ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

13-04/
ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW

OARD
APPLICATION FOR PERMIT IaR ECEIVED
SECTION I. IDENTIFICATION, GENERAL INFORMATION, AND CERTIFICATIONS ¢ 2012
This Section must be completed for all projects. HEALTH FACILITIES &

SERVICES REVIEW BOARD
Facility/Project Identification

Facility Name: Hawthorn Surgery Center

Street Address: Lakeview Parkway & Center Drive

City and Zip Code: Vernon Hills, lllincis 80061

County: Lake Health Service Area 8 Health Planning Area:

Applicant /Co-Applicant Identification
[Provide for each co-applicant [refer to Part 1130.220].

Exact Legal Name: Hawthorn Place Qutpatient Surgery Center, L.P.

Address: 3000 River Chase Galleria, Suite 500, Birmingham, Alabama 35244

Name of Registered Agent: CT Corporation System

Name of Chief Executive Officer; Andrew Hayek

CEC Address: 3000 River Chase Galleria, Suite 500, Birmingham, Alabama 35244

Telephone Number: 800-768-0094

Type of Ownership of Applicant/Co-Applicant

(] Non-profit Corporation X] Partnership
O For-profit Corporation ] Governmental
U Limited Liability Company ] Sole Proprietorship N Other

o Corporations and limited liability companies must provide an lllinois certificate of good
standing.

o Partnerships must provide the name of the state in which organized and the name and address of
each partner specifying whether each is a general or limited partner.

APPEND DOCUMENTATION AS ATTACHMENT-1 IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
APPLICATION FORM —

Primary Contact
[Person to receive all correspondence or inquiries during the review period]

Name: Kara M. Friedman

Title: Attorney

Company Name: Polsinelli Shughart PC

Address: 161 North Clark Street, Suite 4200, Chicago, Illinais 60601

Telephone Number: 312-873-3639

E-mail Address. kfriedman@polsinelli.com

Fax Number:

Additional Contact
[Person who is also authorized to discuss the application for permit)

Name:; Julie Bell

Title: Administrator

Company Name: Surgical Care Affiliates, LLC

Address: 1900 Hollister Drive, Suite 1000, Libertyville, llinois 60048

Telephone Number: 847-367-8100

E-mail Address: Julie.Bell@scasurgery.com

Fax Number:

136705.2
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition
ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD
APPLICATION FOR PERMIT
SECTION I. IDENTIFICATION, GENERAL INFORMATION, AND CERTIFICATION

This Section must be completed for all projects.

Facility/Project Identification

Facility Name: Hawthorn Surgery Center

Street Address: Lakeview Parkway & Center Drive

City and Zip Code: Vernon Hills, lllinois 60061

County: Lake Health Service Area 8§ Health Planning Area:

Applicant /Co-Applicant ldentification
[Provide for each co-applicant [refer to Part 1130.220].

Exact Legal Name; Surgical Care Affiliates, LLC

Address: 3000 River Chase Galleria, Suite 500, Birmingham, Alabama 35244

Name of Registered Agent. CT Corporaticn System inc.

Name of Chief Executive Officer. Andrew Hayek

CEO Address: 3000 River Chase Galleria, Suite 500, Birmingham, Alabama 35244

Telephone Number; 800-768-0094

Type of Ownership of Applicant/Co-Applicant

O Non-profit Corporation [ Partnership
1 For-profit Corporation O Governmental
X Limited Liability Company O Sole Proprietorship O Other

o Corporations and limited liability companies must provide an lilinois certificate of good
standing.

o Partnerships must provide the name of the state in which organized and the name and address of
each partner specifying whether each is a general or limited partner.

Primary Contact
|Person to receive all correspondence or inquiries during the review period]

Name: Kara M. Friedman

Title: Attorney

Company Name: Polsinelli Shughart PC

Address: 161 North Clark Street, Suite 4200, Chicago, Hlinois 60601

Telephone Number; 312-873-3639

E-mail Address: kfriedman@polsinelli.com

Fax Number:

Additional Contact
[Person who is also autharized to discuss the application for permit]

Name: Julie Bell

Title: Administrator

Company Name: Surgical Care Affiliates, LLC

Address: 1800 Hollister Drive, Suite 1000, Libertyville, lllinois 60048

Telephong Number: 847-367-8100

E-mail Address. Julie.Bell@scasurgery.com

Fax Number:
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ILLINQIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

Post Permit Contact
{Person to receive all correspondence subsequent to permit issuance-THIS PERSON MUST BE
EMPLOYED BY THE LICENSED HEALTH CARE FACILITY AS DEFINED AT 20 ILCS 3950

Name: Julie Bell

Title: Administrator
Company Name: Surgical Care Affiliates, LLC

Address: 1800 Hollister Drive, Suite 1000, leertywlle illinois 60048

Telephone Number: 847-367-8100

E-mail Address; Julie.Bell@scasurgery.com

Fax Number:

Site Ownership
[Provide this information for each applicable site]

Exact Legal Name of Site Owner: HSA Acquisitions, Inc.

Address of Site Owner; 230 South Wacker Drive #350, Chicago, lllinois 60606

Street Address or Legal Description of Site: LOT 3, 4 AND 5 IN VERNON SQUARE
SUBDIVISION, BEING A SUBDIVISION OF A PART OF LOT 1 IN NEW CENTURY TOWN UNIT 1,
BEING A SUBDIVISION OF PART OF SECTIONS 32 AND 33, TOWNSHIP 44 NORTH, RANGE 11,

EAST OF THE THIRD PRINCIPAL MERIDIAN, IN LAKE COUNTY, ILLINQIS.
Proof of ownership or control of the site is to be provided as Attachment 2. Examples of proof of ownership
are property tax statement, tax assessor's documentation, deed, notarized statement of the corporation

attesting to owner-.;hlp, an option to Iease a letter of intent to lease or a lease.

: APPEND DOCUMENTATION AS ATTACHMENT-2, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE QF THE
kL APPLICATION FORM. . -

Operating |dentity/Licensee
[Provide this information for each applicable facility, and insert after this page.]

Exact Legal Name: Hawthorn Place Qutpatient Surgery Center, L.P.

Address: 3000 River Chase Galleria, Suite 500, Birmingham, Alabama 35244

] Non-profit Corporation X Partnership
] For-profit Corporation ] Governmental
O Limited Liability Company ] Sole Proprietorship ] Other

o Corporations and limited liability companies must provide an illincis Certificate of Good Standing.

o Partnerships must provide the name of the state in which organized and the name and address of
each partner specifying whether each is a general or limited partner.

o Persons with 5 percent or greater interest in the licensee must be identified with the % of
ownershlp

o e

APPEND DOCUMENTATION AS ATTACHMENT-3, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
. APPLICATION FORM. . pamet

QOrganizational Relationships

Provide (for each co-applicant) an organizational chart containing the name and relationship of any
person or entity who is related {as defined in Part 1130.140). If the related person or entity is participating
in the development or funding of the project, describe the interest and the amount and type of any
financial contribution.

APPEND DOCUMENTATION AS ATTACHMENT-4, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
. APPLICATION FORM. . N
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

Flood Plain Requirements
Refer to application instructions.]

Provide documentation that the project complies with the requirements of lllinois Executive Order #2005-5
pertaining to construction activities in special flood hazard areas. As part of the flood plain requirements
please provide a map of the proposed project location showing any identified floodplain areas. Floodplain
maps can be printed at www.FEMA.gov or www.illinoisfloodmaps.org. This map must be in a
readable format. In addition please provide a statement attesting that the project complies with the

requirements of lllinois Executive Order #2005-5 (h ttg'h‘www hfsrb iIIinois gov). _

| APPEND DOCUMENTATION AS ATTACHMENT -5, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
! APPLICATION FORM. e e .

Historic Resources Preservation Act Requirements
Refer to application instructions.]

Provide documentation regarding compliance with the requirements of the Historic Resources
Preservation Act.

APPEND DOCUMENTATION AS ATTACHMENT-6, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
APPLICATION FORM

DESCRIPTION OF PROJECT

1. Project Classification
|Check those applicable - refer ta Part 1110.40 and Part 1120.20{b}]

Part 1120 Applicability or Classification:
Part 1110 Classification; {Check one only |

X  Substantive [J Part 1120 Not Applicable
O Category A Project

O Non-substantive Category B Project

[0 DHS or DVA Project

1367052




ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

2. Narrative Description

Provide in the space below, a brief narrative description of the profect. Explain WHAT is to be done in State Board
defined terms, NOT WHY it is being done. If the project site does NOT have a street address, include a legal
description of the site. Include the rationale regarding the project’s classification as substantive or non-substantive.

Hawthorn Place Outpatient Surgery Center, L.P., and Surgical Care Affiliates, LLC (the
“Applicants”) seek authority from the lllinois Health Facilities and Services Review Board to
discontinue in its entirety its existing multi-specialty ambulatory surgical treatment center
(“ASTC"} located at 1900 Hollister Drive, Libertyville, lllinois {the “Existing ASTC”) and establish
a multi-specialty ASTC with three operating rooms and one procedure room in a newly
constructed medical building to be located at Center Drive and Lakeview Parkway in Vernon
Hills, Nlinois (the “Replacement ASTC"). The Replacement ASTC will consist of 7,955 gross
square feet of clinical space, 7,276 gross square feet of non-clinical space, for a total of 15,231
gross square feet of rentable space.

This project is classified as a substantive project because it proposes to establish a new health
care facility.

