chain. The last e-mail in the S earlier in February?
6 chxim is from Mr. Seybeld to Myr. Schring, Mr. Baker, 6 A, Yesh. I suspect it could be either one of them.
7 Gary Kaaiz, Mr. Schertz, MicheBe Conger, and 7 T'm not sur¢ which one it was -- which one their update
8 M. Stenerson dated February 28th, 2011 8 was referving to.
9 A. Okay. 2 Q. Why did youwantaproponlﬁ'omll'l'[foran
10 MR. HERRICK: Alan, do you need more time? 10 update in their analysls?
11 MR. GREENE: I guess I'm a slow reader. 11 A. Well, 1 think af some point we will need to do
12 Okay, Thauk you, 12 that, whether it was at that area or sometime in the
13 BY MR. HERRICK: 13 future. As we get closer to the ability to merge, we'll
14 Q. Mr. Sehring, just focusing on the next-to-Jast 14 need to look at an update or & refresh of that data.
15 e-mail in the chain, the one that's from you dated i5 I suspeot at that point -- perhaps it was undus
16 February 28th, 2011, at 8:24 am. 16 bope that it wouldn't be as long a process as it has
17 Do you see that? 17 been, and so subsequently, pechaps it became clearer we
18 A. Tdo, 8 never proceeded with that,
19 Q. I'll just read that paragraph in its entivety 19 Q. Why do you think there will need to be an update
20 into the record very briefly. 20 on the data used in FTT's analysis?
21 "As part of a follow-up conversation with FTL, I 21 A. Well, at some point, the mformation that was
22 requested that they provide a proposal to update the 2 analyzed is based on data thet is in the past, and while
23 data in their analysis. Even just looking at their 2 we certainly have not seen enything that fundamentally
24 proposed Phase I, it was more comprehensive than Twas | 24 changes the data at Sait Anthony's, thére's always the
25 expecting s is the price tag. Ilnow through various 25 need to look at more reoent data, just as we look at
198 200
1 conversations, e enc was very enamored with the workof | 1 more recent financial data and sce how that is evolving,
2 FTL However, their proposal does provide a basis for 2 So at some point, that would seem fo be an appropriate
3 comparison with other alternatives we may discoss." 3 step.
4 Did I read that correctly? 4 Q. At what point do you thinkthatwouldbcan
5 A. Youdid. 5 appropriate step?
6 MR. GREENE: Actually, Idon't think it matters, 6 A, When the timeline becomes clearer as to whether
7 but in the first sentence it says, “To update the 7 and when we can merge.
8 data” - I think you left out the word “used” - "in - 8 Q. Isthere a point at which the data underlying
5 their analysis.” ) 9 ¥1I's analysis becomes too stale to be reliable?
10 MR. HERRICK: Okay. Theak you. {10 A. Not that I think of, again, because I haven't
11 MR. GREENE: It doesn't change the content, 11 noted any fundamental changes at least on Saint
12 MR HERRICK: Thankyou 12 Anthony’s of the operations of Saint Anthony's save for
13 BY MR HERRICK: 13 financial deterioration of financial results, and so I
14 Q. Just {0 make the record clear, I'll revead that 14 have no reason to believe that at this point that data
15 first sentenoce. 15 is stale.
16 *As part of a follow-up conversation with FTT, I 16 Q. Do you think 19 ycars from now you could still
17 regmested that they previde 2 proposal to update the 17 be vsing the same data that FE relied on?
18 data used in their analysis.” 18 A. Off the record, if we're still tatking 10 years
19 Did I read that one correctly? 19  from now, I want to find another line of work but -
20 A. Ibelieve so. 20 Q. Techuically, that was on the record.
21 Q. Olsy. Am Iunderstanding this corvectly that 21 A. Okay. Fine.
22 you asked FTI {o provide a proposal for a datz apdate 22 1 think it's fair to say that 10 years from now
23 following their merger report? 23 with the changes that are anticipated due to health care
24 A Inreading this, 1 believe that wasa piece of 24 reform, that that information wonld be stale at that
25 it. 25 point.
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Q. What about five years from now?
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presentations that were mede by FTT in February relative

1 1
2 A. Iwould provide the same reason, 2 to working with each individual organization, I believe.
3 Q. Three years from now? 3 Q. Does it say anywhere in your c-mail that you're
4 A. Not as sore. 4 veferving to the one frons carlier in February?
5 Q. One year from now? 5 A. It does not, but you asked me what my
6 A. 1don't believe so. 6 vecollection was.
7 Q. Do you know when the data that was used in the 7 Q. Is it clear from context, in your niind, that
8 FTI report was collected? 8 you're not referring to the merger report from December
9 A I beliove much of it was collected in '09 and 9 20167
10 perhaps early '10. 10 A. It's clear from my recollection.
11 Q. So approximately two years ago was when the data | 11 Q. Okay. Anything in the e-mail say that, though?
12 waa fully collected? 12 A. No.
13 A. That sounds about right. 13 Q. Looking at Mr. Seybold's responte, which was
14 Q. It's your view at this point that that data 14 from 1:21 p.m. the same duy, February 28th. That first
15 would still be reliable after three years, if you add 15 sentence reads "Bob, I would agree that the RHS staff
16 another year; is that right? 16 were less than enthusiastic with the depth of the FT1
17 A. From my perspective, yes. 17 analysis,”
18 Q. Continuing on this e-mail, the next sentence 18 Did I read that corrvectly?
19 veads, "Even just looking at their prepaved Phase X, it 1% A. Youdid
20 is more comprehensive than L was expecting as Is the 20 Q. De you know what Mr. Seybeld is referring to
21 price tag,™ 21 there?
22 Did I read that correctly? 2 A. Toouldn't be spetific as to what his reference
23 A. Youdid 23 or recollection s now.
24 Q. What is the proposed Phase 1 that you're 24 Q. But your read on this e-sail chain you believe
25 referring to there? 25 is that this was in reference to the individoal reports

WO D PO ke
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202

A. Idon't recall their proposal specifically, but
from reading this, it would have included some update of
the data, but obviously, it was more than that since my
comment is that it was more comprehensive than 1
expected, but ] don't recall specifically what was
inchuded.

Q. When yen say or when you wrote, I should say,
"as {3 the price tag,” what is that fn refeyence to?

A. Iwould say it was higher than I expected,

Q. Was that a consideration, in your view, as to
whether to have FT1 provide the updated data used in
their analysis? '

A. Itwould bave been & consideration. T'mnot
sure it would have beea the primary consideration.

Q. What was the primary consideration?

A. Ultirnately, it was the value of starting that
process, again, without having a good understanding of
the timeline in which the merger could proceed.

Q. Looking at the next sentence; it reads, "I know
through various conversations, no one was very enamored
with the work of FTL."

Did 1 read that correctly?

A. Youdid

Q. What's that in reference to?

A. lbelieve it was in reference to the

QR UEBEB RISl E S vwvamanumn—
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that FTT did for RHS and SAMC on potential cost savings?

A That's my recollection on what I wrote, and my
presumption or T essume - my assumption would be (hat
he was responding in the same copfext, but 1 don't know
that.

Q. Do you know who these various conversations were
with, the ones that you referred to in your e-mail?

A. Mine would have been with folks such as Dave
Schertz and Dave Stencrson relative to the prescotations
in Pebmary.

Q. Did SAMC ever provide RHS with a copy of the
February reports we have been discussing?

A. I'would seriously doubt that.

Q. Did SAMC ever get % copy of the counterpart for
RES?

A. Notthat 'ra aware of.

Q. Why not?

A. Because I would presume that it would include
confidential information that shouldn't be shared
between the parties.

Q. Ibelleve you testified earlier — I don't want
to misstate your testimony — that RHS dide't attend the
SAMC meeting in Februsry of 2811 with FTL; is that
right?