136705.2




ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD

Project Costs and Sources of Funds

APPLICATION FOR PERMIT- May 2010 Edition

Complete the following table listing all costs (refer to Part 1120.110) associated with the project. When a

project or any component of a project is to be accomplished by lease, donation, gift, or other means, the
fair market or dollar value {refer to Part 1130.140) of the component must be included in the estimated
project cest. If the project contains non-reviewable components that are not related to the provision of
health care, complete the second column of the table below. Note, the use and sources of funds must

equal.
Project Costs and Sources of Funds
USE OF FUNDS CLINICAL NONCLINICAL TOTAL
Preplanning Costs $49,770 $20,230 $70,000
Site Survey and Sail Investigation
Site Preparation
Off Site Work
New Construction Contracts $2,165,755 $880,314 $3,046,089
Modernization Contracts
Contingencies $215,500 $87,508 $303,107
Architectural/Engineering Fees $145,755 $59,245 $205,000
Consulting and Other Fees $298,125 $63,568 $361,693
240?1\;?:;?5?1' Other Equipment {not in construction $1.178,280 $478.939 $1.657,229
Bond Issuance Expense {project related)
QT;tI(;\ct’t)arest Expense During Construction (project $130,738 $53.141 $183 879
Fair Market Value of Leased Space or Equipment $1,925,829 $1,761,448 $3,687,277
Other Costs To Be Capitalized $566,646 $197.806 $764.,452
Acquisition of Building or Other Property {excluding
land}
TOTAL USES OF FUNDS $6,676,417 $3,602,289 $10,278,706
SOURCE OF FUNDS CLINICAL NONCLINICAL TOTAL
Cash and Securities* $1,236,573 $666,518 $1,903,091
Pledges
Gifts and Bequests
Bond Issues (project related)
Mortgages $3,156,416 $1,028,970 $4,185,386
Leases (fair market value) $1,925,829 $1,761,448 $3,687,277
Governmental Appropriations 0
Grants 0
g;t?;;::gs and Sources {NBV of Existing $357.599 $145,353 $502,952
TOTAL SOURCES OF FUNDS $6,676,417 $3 602,289 510 278,708

Pch

NOTE: ITEMIZATION OF EACH LINE ITEM MUST BE PROV]DED AT ATTACHMENT-'? IN NUMERIC SEQUENTIAL ORDER AFTER

- THE LAST PAGE OF THE APPLICATION FORM.

S S F m@m% T *él'r’}}w“'

o

*‘Cash and Securities includes tenant |mprovement a!lowance of $685,395 ($357, 975 Clinical and $327,420 - Non-

Clinicaf)

136705.2




ILLINCIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

Related Project Costs
Provide the following information, as applicable, with respect to any land related to the project that
will be or has been acquired during the last two calendar years:

L.and acquisition is related to project []Yes No
Purchase Price: 3
Fair Market Value: $

The proiect involves the establishment of a new facility or a new category of service

K Yes [] No
If yes, provide the dollar amount of all non-capitalized operating start-up costs (including
operating deficits) through the first full fiscal year when the project achieves or exceeds the target
utilization specified in Part 1100.

Estimated start-up costs and operating deficit cost is $ 0

Project Status and Completion Schedules
Indicate the stage of the project’s architectural drawings:

] None or not applicable L] Preliminary
Schematics [} Final Working

Anticipated project completion date (refer to Part 1130.140): _December 31, 2015

Indicate the following with respect to project expenditures or to obligation (refer to Part
1130.140):

[ Purchase orders, leases or contracts pertaining to the project have been executed.
[J Project obfigation is contingent upon permit issuance. Provide a copy of the
contingent “certification of obligation™ document, highlighting any language related to
CON Contingencies

X Project obligation will occur after permit issuance.

o e

. APPEND DOCUMENTATION AS ATTACHMENT-8, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
; APPLICATION FORM. - ]

4
/

State Agency Submittals
Are the following submittals up to date as applicable:
[C] Cancer Registry NOT APPLICABLE
[L] APORS NOT APPLICABLE
X Al formatl document requests such as IDPH Questionnaires and Annual Bed Reports been
submitted

D4 All reports regarding outstanding permits
Failure to be up to date with these requirements will result in the application for permit being

deemed incomplete.

136705.2




ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

Cost Space Requirements

Provide in the following format, the depariment/area DGSF or the building/area BGSF and cost. The type
of gross square footage either DGSF or BGSF must be identified. The sum of the department costs
MUST equal the total estimated project costs. Indicate if any space is being reallocated for a different
purpose. Include outside wall measurements plus the department's or area’s portion of the surrounding
circulation space. Explain the use of any vacated space.

Amount of Proposed Total Gross Square Feet

Gross Square Feet That Is:
- New . Vacated
Dept. / Area Cost Existing | Proposed Const. Modernized | Asls Space

REVIEWABLE

Medical Surgical

intensive Care

Diagnostic
Radiology

MRI

Total Clinical

NON
REVIEWABLE

Administrative

Parking
Gift Shop

Total Non-clinical
TOTAL

T

APPEND DOCUMENTATION AS ATTACHMENT-S, IN NUMER!C SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
APPLICATION FORM. e S :

¥

1367052




ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD

APPLICATION FOR PERMIT- May 2010 Edition

Facility Bed Capacity and Utilization NOT APPLICABLE

Complete the following chart, as applicable. Complete a separate chart for each facility that is a part of
the project and insert following this page. Provide the existing bed capacity and utilization data for the
latest Calendar Year for which the data are available. Include observation days in the patient day
Any bed capacity discrepancy from the Inventory will result in the

application being deemed incomplete.

totals for each bed service.

FACILITY NAME: CITY:
REPORTING PERIOD DATES: From: to:
Category of Service Authorized Admissions | Patient Days | Bed Proposed
Beds Changes Beds
Medical/Surgical
Qbstetrics
Pediatrics
Intensive Care
Comprehensive Physical
Rehabilitation
Acute/Chronic Mental lliness
Neonatal Intensive Care
General Long Term Care
Specialized Long Term Care
Long Term Acute Care
Other ((identify)
TOTALS:
1367052
Pages




CERTIFICATION

The application must be signed by the authorized representative(s) of the applicant entity. The

authorized representative(s) are:

o in the case of a corparation, any two of its officers or members of its Board of Directors;

o in the case of a limited liability company, any two of its managers or members (or the sole
manager er member when two or more managers or members do not exist);

o inthe case of a partnership, two of its general partners (or the sole general partner, when two or

mare general partners do not exist);

o inthe case of estates and trusts, two of its beneficiaries (or the sole beneficiary when two or more

beneficiaries do not exist); and

o inthe case of a sole proprietor, the individual that is the proprietor.

This Application for Permit is filed on the behalf of Surgical Care Afifiliates, LLC

*

in accordance with the requirements and procedures of the lllinois Health Facllities Planning Act,
The undersigned certifies that he or she has the authority to execute and file this application for

permit on behalf of the applicant entity. The undersigned further certifies that the data and
information provided herein, and appended hereto, are complete and correct to the best of his or
her knowledge and belief. The undersigned also certifies that the permit application fee required
for this application is sent herewith or will be paid upon request.

LSO

SIGNATURE — ™

Richard L. Sharff, Jr.

PRINTED NAME
Executive Vice President & General Counsel

SIGNATURE

PRINTED NAME

PRINTED TITLE

Notarization:
Subscribed and sworn to before me
this 2 day of Lesil 2012

PRINTED TITLE

Nofarization:
Subscribed and sworn to before me
this day of

Signature of NZary ~ C//

Seal

*Insert EXACT legal name of the applicant

Signature of Notary

Seal

146154.1
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CERTIFICATION

o

o]

The application must be signed by the authorized representative(s) of the applicant entity, The
authorized representative(s) are;

in the case of a corporation, any two of its officers or members of its Board of Directors;

in the case of a limited liability company, any two of its managers or members {or the sole
manager or member when two or more managers or members do not exist);

in the case of a partnership, two of its general partners {or the sole general partner, when two or
more general partners do not exist);

in the case of estates and trusts, two of its beneficiaries {or the sole beneficiary when two or more
beneficiaries do not exist); and

in the case of a sole proprietor, the individual that is the proprietor.

LP.*

This Application for Permit is filed on the behalf of Hawthorn Place Qutpatient Surgery Center,
in accordance with the requirements and procedures of the lllincis Health Facilities Planning

Act. The undersigned certifies that he or she has the authority to execute and file this application
for permit on behalf of the applicant entity. The undersigned further certifies that the data and
information provided herein, and appended hereto, are complete and correct to the best of his or
her knowledge and belief. The undersigned also certifies that the permit application fee required
for this application is sent herewith or will be paid upon request.

1AL

Richard L. Sharff, Jr.

SIGNATURE SIGNATURE

this 12 ¥ day ofé %ﬂﬁﬁ é Daja2 this day of

KQ’WL@/ /g‘v-ﬂamm

PRINTED NAME PRINTED NAME

Executive Vice President & General Counsel

PRINTED TiTLE PRINTED TITLE

Notarization: Notarization:

Subscribed and sworn to before me Subscribed and sworn to before me

Seal

/élgnature oQNGtary f// Signature of Notary

Seal

*Insert EXACT legal name of the applicant




ILLINGIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

SECTION ll. DISCONTINUATION

This Section is applicable to any project that involves discontinuation of a health care facility or a category
of service. NOTE: If the project is solely for discontinuation and if there is no project cost, the remaining
Sections of the application are not applicable.

Criterion 1110.130 - Discontinuation

READ THE REVIEW CRITERION and provide the following information:
GENERAL INFORMATION REQUIREMENTS

1. Identify the categories of service and the number of beds, if any that is to be discontinued.

2. Identify all of the other clinical services that are to be discontinued.

3. Provide the anticipated date of discontinuation for each identified service or for the entire facility,
4, Provide the anticipated use of the physical plant and equipment after the discontinuation oceurs,

5. Provide the anticipated disposition and location of all medical records pertaining to the services
being discontinued, and the length of time the records will be maintained.

6. For applications involving the disceontinuation of an entire facility, certification by an authorized
representative that all questionnaires and data required by HFSRB or DPH {e.g., annual
guestionnaires, capital expenditures surveys, eic.) will be provided through the date of
discontinuation, and that the required information wilt be submitted no later than 60 days following
the date of discontinuation.

REASONS FOR DISCONTINUATION

The applicant shall state the reasons for discontinuation and provide data that verifies the need for the
proposed action. See criterion 1110.130(b) for examples.

IMPACT ON ACCESS

1. Document that the discontinuation of each service or of the entire facility will not have an adverse
effect upon access to care for residents of the facility's market area.

2. Document that a written request for an impact statement was received by all existing or approved
health care facilities (that provide the same services as those being discontinued) located within
45 minutes travel time of the applicant facility.

3. Provide copies of impact statements received from other resocurces or health care facilities
located within 45 minutes travel time, that indicate the extent to which the applicant's weorkload
will be absorbed without conditions, limitations or discrimination.