A. No. 1 testified that 1 didn't know.
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Q. Okay. I'm glad I clarified.
¥ neither side, RHS or OSF, shared this work
with each other, why are yon discussing the contents of
that work with Mr, Seybold in the e-mail chain?
MR. GREENE: Objection. Misstates the very
document you've got in front of him,

A. 1did not discuss the contents of the reports

with Henty Seybold.
BY MR, HERRICK:

Q. You did nat write that you're not very enamored
with their work; is that right?

A. What 1 saki was I heard from others that they
were not enamored with the work, and, again, my
recollection i it was referring to the presentations
that were made in Febmuary.

Q. And those presentations were with regard to cost
savings that could be schieved independently without
respect to the merger; right?

A. From the report yon showed me eadier, 1 would
presume that those were that. Again, I didr't review
the whole report, nor was 1 at the presentation.

Q. But that's your wnderstanding; right?

A. That is my understanding.

Q. So if there were no merger being considered, is
this the kind of e-mail discussion you would have with

DI PR WN -
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So with respect to the activities of FTI and the
presentation in the context of judging FT1 as an
integration consuliant for someone who would be jeintly -
contracted going forward, yes, I would think that that
would be a conversation that I would have with someone
like Rockford Hezalth System where we have a planned
Terger.

BY MR. HERRICK:

Q. Where doey it talk about, in your e-majl, hiring
them as a integration consultant? I don't see that in
there.

A. Itdoes not refer specifically to 2n integration
consultant,

Q. Okay. So I'm just trying to make sure l
anderstand your testimony.

You requested that FTI provide a proposal to
update the datx they used in their analysis; is that
right?

A, 1did.

Q. Is it your testimony that that is in reference
to apdating the data used in their merger analysis or
the February 2011 analysis that we discassed earlier?

A, 1already stated that I wasn't suro which ong it
was specifically referring to.

Q. So continuing on in this paragraph —

206

& competitor?

A. Is what the type of?

Q. The esnails set forth in PX0338.

MR. GREENE: Objection. Vague.

A. I'm not sure that absent a merger, we would be
discussing jointly contracting with someone like FT1 as
we have now. So I would say that wouldn'tbea
conversation that would be had because the ciccumstances
would be very different.

BY MR. HERRICK:

Q. But here we're not talking about jointly
contracting with FT1, are we, In your e-nails?

A. 1believe the proposal was for a joint contract,
and actoally, it would have bees through connsel had we
gone forward with it, but it was for & joint engagement
of FT1 for these aciivities, including the refresh of
the data, So, yes, it would have been ajoint effort.

Q. And the cost savings of that you say — you're
referring to — strike that.

The February 2011 FTT analysis that you say
you're referring to here, would that have been something
that you would ordinarily discuss with a competitor?

MR. GREENE: Objection. Asked and answered.

A. What you referred to before was the data portion

of the coutract, which would have been @ joint effort.

O 00 OVt W=
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MR. GREENE: Which paragraph?

MR HERRICK: The paragraph in Mr. Selring's
c-mail,
BY MR. HERRICK:

Q. Continuing on in that paragraph, how can we tell
whether you're referring to the December 2018 report or
the February 2011 report when you're saying, "1 know
through various conversations, no ofie was very enantered
with the work of FT1?

MR. GREENE: Objection. Asked and answered.

A From the plain reading of the document, yor
cannot, but you asked for my recollection, and my
recolleotion is that it was more in reference to the
February meeting than it was to the original work of
FTL

BY MR. HERRICK:

Q. Okay, Let's assums for the mement that it was
in refevence to the February 1011 meeling just for
purpeses of this question.

‘Why are yeu telling a competitor what your
company thinks about werk that FTT has done comeerning
cost savings that can be achieved by your company
without the merger?

A. Iwasnot —~

MR. GREENE: Objection. Azked mnd answered.
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A, (Contiming.) Idid not discuss any of that. 1
did not discuss the content because I wasn't familiar
with the content of either of those reports.

The conversation was or the comments were
relating to the performance of FTI, and, again, 1
believe in conjunction with the presentations that they
made in February.