KRS

| !
| APPEND DOCUMENTATiON AS ATTACHMENT-10, IN NUMERIC SEQUENTIAL ORDER A_FTER TI'IE LAST PAGE OF THE i

;APPLICATIONFORM _ ) S . 3_\. r‘%}‘.ﬂ oy R :

136705.2




ILLINOQIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

SECTION !l - BACKGROUND, PURPOSE OF THE PROJECT, AND ALTERNATIVES -
INFORMATION REQUIREMENTS

This Section is applicable to all projects except those that are solely for discontinuation with no project
costs.

Criterion 1110.230 — Background, Purpose of the Project, and Alternatives

READ THE REVIEW CRITERION and provide the following required information:

BACKGROUND OF AFPPLICANT

1. Alisting of all health care facilities owned or operated by the applicant, including licensing, and certification if
applicable.

2. A cerlified listing of any adverse action taken against any facility owned and/or operated by the applicant
during the three years prior to the filing of the application.

3. Authorization permitting HFSRB and DPH access to any documents necessary to verify the information
submitted, including, but not limited to: official records of EPH or other State agencies; the licensing or
certification records of other states, when applicable; and the records of nationally recognized accreditation
organizations. Failure to provide such authorization shall constitute an abandonment or withdrawal
of the application without any further action by HFSRB.

4. If, during a given calendar year, an applicant submits more than one application for permit, the
documentation provided with the prior applications may be utilized to fulfill the information requirements of
this criterion. In such instanges, the applicant shall attest the information has been previously provided, cite
the project number of the prior application, and certify that no changes have occurred regarding the
information that has been previously provided. The applicant is able to submit amendments to previously
submitted information, as needed, to update and/or clarify data.

: APPEND DOCUMENTATION AS ATTACHMENT-11, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST
"PAGE CF THE APPLICATION FORM. EACH ITEM (1-4) MUST BE IDENTIFIED IN ATTACHMENT 11.

PURPOSE OF PROJECT

1. Document that the project will provide health services that improve the health care or well-being of the
market area popufation to be served,

2. Define the planning area or market area, or other, per the applicant's definition.

3. Identify the existing problems or issues that need to be addressed, as applicable and appropriate for the
project. [See 1110.230{b) for examples of documentation.)

4. Cite the sources of the information provided as documentation.

5. Detail how the project will address or improve the previously referenced issues, as well as the population’s
health status and weli-being.

6. Provide goals with quantified and measurable objectives, with specific timeframes that relate to achieving
the stated goals as appropriate.

For projects involving modernization, describe the conditions being upgraded if any. For facility projects, include
statements of age and condition and regulatory citations if any. For equipment being replaced, include repair and
maintenance records.

o e ——— = =

'NOTE: Information regarding the “Purpose of the Project” will be mcluded m the State Agency Report.
£ ; r \W_{u

APPEND DOCUMENTATION AS ATTACHMENT-12 lN NUMER[C SEQUENTIAL ORDER AFTER THE LAST
PAGE OF THE APPLICATION FORM. EACH ITEM (1-8) MUST BE IDENTIFIED IN ATTACHMENT 12.

136705.2

~RagEs,

\%




ILLINOCIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Editlon

ALTERNATIVES
1 Identify ALL of the alternatives to the proposed project:
Alternative options must include:
A) Proposing a project of greater or lesser scope and cost;
B) Pursuing a joint venture or similar arrangement with one or more providers or

entities to meet all or a portion of the project's intended purposes; developing
alternative settings to meet all or a portion of the project's intended purposes;

C) Utilizing other health care resources that are available to serve all or a portion of
the population proposed to be served by the project; and
)} Provide the reasons why the chosen altemative was selected.
2) Documentation shall consist of a comparison of the project {o alternative options. The

comparison shall address issues of total costs, patient access, quality and financial
benefits in both the short term (within one to three years after project completion) and long
term. This may vary by project or situation. FOR EVERY ALTERNATIVE IDENTIFIED
THE TOTAL PRQJECT COST AND THE REASONS WHY THE ALTERNATIVE WAS
REJECTED MUST BE PROVIDED.

3) The applicant shall provide empirical evidence, including quantified outcome data that
verifies improved quality of care, as available.

_APPEND DOCUMENTATION AS ATTACHMENT-13, IN NUMERIC SEQUENTIAL ORIjER AFTER THE LAST
. PAGE OF THE APPLICATION FORM. ) :

1367052




ILLINQIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

SECTION IV - PROJECT SCOPE, UTILIZATION, AND UNFINISHED/SHELL SPACE
Criterion 1110.234 - Project Scope, Utilization, and Unfinished/Shell Space

READ THE REVIEW CRITERION and provide the following information:

SIZE OF PRQJECT:

1. Document that the amount of physical space proposed for the proposed project is necessary and not
excessive. This must be a narrative.

2. If the gross square footage exceeds the BGSF/DGSF standards in Appendix B, justify the discrepancy by
documenting one of the following::

a. Additional space is needed due to the scope of services provided, justified by clinical or pperational
needs, as supported by published data or studies;

b. The existing facility's physical confguranon has constraints or impediments and reqmres an
architectural design that results in a size exceeding the standards of Appendix B;

¢. The project involves the conversion of existing space that results in excess square footage.

Provide a narrative for any discrepancies from the State Standard. A table must be provided in the
following format with Attachment 14,

SIZE OF PROJECT

DEPARTMENT/SERVICE PROPOSED STATE DIFFERENCE MET
BGSF/DGSF STANDARD STANDARD?

APPEND DOCUMENTATION AS ATTACHMENT- 14: IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
APPLICATION FORM. , o :

i

PROJECT SERVICES UTILIZATION:

This criterion is applicable only to projects or portions of projects that invelve services, functions or equipment
for which HFSRB has established utilization standards or occupancy targets in 77 lil. Adm. Code 1100.

Document that in the second year of operatign, the annual utilization of the service or equipment shall meet or exceed the
utitization standards specified in 1110.Appendix B. A narrative of the rationale that supports the projections must be

provided,

A table must be provided in the following format with Attachment 15.

UTILIZATION
DEPT./ HISTORICAL PROJECTED STATE MET
SERVICE UTILIZATION UTILIZATION | STANDARD | STANDARD?
{PATIENT DAYS)
(TREATMENTS)
ETC.

YEAR 1
YEAR 2

APPEND DOCUMENTATION AS ATTACHMENT-15, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE,
APPLICATION FORM.

1367052
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edlition

UNFINISHED OR SHELL SPACE:
Provide the following information;
1. Total gross square footage of the proposed shell space;

2. The anticipated use of the shell space, specifying the proposed GSF tot be allocated to each
department, area or function;

3. Evidence that the shell space is being constructed due to
a. Regquirements of governmental or certification agencies; or
b. Experienced increases in the historical occupancy or utilization of those areas proposed
to occupy the shell space.,

4. Provide:
a. Historical utilization for the area for the latest five-year period for which data are
available; and
b. Based upon the average annual percentage increase for that period, projections of future
utilization of the area through the anticipated date when the shell space will be placed
into operation,

- APPEND DOCUMENTATION AS ATTACHMENT-16, IN NUMERIC SEQUENTIAL CRDER AFT.ER 'III'HE LAST PAGE OF THE
_APPLICATION FORM. : S TR )

ASSURANCES:
Submit the following:

1. Verification that the applicant will submit to HFSRB a CON application to develop and utilize the
shell space, regardiess of the capital thresholds in effect at the time or the categories of service
involved,

2. The estimated date by which the subsequent CON application (to develop and utilize the subject
shell space) will be submitted; and

3. The anticipated date when the shell space wilt be completed and placed into operation.

APPEND DOCUMENTATION AS ATTACHMENT-17, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE QF THE
APPLICATION FORM.
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Editlon

SECTION VIl - SERVICE SPECIFIC REVIEW CRITERIA

This Section is applicable to alt projects proposing establishment, expansion or modernization of
categories of service that are subject to CON review, as provided in the lllinois Health Facilities
Planning Act [20 ILCS 3960]. Itis comprised of information requirements for each category of

service, as well as charts for each service, indicating the review criteria that must be addressed
for each action (establishment, expansion and modernization). After identifying the applicable review
criteria for each category of service involved , read the criteria and provide the required information, AS
APPLICABLE TO THE CRITERIA THAT MUST BE ADDRESSED:

H. Non-Hospital Based Ambulatory Surgery

This section is applicable to all projects proposing to establish or modernize a non-hospital based
ambulatory surgical treatment center or to the addition of surgical specialties.

1. Criterion 1110.1540(a), Scope of Services Provided
Read the ¢riterion and complete the following:

a. Indicate which of the following types of surgery are being proposed:

____ Cardiovascular __ X Obstetrics/Gynecology __X_ Pain Management
____ Dermatclogy ___ Ophthaimology __ X Podiatry

_____ Gastroenterology __X _OralMaxillofacial ____ Thoracic

_ X_ General/Other __X __Orthopedic __X_Otolaryngology
___ Neurology __ Pastic __ Urology

b. Indicate if the project will resultin a limited or __ X a muiti-specialty ASTC.

2. Criterion 1110.1540(b}, Target Population
Read the criterion and provide the following:
a.  Onamap (8 ¥" x 117, outline the intended geographic services area {GSA).
b. Indicate the population within the GSA and how this number was obtained.

¢. Provide the travel time in all directions from the proposed location to the GSA borders and
indicate how this travel time was determined.

3. Criterion 1110.1540(c), Projected Patient Volume
Read the criterion and provide signed letters from physicians that contain the following:
a. The number of referrals anticipated annually for each specialty.

b. For the past 12 months, the name and addresé of health care facilities to which patients were
referred, including the number of patients referred for each surgical specialty by facility,

c. A statement that the projected patient volume will come from within the proposed GSA.

d. A statement that the information in the referral letter is true and correct to the best of his or her
belief.

136705.2




ILLINCIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

4. Criterion 1110.1540(d}, Treatment Room Need Assessment
Read the criterion and provide;
a. The number of procedure rooms proposed.

b. The estimated time per procedure including clean-up and set-up time and the methodology used in
arriving at this figure.

5. Criterion 1110.1540{¢e), Impact on Qther Facilities
Read the criterion and provide:

a. A copy of the letter sent to area surgical facilities regarding the proposed project's impact on their
workload. NOTE: This letter must contain: a description of the project including its size, cost, and
projected workload; the location of the proposed project; and a request that the facility
administrator indicate what the impact of the proposed project will be on the existing facitity.

b. A list of the facilities contacted. NMOTE: Facilities must be contacted by a service that provides
documentation of receipt such as the US. Postal Service, FedEx or UPS. The documentation
must be included in the application far permit.