1 did not discuss nor did I provide any
information regarding the cost efficiencics that were
identified as part of those meetings 10 the extent that
they were identified because I didn't participate and
P not familiar with them.

BY MR, HERRICK:

Q. But aren't you telling a competitor that you're
sort of rejecting this work that FTI has done by saying
you've heard through various sources that no one was
very cnamored with FTT's work?

MR. GREENE: Objection. Argumentative.

A, No.

BY MR, HERRICK:

Q. No. Why are you commenting on FIT's work for
SAMC atall -

Q. —in an e-mail with a competitor?

S\DW\IO\M&WNO-‘
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relating, again, to the specific work that they did or
presented at those two meetings.

So it was more an evaluation or comments heard
regarding the evaluation of their efforts. Ithad
nothing do with the information that was shared at those

meetings.
Q. I'm reafly straggling understanding that anywer.
Yeou're saying that in your written e-mail to
Mr. Seybold that ne one was very enamored with the work
of FT1 had nofhing to do wifh the content of what was
presented at that meeting?
A. Tthickitwasa ~
MR. GREENE: Excuseme. This is pure
harassment. Just because you either don't understand or
probably because you don't like ths answer, which is why
you made the inappropriste comment, end aotually the-
reason I raised my voice is because you offended the
witnesy'and me.
Asked and answered 30 many times you are
‘harassing the witness. Moveon
MR HERRICK: There is a question pending.
THE WITNESS: Whichis.
MR HERRICK: Canyoureadit back, please.
{The record was read by the Reporter.)
A Iteeminlywotﬂdhavenothingtodowiﬂathe

25 @ 1§ hmng of FTI going forward. Itwasnot
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MR. GREENE: Excuseme. I thought you were done
Iobject. 1 think the horse is very well dead.

You should stop beating him.

THE WITNESS: Somy, could you -

MR. HERRICK: I'm trying to get an answer.

MR. GREENE: You have gotten a straight enswer
from him to every question. You don't need the smirk on
your face, That doesn't add anything to the deposition.

MR, HERRICK: Nor does raising your voice, Alan.

MR. GREENE: Just because you don't like the
answer docsn't mean you haven't gotten a straight
answer.

I am offended, and I hope yon withdraw that
comroent.

MR. HERRICK: Reising your voice is unnecessary,
Alan. We can be civil.

MR. GREENE: We are being civil. If Ispeak a
little Jouder, I'm trying to get throngh the smirk.

BY MR. HERRICK:

Q. Al right.

1 believe there is a question pending.

{The record was vead by the Reporter.)

A. The comment was relating to-the hiring or the

O 002NN
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information that was presented o Saint Anthony's at
that meeting ttiat would be considered confidential,

BY MR. HERRICK:

Q. X you told SwedishAmerican that you were not
going o pursue certain cost-saving initiatives, would
that be inappropriate, in your view?

MR. GREENE: Objection. Vague. Indefinite. No
definition of what you mean by "insppropriate.*

A, T1l ask a question about what do you mean sbout
ot going to pursue cost efficiencies? Becanse I'm not
sure that that is what this letter - e-mail says at
all,

BY MR. HERRICK:

Q. Focusing for the moment om the cost savings that
FTI betieved to be schievable ay set forth in the
February 2011 meeting,

MR. GREENE: Objection.

BY MR, HERRICK:

Q. Do you understand what I'm referring to at this
point?

MR. GREENE: Objection. Thaf'sa
mischaractetization. You have no factual evidence for
your statement of what FT1 said or didn't say.
Misleading question.
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BYMR. HERRICK:

215
Q. Okay. Let e rephrase the question.

1 1

2 Q. Isit your understanding ihat the analyais set 2 Let's assume for the moment that everything that

3 forth by FTT in February 2011 cencerns cost savings that | 3 you believe to be the case sbout the Febraary 2011

4 SAMC could achieve without fhe merger? 4 report that we looked at carlier is accarate.

5 A. From looking at the report that you showed me 5 ‘Would it be appropriate for you to tell an

6 before, that appears to be what the report says. Ican 6 executive st SwedishAmerican that po one at OSF was very
7 only presuine that's what was discussed at the meeting, 7 ensmored with that work?

$  butdox'tknow. . 3 MR. GREENE: Objection. Vague. Asked and

9 Q. When you wrote that no ene was very enamored 9 answered.

10 with fhe work of FT1, which you huve now testificd was 10 A. T would say oftentimes - not just specific to

n in reference to that February 2011 meeting, did you have | 11 that, but oftentimes there are conversations amongst:

12 an understanding then of what the content of that 12 health care systems in the use of various outside

i3 meefing was? 13 coasultants,

14 A. Not of the content, bmt, again, of the general 14 171 use especially Bpic as an example.

15 sense in discussions with at the time it would have 15 Oftentimes we have dialogue with organizations who are
16 been, ] would assame, Dave Schertz and/or Dave Stenerson  { 16 considering using Epic as their electronic kealth

17 that they viewed that presentation as a sales call and 17 redijcal record. We already use Epic, and so do we have
18 neither ons of them viewed it as terribly heipful, but 18 as-an organization conversations with other

19 not of the specific content. 19 organizations regarding our experiences with using Epic
20 Q. Did you have an understanding of whether SAMC — | 20 with the implementation of Epic, absolntely; and, no, I
21 strike that, 21 don't view that as necessarily troublesome.
22 Did you have an understanding of whether FYI was | 22 BYMR. HERRICK:
23 making a sales call based on savings, if believed, SAMC 23 Q. Well, Epic is a little different, isn't 1t?
24 sould achieve witheut the merger? 24 Epic is an electronic medical record system;
25 A. Iden't know. 25 corvect?

214 216

1 Q. But yeu're reading frem the document we 1 A. It's an cutside vendor no different than FTL

2 discassed enrlicr that that was the purpose of the way 2 Q. Except that FTT was dojog calculations —

3 you have cateporized it as & sales call? 3 operating under an assumption that, you kmow, what you
4. A At Jenat that one page we discussed in reviewing 4 helieve about the February 2611 report is accurate, FTI
5 it, it appeared to be savings that were possible in 5 was making calcalations about cost savings that SAMC
6 comparing Saint Apthany’s Madical Center to 6 could achieve on ifs own.

7 ‘benchmarks -- their benchmarks. 7 MR. GREENE: Ts there question there now that

8 Tt did not indicate whether or not FTI believed 8 you've finished your monologue?

9 that those were achievable. 1t really identified 9 BY MR HERRICK:

10 epportunities that are out there. Whether ornot FTI ~ 10 Q. Correct?
11 or whether or not FTT believes Saint Anthony's could 11 A Idontbelicve that that -- at least on the

12 achieve those or whether Saint Anthony’s believed they 12 page that you showed me, that's not what I could draw

13 could achieve those, I have no idea. 13 from that, that those are efficiencies that either FTI

14 Q. Assaming you're understanding is correct, would 14 or Saint Arthony's believed were schievable.

15 you have conceras absut telling SwedishAmerican that yon | 15 It identified opportunities that were out there

16 didn't hink that pursuing those cost savings was 16 in comparing Saint Anthony Medical Center's performance
17 worthwhile? 17 1o FTI's benchmarks. That in nio way speaks to whether
8 MR. GREENE: Objection. Vague, 18 or not those savings -~ those efficiencies were

19 A And1 didn't say that, nor does this ¢-mail say 19 achievable.
20 that that is the case. So J don't seehowthatisa 20 Q. And your undersianding is that those
21 hypothetical that really would come abont and certainly 21 calculations that were set forth in the February 2011
22 is pot — 22 report were based on internal data from SAMC; is that
23 BY MR. HERRICK: 23 right?
24 Q I'msorry. Go ahead. 24 A. Ibelieve, sgain, from reading the report that
25 A - certainly is not here in my ¢-mail. 25 you provided me; it was a comparison between FTI
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