€. Criterion 1110.1540(f), Establishment of New Facilities
Read the criterion and provide:

a. Alist of services that the proposed facility will provide that are not currently available in the GSA;
or

b. OCocumentation that the existing facilities in the GSA have restrictive admission policies; or
c. For co-operative ventures,

a, Patient origin data that documents the existing hospital is providing outpatient
surgery services to the target population of the GSA, and

b. The hospital's surgical utilization data for the latest 12 months, and

c. Certification that the existing hospital will not increase its operating room capacity
until such a time as the proppsed project's operating rooms are operating at or
above the target utilization rate for a period of twelve full months; and

d. Cerlification that the proposed charges for comparable procedures at the ASTC will be
lower than those of the existing hospital.

7. Criterion 1110.1540(g), Charge Commitment
Read the criterion and provide:

a. A complete list of the procedures to be performed at the proposed facility with the proposed
charge shown for each procedure.

b. A letter from the owner and operator of the proposed faciiity committing to maintain the above
charges for the first two years of operation.

8. Criterion 1110.1540(h}, Change in Scope of Service
Read the criterion and, if applicable, document that existing programs do not cusrently provide the service

proposed or are not accessible to the general population of the geographic area in which the facllity is
located.

i = ——— - -
- APPEND DOCUMENTATION AS ATTACHMENT-27, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
- APPLICATION FORM.

[36705.2




ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

The following Sections DO NOT need to be addressed by the applicants or co-applicants responsible for
funding or guaranteeing the funding of the project if the applicant has a bond rating of A- or better from
Fitch's or Standard and Poor's rating agencies, or A3 or better from Moody's (the rating shall be affirmed
within the latest 18 month period prior to the submittal of the application):

« Section 1120.120 Availability of Funds - Review Criteria
+ Section 1120.130 Financial Viability ~ Review Criteria
» Section 1120.140 Economic Feasibility - Review Criteria, subsection {a)

VIIL. - 1120.120 - Availability of Funds

The applicant shall document that financial resources shall be available and be equal to or exceed the estimated total
project cost plus any related project costs by providing evidence of sufficient financial resources from the following
sources, as applicable: Indicate the dollar amount to be pravided from the following sources:

, a) Cash and Securities - statements (e.g., audited financial statements, letters from financial
$1.903.091 institutions, board resolutions) as lo:
1 the amount of cash and securities available for the project, including the

identification of any security, its value and availability of such funds; and

2) interest to be earned on depreciation account funds or to be earned on any
asset from the date of applicant's submission through project completion;

b} Pledges ~ for anticipated pledges, a summary of the anticipated pledges showing anticipated
receipts and discounted value, estimated time table of gross receipts and related fundraising
expenses, and a discussion of past fundraising experience.

[+ Gifts and Bequests - verification of the dollar amount, identification of any conditions of use, and
the estimated time table of recelpts;
dj Debt - a statement of the estimated terms and conditions (including the debt time pericd, variabla
7,872,663 or permanent interest rates over the debt time period, and the anticipated repayment scheduls) for

any interim and for the permanent financing proposed to fund the project, including:

1) For general obligation bonds, proof of passage of the required referendum or
evidence that the governmental unit has the authority to issue the bonds and
evidence of the dollar amount of the issue, including any discounting

anficipated,

2} For revenue bonds, preof of the feasibility of securing the specified amount and
interest rate;

3} For mortgages, a letter from the prospective lender attesting to the expectation

of making the toan in the amount and time indicated, including the anticipated
interest rate and any conditions asscciated with the mortgage, such as, but nat
limited to, adjustable interest rates, balloon payments, etc.;

4} For any lease, a copy of the lease, including all the terms and conditions,
including any purchase options, any capital improvements to the property and
provision of capital equipment;

5} For any option to lease, a copy of the option, including all terms and conditions.

e} Governmental Appropriations — a copy of the appropriation Act or ordinance accompanied by a
statement of funding availability from an official of the governmental unit. If funds are to be made
available from subsequent fiscal years, a copy of a resolution or other action of the governmental
unit attesting to {his intent;

f} Grants - a letter framn the granting agency as to the availability of funds in terms of the amount and
time of receipt;
5 Q) All Other Funds and Sources - verification of the amount and type of any other funds that will be
502,952 used for the praject.

$10.278 706 TOTAL FUNDS AVAILABLE
Cash and Securities includes tenant improvement allowance of $685,395

? Net Book Value of existing equipment
"APPEND DOCUMENTAT!ON AS ATTACHMENT—39,'3'|N NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE"

_‘_. O % "e’ 5"

Tl GF
| APPLICATION FORMJ S5E poeoferi 4R e
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ILLINQIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

IX. 1120.130 - Financial Viability

All the applicants and co-applicants shall be identified, specifying their roles in the project funding or
guaranteeing the funding (sole responsibility or shared) and percentage of participation in that funding.

Financial Viability Waiver

The applicant is not required to submit financial viability ratios if:

1. All of the projects capital expenditures are completely funded through internal sources

2. The applicant’s current debt financing or projected debt financing is insured or anticipated to be
insured by MBIA (Municipal Bond Insurance Association Inc.) or equivalent

3. The applicant provides a third party surety bond or performance bond letter of credit from an A
rated guarantor.

See Section 1120.130 Financial Waiver for information to be provided

"APPEND DOCUMENTATION AS ATTACHMENT-40, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST
PAGE OF THE APPLICATION FORM,

The applicant or co-applicant that is responsible for funding or guaranteeing funding of the project shall provide
viability ratios for the latest three years for which audited financial statements are available and for the first full
fiscal year at target utilization, but ho more than two years following project completion. When the applicant's
facility does not have facility specific financial statements and the facility is a member of a health care system that
has combined or consolidated financial statements, the system's viability ratios shall be provided. If the health care
system includes one or more hospitals, the system's viability ratios shall be evaluated for conformance with the
applicable hospital standards.

Provide Data for Projects Classified Category A or Categéry‘ B'-(Ia'ét three yé_arls} Category B
as: o o o Tes ] (Projected)

Enter Historical and/or Prolected
Years:

Current Ratio

Net Margin Percentage

Percent Debt to Tota! Capitalization

Projected Debt Service Coverage

Days Cash on Hand

Cushion Ratio

Provide the methodology and worksheets utilized in determining the ratios detailing the caleulation
and applicable line item amounts from the financial statements. Complete a separate table for each
co-applicant and provide worksheets for each.

2. Variance

Applicants not in compliance with any of the viability ratios shall document that another organization,
public or private, shall assume the legal respaonsibility to meet the debt obligations should the
applicant default.

"APPEND DOCUMENTATION AS ATTACHMENT 41, IN NUMERICAL ORDER AFTER THE LAST PAGE OF THE
APPLICATIONFORM. - - . LA e A
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

X. 1120.140 - Economic Feasibility

This section is applicable to all projects subject to Part 1120.

A. Reasonableness of Financing Arrangements

The applicant shafl document the reascnableness of financing arrangements by submitting a
notarized statement signed by an authorized representative that attests to one of the following:

b That the total estimated project costs and related costs will be funded in total with cash
and equivalents, including investment securities, unrestricted funds, received pledge
receipts and funded depreciation; or

2) That the total estimated project costs and related costs will be funded in total or in part by
borrowing because:

A) A portion or all of the cash and equivalents must be retained in the balance sheet
asset accounts in order to maintain a current ratio of at least 2.0 times for
hospitals and 1.5 times for all other facilities; or

B} Borrowing is less costly than the liquidation of existing investments, and the
existing investments being retained may be converted to cash or used to retire
debt within a 60-day period.

B. Conditions of Debt Financing
This criterion is applicable only to projects that involve debt financing. The applicant shall

document that the conditions of debt financing are reasonable by submitting a notarized statement
signed by an authorized representative that attests to the following, as applicable:

1} That the selected form of debt financing for the project will be at the lowest net cost
available;
2} That the selected farm of debt financing will not be at the lowest net cost available, but is

more advantageous due to such terms as prepayment privileges, no required mortgage,
access to additional indebtedness, term {years), financing costs and other factors;

3) That the project involves {in total or in part) the leasing of equipment or facilities and that
the expenses incurred with leasing a facility or equipment are less costly than constructing
a new facility or purchasing new equipment.

C. Reasonableness of Project and Related Costs
Read the criterion and provide the following:

1. Identify each department or area impacted by the proposed project and provide a cost
and square footage allocation for new construction and/or modernization using the
following format (insert after this page).

COST AND GROSS SQUARE FEET BY DEPARTMENT OR SERVICE

A B C D E F G M
Department Total
{list below) Cost/Square Foot Gross Sq. Ft. Gross Sq. Ft. Const. $ Mod. $ Cost
New Mod. | New  Circ® | Mod.  Cire* | (AxC) (BXxE) | (G+H)

Contingency

TOTALS
* Include the percentage (%) of space for circulation

1367052
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

D. Projected Operating Costs

The applicant shalf provide the projected direct annual operating costs (in current dollars per equivalent
patient day or unit of service) for the first full fiscal year at target utilization but no more than two years
following project completion. Direct cost means the fully allocated costs of salaries, benefits and supplies
tor the service.

E. Total Effect of the Project on Capital Costs

The applicant shall provide the totai projected annual capital costs {in current dollars per equivalent
patient day) for the first full fiscal year at target utilization but no more than two years following project
completion,

APPEND DOCUMENTATION AS A'TTACHMENT -42, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
APPLICATION FORM.
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ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATICN FOR PERMIT- May 2010 Edition

XI. Safety Net Impact Statement

SAFETY NET IMPACT STATEMENT that describes all of the following must be submitted for ALL SUBSTANTIVE AND
DISCONTINUATION PROJECTS:

1. The project's material impact, if any, on essential safety net services in the community, to the extent that it is feasible for an
applicant to have succh knowledge.

2. The project's impact on the ability of another provider or health care system to cross-subsidize safety net services, if reasonably
known to the applicant.

3. How the discontinuation of a facility or service might impact the remaining safety net providers in a given community, if
reasonably known by the applicant.

Safety Net Impact Statements shall also include all of the following:

1. For the 3 fiscal years prior to the application, a certification describing the amount of charity care provided by the applicant. The
amount calculated by hospital applicants shall be in accordance with the reporting requirements for charity care reporting in the
lllinois Community Benefits Act. Non-hospital applicants shall report charity care, at cost, in accordance with an appropriate
methodology specified by the Board.

2. For the 3 fiscal years prior to the application, a certification of the amount of care provided to Medicaid patients, Hospital and non-
hospitat applicants shall provide Medicaid informaticon in a manner ¢onsistent with the information reported each year to the lllinois
Department of Pubtic Heaith regarding "Inpatients and Outpatients Served by Payor Source™ and “Inpatient andg Outpatient Net
Revenue by Payor Source” as required by the Board under Section 13 of this Act and published in the Annual Hospital Profile.

3. Any information the applicant believes is directly relevant to safety net services, including information regarding teaching,
research, and any other service.

A table in the following format must be provided as part of Attachment 43.

Safety Net information per PA 96-0031
CHARITY CARE
Charity {# of patients) Year Year Year
Inpatient
Cutpatient
Total
Charity (cost In dollars)
Inpatient
Qutpatient
Total
MEDICAID
Medicaid [# of patlents) Year Year Year
Inpatient
Qutpatient
Total
Medicaid {revenue)
Inpatient
QOutpatient

Total

APPEND DOCUMENTATION AS ATTACHMENT-43, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
! APPLICATION FORM.

) . —— 5
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ILLINGIS HEALTH FACILITIES AND SERVICES REVIEW BOARD APPLICATION FOR PERMIT- May 2010 Edition

Xil. Charity Care Information

Charity Care information MUST be furnished for ALL projects.

1. All applicants and co-applicants shall indicate the amount of charity care for the latest three audited fiscal years, the cost
of charity care and the ratio of that charity care cost to net patient revenue,

2, If the applicant owns or operates one or more facilities, the reporting shall be for each individual facility located in Winois. If
charity care costs are reported on a consolidated basis, the applicant shall provide documentation as to the cost of charity
care; the ratio of that charity care to the net patient revenue for the consclidated financial statement; the allocation of
charity care costs; and the ratio of charity care cost to net patient revenue for the facility under review.

3. If the applicant is not an existing facility, it shall submit the facility's projected patient mix by payer source, anticipated
charity care expense and projected ratio of charity care to net patient revenue by the end of its second year of operation.

Charity care” means care provided by a health care facility for which the provider doas not expect to receive payment from
the patient or a third-party payer. (20 ILCS 35960/3) Charity Care must be provided at cost.

A table in the following format must be provided for all facilities as part of Attachment 44,

CHARITY CARE
Year Year Year

Net Patient Revenue

Amount of Charity Care (charges)
Cost of Charity Care

= 0 Lo

T 7 [

- APPEND DOCUMENTATION AS ATTACHMENT-44, IN NUMERIC SEQUENTIAL ORDER AFTER THE LAST PAGE OF THE
- APPLICATION FORM. - : ) ]
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Section I, Identification, General Information, and Certification
Applicant

The lllinois Certificate of Good Standing for Surgical Care Affiliates, LLC and the lllincis Certificate of
Existence for Hawthorn Place Qutpatient Surgery Center are aftached Attachment - 1. Hawthorn Place
Outpatient Surgery Center, L.P. is the operator of Hawthorn Surgery Center. Hawthorn Surgery Center is
a trade name of Hawthorn Place QOutpatient Surgery Center, L.P. and is not separately organized. As the
persan with final control over the operator, Surgical Care Affiliates, LLC is named as an applicant for this
certificate of need ("CON") application,

Hawthorn Place Qutpatient Surgery Center, L.P. was organized in the State of Georgia. The name and
address of each partner of Hawthorn Place Qutpatient Surgery Center, L.P. is listed below.

Ownership

Name Address Interest

SHC Hawthorn, Inc. 3000 Riverchase Galleria, Suite 500 General Partner
Birmingham, Alabama 35244
Ortho-Pod, LLC 350 South Greenleaf Court, Suite 405 | Limited Partner
Gurnee, lllinois 60031

Attachment — 1
136706.7




File Number 0226541-9

To all to whom these Presents Shall Come, Greeting:

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

SURGICAL CARE AFFILIATES, LLC, A DELAWARE LIMITED LIABILITY COMPANY
HAVING OBTAINED ADMISSION TO TRANSACT BUSINESS IN ILLINOIS ON JULY 09,
2007, APPEARS TO HAVE COMPLIED WITH ALL PROVISIONS OF THE LIMITED
LIABILITY COMPANY ACT OF THIS STATE, AND AS OF THIS DATE IS IN GOOD

STANDING AS A FOREIGN LIMITED LIABILITY COMPANY ADMITTED TO TRANSACT
BUSINESS IN THE STATE OF ILLINOIS.

In Testimony Whereof, 1 hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 20TH

day of APRIL AD. 2012

Authentication #. 1211101830

Authenticate al. hitp:/fwww.cyberdriveillinois.com

SECRETARY OF STATE

Attachment 1
Al



File Number S007564

To all to whom these Presents Shall Come, Greeting:

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

HAWTHORN PLACE QUTPATIENT SURGERY CENTER, L.P., A GEORGIA LP/LLLP
HAVING OBTAINED AUTHORITY TO TRANSACT BUSINESS IN ILLINOIS ON AUGUST
18, 1993, APPEARS TO HAVE COMPLIED WITH ALL PROVISIONS OF THE UNIFORM
LIMITED PARTNERSHIP ACT (2001) OF THIS STATE, AND AS OF THIS DATE IS IN GOOD
STANDING AS A FOREIGN LP/LLLP AUTHORIZED TO TRANSACT BUSINESS IN THE
STATE OF ILLINOIS, HAVING FULFILLED ALL REQUIREMENTS OF SAID ACT WITH
REGARD TO PAYMENT OF FEES, THE FILING OF ANNUAL REPORTS (IF APPLICABLE)
AND NEITHER HAVING HAD ITS AUTHORITY REVOKED NOR HAVING FILED A
NOTICE OF CANCELLATION.

In Testimony Whereof, 1 hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 11TH
day of APRIL A.D. 2012

Authentication #: 1210201696 M

Authenticate at. hitp:/fiwww.cyberdriveillinois.com

SECRETARY OF STATE

ll




Section |, Identification, General Information, and Certification
Site Ownership

The lease agreement between HSA Acquisitions, Inc. and Hawthorn Place Outpatient Surgery Center,
L.P. is attached at Attachment - 2

The legal description for the site parcel covered by this project is as follows:

LOT 3, 4 AND § IN VERNON SQUARE SUBDIVISION, BEING A SUBDIVISION OF A PART OF LOT 1
IN NEW CENTURY TOWN UNIT 4, BEING A SUBDIVISION OF PART OF SECTIONS 32 AND 33,
TOWNSHIP 44 NORTH, RANGE 11, EAST OF THE THIRD PRINCIPAL MERIDIAN, IN LAKE COUNTY,
ILLINOIS.

Attachment ~ 2
136706.7
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Tenant:

Landlord:

Leased Premises:

Lease Term:

Renewal Options:

Tenant Improvements:

Building Operating
Expenses:

Brokerage
Commission:

Real Estate Taxes:

Insurance:

Base Rent:

Operating Expenses:

Non-Binding:

1/2276904.6
1.OI-Lease

Letter of Intent
for

Hawthorn Surgery Center Lease Transaction
March 13, 2012

Hawthom Place Outpaticnt Surgery Center, L.P.

HSA Acquisitions, Inc. or its assignee will own the real property desctibed below.

Approximately 15,231 square foot (rentable and non-rentable) ambulatory surgery center
on an approximately 2.976-acre site located at 240 Center Drive in Vernon Hills, IL.

The initial term of the lease will be 13 years.

Tenant shall have 2 subsequent 5-year options to renew the lease with 9 months' prior |
written notice to Landlord at fair market value. Fair market value to be further defined in
the lease agreement. ‘

Tenant wili be responsible for the interior build-out of the leased premises. Landlord will
provide Tenant an allowance equal to $45.00 per rentable square foot (the "TI
Allowance™).

Landlord and Developer will work with Tenant to establish building specifications for the
operation of an ambulatory surgery center.

Landlord shall pay Colliers a standard market commission associated with the lease
agreement, as set forth in a separate agreement between Landlord and Colliers.

Real estate taxes shall be payable by Tenant.

Tenant shall be responsible for maintaining comprehensive general Hability insurance,
replacement value property insurance for the leased premises and replacement value
property insurance for Tenant's personal property. Landlord shell be responsible for
maintaining comprehensive general liability insurance.,

The net base rent should not exceed $29.00 per rentable square foot per year for the first
year.

Operating expenses shall be payable by Tenant

The contents of this letter do not constitute and will not give rise to any legally binding
obligation on the part of any of the parties. Moreover, no past or future action, course of
conduct, or failure to act relating to the possible transaction, or relating to the negotiation
of the terms of the possible transaction or any definitive lease agreement, will give rise to
or serve as a basis for any obligation or other liability on the part of the parties, unless
and until a fully executed lease is executed and delivered by each party to the other.

Attachment 2
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Confidentiality:

CON Contingency:

By signing below, each of Landlord and Tenant agree to be bound by strict
confidentiality and shall not disclose or authorize or permit anyone under its direction
to disclose to anyone any of terms of this potential transaction without the prior
consent of the other party hereto; provided, however, Landlord and Tenant may
disclose the confidential information to those of its representatives who are engaged
to assist in the review of this potential transaction. Landlord and Tenant agree that
they will not use any information gained in connection with this or subsequent
dialogue other than in connection with the evaluation of the potential transaction. All
public announcements utilizing Tenant's name must be approved in writing by Tenant
prior to publication.

Landlord and Tenant understand and agree that the establishment or relocation of any
ambulatory surgery center in the State of Iilinois is subject to the requirements of the
Illinois Health Facilities Planning Act 20 ILCS 3960/1 et seq. and, thus, Tenant
cannot establish an ambulatory surgery center on the leased premises or execute a
fully binding real estate lease in connection therewith unless Tenant obtains a
Certificate of Need (CON) permit from the Illinois Health Facilities and Services
Review Board (the "CON Board"). Due to the length of the CON Board review
process, the parties agree that they shall promptly proceed with due diligence to
negotiate the terms of a definitive lease agreement and execute such lease agreement
prior to approval of the CON permit. Notwithstanding the foregoing, the lease shail
contain a contingency clause indicating that the lease agreement can be terminated by
cither party thereto if Tenant has not rcceived the CON permit by a mutually
acceptable outside date. :

AGREED and ACCEPTED:

Dan Miranda

President

Date: 5 /& 2012 . o

HAWTHORN PLACE OUTPATIENT SURGERY CENTER, L.P.

By: SHC Hawthom, Inc.
Its: General Partner

o

(LA

Name:!e—- L. Sl\ﬂﬂ. .7 T{t.

Title: \/ P

Date: ,2012

cer J Shaffer
B.Smietana
J.Boley

1722769046
LOI-Lease




Section |, Identification, General Information, and Centification

Operating Entity/L icensee

The llinois Certificate of Good Standing for Hawthorn Place Qutpatient Surgery Center, L.P. is aftached

at Attachment - 3.

Individuals with a 5% or greater ownership interest in Hawthorn Place Outpatient Surgery Center, L.P. are

listed in the table below.

Ownership
Name Address City State Intorost

Robert C. Dugan, M.D. 350 South Greenleaf Court, Suite 405 | Gurnee lllinois 5.4%
Roger Chams, M.D. 720 Florsheim Drive Libertyville lllinois 5.4%
Edward Logue, M.D. 350 South Greenleaf Court, Suite 405 | Gurnee Hiinois 5.4%
Anand Vora, M.D. 720 Florsheim Drive Libertyville Ninois 5.4%
Christ Pavlatos, M.D. 720 Florsheim Drive Libertyville llinois 5.4%
Sanford Tack, M.D. 720 Florsheim Drive Libertyville Itinois 5.4%
Craig 8. Williams, M.D. 9000 Waukegan Road Morton Grove | lllinois 2.7%
Thomas Baier, M.D. 105 North Greenleaf Street Gurnee lllinois 5.4%
Thomas Nemickas, M.D. 350 South Greenleaf Court, Suite 405 | Gurnee linois 5.4%
Serafin DeLeon, M.D. 350 South Greenleaf Court, Suite 405 | Gurnee Illinois 54%
Edward Hamming, M.D. 350 South Greenleaf Court, Suite 405 | Gurnee inois 5.4%
Bruce Summerville, M.D. | 350 South Greenleaf Court, Suite 405 | Gurnee Ninois 54%

148799.1
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File Number S007564

To all to whom these Presents Shall Come, Greeting:

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

HAWTHORN PLACE QUTPATIENT SURGERY CENTER, L.P., A GEORGIA LP/LLLP
HAVING OBTAINED AUTHORITY TO TRANSACT BUSINESS IN ILLINOIS ON AUGUST
18, 1993, APPEARS TO HAVE COMPLIED WITH ALL PROVISIONS OF THE UNJFORM
LIMITED PARTNERSHIP ACT (2001) OF THIS STATE, AND AS OF THIS DATE IS IN GOOD
STANDING AS A FOREIGN LP/LLLP AUTHORIZED TO TRANSACT BUSINESS IN THE
STATE OF ILLINOIS, HAVING FULFILLED ALL REQUIREMENTS OF SAID ACT WITH
REGARD TO PAYMENT OF FEES, THE FILING OF ANNUAL REPORTS (IF APPLICABLE)
AND NEITHER HAVING HAD ITS AUTHORITY REVOKED NOR HAVING FILED A
NOTICE OF CANCELLATION.

In Testimony Whereof, 1 hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 11TH
day of APRIL A.D. 2012

Authentication # 1210201696 M/

Authenticate at: htto:/iwww.cyberdriveillinois.com

SECRETAHRY OF STATE

jC?\ ' Attachment 3




Section |, Identification, General Information, and Certification
Organizational Relationships

The organizational chart for Hawthorn Place QOutpatient Surgery Center, L.P. is attached at Attachment —
4.

Attachment - 4
136706.7
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Hawthorn Place Surgery Center

Surgical Care Affiliates, LLC

Surgical Health,
LLC

SHC Hawthern, Inc.

Ortho-Pod, LLC

Hawino

Cente

n Flace

Qutpatient Surgery

r, L.P.

Hawthorn Surgery
Center

34
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Section |, Identification, General Infarmation, and Certification
Elood Plain Requirements

The site of the proposed dialysis facility comnplies with the requirements of lllinois Executive Order #2005-
5. As shown on the FEMA flood plain map attached at Attachment 5, the site of the proposed dialysis
facility is located outside of a fiood plain,

Attachment—5
136706.7
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Section |, Identification, General Information, and Certification
Historic Resocurces Preservation Act Requirements

The Historic Resources Preservation Act determination from the lllinois Historic Preservation Agency is
attached at Attachment — 6.

Attachment — 6
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Illinois Historic
Preservation Agency

m 1 Oid State Capitol Plaza + Springfield, Hlinois 82701-1512 « www.illinois-history.gov

Lake County PLEASE REFER TO: IHPA LOG #010032612
Vernon Hills

240 Center Drive

IHFSRB

New construction, Hawthorn Surgery Center

March 28, 2012

Anne Cooper

Polsinelli Shughart

161 N. Clark St,. Suite 4200
Chicago, IL 60601

Dear Ms. Cooper:

The Illincis Historic Preservation Agency is required by the Illinois State Agency Historic Resources
Pregervation Act (20 ILCS 3420, as amended, 17 IAC 4180) to review all state funded, permitted or
licensed undertakings for their effect on cultural resources. Pursuant to this, we have received
information regarding the referenced project for our comment.

Our staff has reviewed the specifications under the state law and assessed the impact of the project as
submitted by your coffice. We have determined, based on the available information, that no significant
historic, architectural or archaeoclogical resources are located within the propesed project area.

According to the information you have provided concerning your proposed project, apparently there is no
federal involvement in your project. However, please ncte that the state law is less restrictive than
the federal cultural resource laws ¢oncerning archaeology. If your project will use federal lecans or
grants, need federal agency permits, use federal property, or involve assistance from a federal agency,
then your project must be reviewed under the National Historic Preservation Act of 1966, as amended.

Please notify us immediately if such is the case.

This clearance remains in effect for two {2) years from date of issuance. It does not pertain to any
discovery during construction, nor is it a clearance for purposes of the IL Human Skeletal Remains
Protection Act (20 ILCS 3440).

Please retain this letter in your files as evidence of compliance with the I}linois State Agency
Historic Resources Preservation Act.

Anne E. Haaker
Deputy State Historic
Preservation Officer

Attachment 6

A teletypewriter for the speech/heaning impaired is available at 217-524-7128. It is not a voice or fax line.
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Section |, Identification, General Information, and Certification

Project Costs and Sources of Funds

) C " Project Costs and Sources of Funds. ﬁg&»éggf,ﬁﬁ;* R

- TOTAL

SUSEOFFUNDS - - . (3] ¢ CLINICALYEE SR NONCLINICAL .-
Preplanning Costs $49,770 $20,230 $70,000
New Construction Contracts $2,165,755 $880,324 $3,031,069
Contingencies $215,509 $87,598 $318,107
Architectural/Engineering Fees $145,755 $59,245 $205,000
Consulting and Other Fees $298,125 $63,568 $361,693
Movable or Other Equipment (not in construction
contracts) $1,178,290 $478,939 $1,657,229
Net Interest Expense During Construction (project $130,738 $53, 141 $183.879
related}
Fair Market Value of Leased Space or Equipment $1,925,829 $1,761,448 $3.687.,277
Other Costs To Be Capitalized
Net Book Value of Existing Equipment $357,599 $145,353 $502,952
Technology Infrastructure $113,760 $46,240 $160,000
Medical Gas $80,000 50 $80,000
Signage $15,287 $6,213 $21,5000
Total Other Costs to be Capitalized $566,646 $197,806 $764,452
TOTAL USES OF FUNDS $6,676,417 $3,602,289 $10,278,706
Attachment -7
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H3A

COMMERCIAL REAL ESTATE

April 16,2012

Mr. Dale Galassie

Chair _

illinois Health Facilities and Services Review
Board

525 West Jefferson Street, 2nd Floor
Springfield, Illinois 62761

Re: Hawthorn Surgery Center
Dear Mr. Galassie:

HSA Commercial Real Estate {“HSA”™) is developing the building that will house the
relocated Hawthorn Surgery Center to be located at Lakeview Parkway and Center Drive in
Vernon Hills, Illinois. The building has not been constructed and will be located on an empty
lot. Based on the site conditions and planned square footage, HSA anticipates the base building
construction costs for the Hawthorn Surgery Center will be $3,687,277. These costs are based
on past projects, anticipated building finishes and design requirements of the City of Vemon
Hills, the Nlinois Department of Public Health, and the Centers for Medicare and Medicaid
Services.

Daniel F. Miranda
President
HSA Commercial Real Estate

233 5. Wacker Drive, Suite 350 | Chicago, IL 60606 | office: 312,332.3555 | fax: 312.332.4122 | www.hsacommercial.com

Attachment 7
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Section [, Identification, General Information, and Certification
Cost Space Requirements

~ Amount of Proposed Total Gross Square

Gross Square Feet o Feet That Is:
g e New - | - : g Vacated
! Dept. f Area Cost ~ Existing | Proposed Const. _lb_‘lf_ciernrzed- Asls _Space _
REVIEWABLE
ASTC 36,676,417 7,955 7,955
Total Clinical $6,676,417 7,955 7,955
NON
REVIEWABLE
Administration,
Waiting Room,
Reception, $3,602,289 7.276 7.276

Medical Records

Total Non-clinical $3,602,289 7,276 7.276
TOTAL $10,278,706 15,231 15,231
Attachment — 9
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Section (|, Discontinuation

Criterion 1110.130{a), General

1. The Applicants seek authority from the Health Facilities and Services Review Board (the “Board”} to
discontinue, in its entirety, the existing multi-specialty ASTC located at 1900 Hollister Drive,
Libertyville, llinois (the “Existing ASTC"} and establish a new multi-speciaity ASTC with three
operating rooms and one procedure room to be located at Lakeview Parkway and Center Drive,
Vernon Hills, llincis (the “Replacement ASTC").

2. No other clinical services will be discontinued as a result of this project.

3. Anticipated Discontinuation Date: December 31, 2015.

4. The Applicants lease the Existing ASTC from L.J. Sheridan & Co. As a result, the Applicants will
have no controt over the use of the space after discontinuation of the Existing ASTC. Moveable
equipment which remains viable for the operation of the surgery center will be transferred to the
Replacement ASTC.

5. All medical records will be transferred 1o the Replacement ASTC.

6. This project is a relocation of the Existing ASTC and not a discontinuation in its entirety. Therefore,
this criterion does not apply.

Attachment - 10
136706.7

49




Section il, Discontinuation

Criterion 1110.130[b}, Reasons for Discontinuation

The current term of the lease for the Existing ASTC expires on December 31, 2015 and the Applicants do
not desire to renew it on a long term basis due to building deficiencies as it was constructed many years
before the current life safety code requirements were promulgated. The Existing ASTC has been at its
current location for thirty-two years, It is located within a building that includes several businesses. Given
the age and design of the Existing ASTC, building issues put the facility at risk for licensure deficiencies.
The Replacement ASTC will be a new stand alone building, which will allow the Applicants to fully comply
with current life safety code and licensure requirements. Other issues at the Existing ASTC which will be
remedied at the Replacement ASTC include: (1) the flow of male/female changing room into the lounge
is not conducive to one way flow and prevention of cross contamination — the new facility will be
configured under new methods to allow one way fiow; (2) no designated anesthesia work room - the
design of the Replacement ASTC will include an anesthesia work room; (3} the pre-operation area does
not allow for admitting of patients in a timely manner - the new facility will be able to pre-op several
patients, which is vital for efficiency, particularly with short procedures like pain management; {4} the
operating rooms are not optimal for all of the equipment needs of the facility, particularly as new
advances in equipment/medicine occur — the operating rooms at the Replacement ASTC will meet IDPH
licensure requirements; (5) the sterile processing area, does not allow for a circular flow of dirty
instruments into one room for decentamination then passed to another rcom for sterilization — the
Replacement facility will include separate soiled and ¢lean workrooms and a separate sterile storage
reom; (6) lack of space within the facility to hold significant amounts of soited linen or biohazardous waste
- the new facility will include a larger area for soiled linens and bichazardous waste. While the Applicants
have been able to work around these issues to ensure compliance with licensure standards, the Existing
ASTC is by no means optimal and cannot be reconfigured appropriately. In order to remedy these issues
and to better accommodate patients' needs, the Applicants decided to relocate the Existing ASTC
approximately 1 mile from its current site.

Attachment - 10
136706.7
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Section I, Discontinuation

Criterion 1110.130(c}, impact on Access

136706 7

The discontinuation: of the Existing ASTC will not negatively impact access to care. To the contrary, it
will improve access to high quality surgical procedures in a modern ASTC to the residents of Lake
County. As set forth in Section 1110.130(k), the Existing ASTC is located within a building that
includes several businesses. Given the age and design of the Existing ASTC, there are several
issues that will be remedied at the Replacement ASTC. The Replacement ASTC will be built to
comply with current life safety code and licensure standards. Additional issues that will be addressed
by the Replacement Facility include: configuration using néw methods to allow one way through to
prevent cross contamination, an anesthesia work room, a pre-operation area that allows for more
efficient admitting of patients, operating rooms that meet IDPH licensure requirements, separate
soiled and clean waorkrooms and a separate sterile storage room, and a larger area for soiled linens
and biohazardous waste.

As set forth above, the proposed project is for the discontinuation of an existing multi-specialty ASTC
and the establishment of a replacement multi-specialty ASTC with three operating rooms and one
procedure room. Because no discontinuation will occur as a result of the proposed project, this
criterion is not applicable. Nevertheless, the Applicants sent written requests for impact statements to
all facilities located within 45 minutes of the Existing ASTC. The table attached at Appendix 1 lists
the names and addresses of ali existing and approved health care facilities located within 45 minutes
normal travel time of the Existing ASTC to which written requests for an impact statement were sent.
Copies of the written requests for impact statements and the return receipt certificates documenting
that a request for an impact statement was received by all existing and approved dialysis facilities
within 45 minutes normal travel time from the Existing ASTC are attached at Appendices 2 and 3.

Attached at Attachment — 10 are copies of the impact statements received by Hawthorn Surgery
Center.

Attachment — 10
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WESTLAKE

VANGUARD | HGspiaL e

" April 20, 2012

Julie Bell

Hawthom Surgery Center
1900 Hollister Road, Suite 100
Libertyville, [L 60048

Dear Ms. Bell:

I am writing in response to an April 17, 2012 letter regarding Hawthom Surgery Center’s proposed
relocation from 1900 Hollister Drive in Libertyville to Lakeview Parkway and Center Drive in Vernon
Hitls.

Vanguard Westlake Hospital does not expect any adverse impact as a result of this proposed project.

Please contact me if you have any questions.

Sincerely,

William A. Brown, FACHE
Chief Executive Officer

WARB/II

1225 West Lake Straet  Melrose Pork, IL 40160 708-938-7201  www.wihospital.com

4 5‘ Attachment 10



Section I, Background, Purpose of the Project, and Alternatives — Information Requirements
Criterion 1110.230, Background, Purpose of the Project and Alternatives

Background of the Applicant

1. The Applicants are fit, wiling and able and have the qualifications, background and character to
adequately provide the proper standard of health care services for the community., Surgical Care
Affiliates {("SCA") was founded in 1982 and currently operates over 145 surgical facilities in 32 states.
SCA’s missicn is to care for its patients, serve its patients, and improve healthcare in America. To
that end, SCA invests considerable resources in systems and processes that create a significant
impact, including, clinical systems, e.g., clinical toolkits and checklists, clinical training, and detailed
clinical variance apalyses; operating systems, e.g., schedule efficiency, supply chain management,
and benchmarking; and financial systems, e.g., precise case costing and analytics.

SCA's clinical phifosophy focuses first on clinical quality, locally based care and decision making,
continuous improvement and valuation creation. This philosophy has lead to the creation and
adoption of outcome metrics endorsed by the National Quality Forum'; investment in the development
of clinical checklists and toolkits for facilities; development of a clinical training program for
teammates; development of regional and national Quality Councils to promote the sharing of best
practices across SCA facilities; and investment in hundreds of hours of training for SCA’s clinical
leaders. The SCA tool kit is 2 consolidated resource that includes best practices from SCA's 145
facilities, a best practice review checklist, and plan of care resources. Clinical leadership training
consists of quarterly clinical leadership calls and bimonthly regienal clinical calls. The quarterly
clinical leadership calls focus on clinical updates, the latest regulatory and accreditation survey focus
areas, key clinical focus areas with best practice sharing, and clinical exceflence recognition. On the
bimonthly regional clinical calls regicnal clinical leads and Group Directors present clinical content
developed and customized for the region, key clinical indicators, variance reporting, and mitigating fall
hazards. Finally, regional and national Quality Councils provide a forum to facilitate discussion of
improvement opportunities.

A list of health care facilities owned and operated by Surgical Care Affiliates in lllinois is provided in
the table below. Copies of the lllinois Depariment of Public Health (IDPH") license, Medicare
certification, and AAAHC accreditation are attached at Attachment — 1A,

T i TR

R :
o i

Northwest Surgicare 1100 West Central Road, Suite L-4 | Arlington Heights 7000920
Amsurg Surgery Center 998 129th infantry Drive Joliet 7003160
Hawthorn Surgery Center 1900 Hollister Drive, Suite 1900 Libertyville 7001795
Loyola Ambulatory Surgery

Center at Oakbrook, L.P. 1 South 224 Summit Qakbrook Terrace 7002181
Belleville Surgical Center, Ltd. | 28 North 64" Street Belleville 7001175

An authorization permitting HFSRB and IDPH access to any documents necessary to verify
information submitted, including, but not limited to: official records of IDPH or other State agencies;
and the records of nationally recognized accreditation organizations is attached at Attachment — 118.

' National Quality Forum is a nonprofit organization that works to improve the quality of American health
care by building consensus on national pricrities and goals for performance improvement and working
in partnership to achieve them; endorsing national consensus standards for measuring and publicly
reporting performance; and promoting the attainment of national goals through education and outreach

programs.

Attachment — 11
148799.1

b




Page intentionally Left Blank

4']




p—

o

ﬁtﬂte ﬂf Hﬂﬁﬁnmxs 3 um;a he.
Beﬂartmm‘it of Fuhﬂsc E—Eealth

( LICENSE,-PERMIT, CEHTIF!CATION REGISTRATION )

“ Tne poreas, fiim- ar- oorpcraﬁon whose name ﬂppoars o thua camhcate has camptled wn:h tha -
% - provisions,of the finols Sistuies endior-niteg and regulatione and fa hersby aythofized to

. en aila in tha nctrler an Indrpﬂ'tbd balnw ‘.

e T T IR

f Jas:ndundbdieam.'wntyof '\.", SN
: ’rms:manfmm L

2 'p.m Nmre'

05/ 03/ 12

e rm:c.xcms;rs T R
-muLATORY snxc:cu Iﬂlﬂ‘ TR AR PR E

b Emcmm 05/64/»1,1 o

it ]

1 Pr e TBUSINESS ADDRESS -
*Amﬁmrg Surge.ry, Center ; )
. 998 1291 In.’l:'antry Dr:uve .
J’olu.et L 60435 SR

St °

"I .f.r "-_-
W4 ]

It

el Tet rf‘-\' -
-b, . P f *r -\--\(w

—Tbe ﬁnn ni truwncnsc has Mﬂnrenr aamfb’md Prlnled by aumnnw tha S_ﬂh uz unnuu; - 4,-97 ¥e e ]
. & i oy

P o i T T U S,

Attachment 11 A

4%

B



Amsurg Surgery Center
Jolet, 11,

has been Accredited by

The Joint Commission

Which has surveyed this otganization and found it to meet the requitements for the

Ambulatory Health Care Accreditation Program

Accreditation is customarily valid for up to 36 months.

%%WV)Q-, - Orgavization I> #: 452473 W %ﬁf 2.,

[ isabelV. Hoverman, MO, MACP Prnt/Reprint Date: 05/18/11 [Miark R Chasain, MD, FAGR, PP, MPH
! ! President

Chalr, Board of Commissioners
The joint Commission is an independent, not-for-profit, national body that ovessees the safety and quality of heslth care and

other services provided in accfpdited organizations. Information about accredited organizations may be provided directly to
The Joint Cormumission at 1-800-994-6610. Information tegatding acereditation and the aceraditation performance of individual

otganizations can be obtained through The Joint Comraission’s wab site at wwiw jointcommission org.

QENTAL 4 ] %

£ o T

AMA E B
FLLE R T T, el ':‘ Gf% fl-}-ﬁ%.‘%
- By
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ARADTIATICN

This reproductlon of the original aceraditation certificate has basn issued for use n regulatory/payer agency verification of
acareditation by The Joint Commission. Pleass consult Quality Check on Tha Jolnt Commission’s wabsHe to confirm the
organization's current accraditation status ond for a listing of tha organization's locatiens of care.
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CAPS, " Medicare

CENTERS for MIDHGAEE £ MEDICAID SEXVICES

Control Number: 1110319031070
B
Q.
Q

November 29, 2010

Attention: Donna Hankins

Richard L Sharff Jr

Joliet Surgery Center Limited Partnership
3000 Riverchase Galleria Ste 500
Birmingham, AL 35244-2365

Subject: Medicare Provider Enroliment — Confirmation of Change
Joliet Surgery Center Limited Partnership

Dear Mr. SharfY:

We have approved your CMS 855 Medicare enrollment application to change your Medicare
enrollment information.

PTAN: 141005

NPI: 1255397808

Specialty: ASC

Medicare Participation Status: Participating

Effective Date of Change: 05/27/2010

e wv’ e
gs’,.__é‘_; Kg;f? il i+

“‘;sﬁ

4 EtUpdated{Informatmmm
Added Gregory R Cunniff as dlrectorloﬁicer

You must use your NPI on all Medicare claims submissions. Your PTAN will be the required
authentication element for all inquiries to customer service representatives (CSRs), written
inquiry units and the Interactive Voice Response (I'VR) system for inquiries concerning claims
status, beneficiary eligibility and to check status or other supplier related transactions. Your
PTAN therefore should be kept secure. Because the PTAN is not considered a Medicare legacy
identifier, do not report this identifier to the National Plan and Provider Enumeration System
(NPPES) as an “other” provider identification number.

The IVR telephone number for Illinois is 1-877-908-9499. Instructions on how to use the IVR
can be obtained from our web site at: Attp://www.wpsmedicare.com. q

To maintain an active enrollment status in the Medicare program, regulations found at 42 CFR
§424.516 require that you submit updates and changes to your enrollment information to our
office on the appropriate CMS 855 form within specified timeframes.

Wisconsin Physicians Service Insurance Corporation serving as a CMS contractor
P.O. Box 1787 = Madison, WI 53701 » Phone 608-221-4711

hO
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Reportable changes include, but are not limited to changes in: (1) legal business name,
(LBN)/tax identification number (TIN), (2) practice location, (3) ownership, (4)
authorized/delegated officials, (5) changes in payment information such as changes in electronic
funds transfer information, and (6) final adverse legal actions, including felony convictions,
license suspensions or revocations of a health care license, an exclusion or debarment from
participation in a Federal or State health care program, or a Medicare revocation by a different

Medicare contractor.

Information about Medicare provider enrollment changes can be obtained from our web site at
http://’www.wpsmedicare.com,

Providers and suppliers may enroll or make changes to their existing enrollment in the Medicare
program using the Internet-based PECOS or to download the CMS-855 enrollment application,
go to: http:/fwww.cms. hhs. gov/Medicare ProviderSupEnroll.

Please send your paper application, or your signed Certification Statement along with required
documents for Internet-based PECOS to the following address:

Priority Mailing Address

Wisconsin Physicians Service Wisconsin Physicians Service
Medicare Provider Enroliment Medicare Provider Enrollment
P O Box 8248 1707 W. Broadway

Madison, WI 53708-8248 Madison, W1 53713-1834

You must also update your National Provider Identifier (NPI) information maintained with the
National Plan and Provider Enumeration System (NPPES) within 30 days when information
reported to NPPES changes. To make changes to an NPI record, please contact the NPI
Enumerator at Attps.//NPPES.cms.hhs.gov or call the Enumerator at 1-800-465-3203 or TTY 1-
800-692-2326. For more information about NP1 enumeration, visit

http:/fwww.cms. hhs.gov/National ProvidentStand/.

Additional information about the Medicare program, including billing, fee schedules, and
Medicare policies and regulations can be found on our Web site at Attp.//www. wpsmedicare.com
or at the Centers for Medicare & Medicaid Services’ (CMS) Web site at

www, cms. hhs.govhome/medicare.asp.

If you would like to receive e-News messages regarding the most current Medicare Part B news,
you can subscribe to the WPS Medicare Listserv at www.wpsmedicare.com/listserv.

If you are not currently filing claims electronically, please contact our Electronic Data
Interchange (EDI) department for Illinois at 1-877-567-7261. If you have questions regarding
Medicare claims, please call the IVR telephone number shown above or our Customer Service
Department for Illinois at 1-866-234-7340.

5]




Please verify the accuracy of your enrollment information. If you disagree with any portion of
this initial determination or have any questions, you can call our toll-free line at:1-877-908-8476
Monday through Friday between the hours of 8:00 a.m. and 4:00 p.m. (CT). Per regulation 42
CFR 405.874, a provider or supplier may only appeal a denial or revocation decision.

Sincerely,

Medi¢are Provider Enrollment
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ﬁ ACCREDITATION ASSOCIATION
for AMBULATORY HEALTH CARE, ING,

January 12, 2010

Organization #: 74 Accreditation Expires:  October 21,2012
Organization: Bellevilie Surgical Center, LTD dba Beileville Surgical Center

Address: 28 North 64th Street

City, State, Zip: Belleville, 11, 62223

Decision Recipient: Diana Geoghegar Survey Chair:  Roger Schulz, MBA

Survey Contact; Diana Geoghegan Survey Team Member: Melinda Mingus, MD, MBA
Survey Dates: October 5-6, 2009

It is a pleasure to inform you that the Accreditation Association for Ambulatory Health Care, Inc. (AAAHC)
Acereditation Committes has awarded Belleville Surgical Center, LTD dba Belleville Surgieal Center, a three-

year term of acereditation.

Granting acereditation reflects confidence, based on evidence from this recent survey that you meet, and will continue
to demonstrate throughout the accreditation term, the attributes of an accreditable organization as reflected in the
standards found in the Accreditation Handbook for Ambulatory Health Care. The dedication and sffort necessary for
an organization ta be accredited is substantial and the compliancs with those standards implies a commitment to

continual self-evaluation and continuous improvement.

Mermbers of your organization shouid take time to review the enclosed Survey Report:

»  Any standard marked “PC” (Partially Compliant) or “NC” (Non-Compliant) must be corrected promptly,
Subsequant surveys by the AAAHC will seek svidence that deficisncies from this survey were addressed
without delay.

» The Summary Table provides an overview of compliance for each chapter applicable to the organization.
Emghasis for attention should be given to chapters marked “PC" (Partially Compliant) or “NC* (Non-
Compliant).

e Asaguide to the angoing process of self-evaluation, periodically raview the Survey Report to ensure the
organization’s ongoing compliance with the standards throughout the term of accrediration.

« Statements in the “Consultative Comments” sections of the report represent the educational component of the
survey. Such comments may provide suggested approaches for comrecting identified deficiencies.

AAAHC policies and procedures and standards are revised on an annual basis, such revisions become effective
March 1 cach year. Accredited organizations are required 1o maintaln their operations in compliance with the current
AAAHC standards and policies. Therefore, the organization is enconraged 1o visit the AAAHC website,

www aaahe org, for information ptriaining to any revisions to AAAHC policies and procedures and standards.

We hope the survey has been bensficial to your orpanization in identfyying its strengths and opportunities to improve.
AAAHC truats that you will continue to find the accreditation experience meaningful, not only from the benefit of
having carefully reviewed your own operation, but also from the recognition brought forth by your participation in

this survey process.

If you haye any questions or comments about any portion of the acereditation process, please contact the AAAHC
Accreditation Services department at (847) 853-6060.

Improving Health Case Quality Through Acereditarion s350 Old Oschard Road, suvre 200 Tew (847} 653 6060
Skekie, 1llinnit §o077 pax (847) B¢z gonB

94

wwav.aahe.org
info@annhe.ony




Reportable changes include, but are not limited to changes in: (1) legal business name,
(LBN)/tax identification number (TIN), (2) practice location, (3} ownership, (4)
authorized/delegated officials, (5) changes in payment information such as changes in electronic
funds transfer information, and (6) final adverse legal actions, including felony convictions,
license suspensions or revocations of a health care license, an exclusion or debarment from
participation in a Federal or State health care program, or a Medicare revocation by a different
Medicare contractor.

Information about Medicare provider enrollment changes can be obtained from our web site at
hitp:/twww.wpsmedicare.com.

Providers and suppliers may enroll or make changes to their existing enrollment in the Medicare
program using the Internet-based PECOS or to download the CMS-855 enrollment application,
go to: Attp:/fwww.cms. hhs.gov/MedicareProviderSupEnroll.

Please send your paper application, or your signed Certification Statement along with required
documents for Internet-based PECOS to the following address:

Priority Mailing Address

Wisconsin Physicians Service Wisconsin Physicians Service
Medicare Provider Enrollment Medicare Provider Enrollment
P O Box 8248 1707 W. Broadway

Madison, WI 53708-8248 Madison, W} 53713-1834

You must also update your National Provider Identifier (NPI) information maintained with the
National Plan and Provider Enumeration System (NPPES) within 30 days when information
reported to NPPES changes. To make changes to an NPI record, please contact the NPI
Enumerator at https.//NPPES.cms.hhs.gov or call the Enumerator at 1-800-465-3203 or TTY 1-
800-692-2326. For more information about NPI enumeration, visit

http./fwww.cms. hhs.gov/National ProvidentStand/.

Additional information about the Medicare program, including billing, fee schedules, and
Medicare policies and regulations can be found on our Web site at Attp.//www.wpsmedicare.com
or at the Centers for Medicare & Medicaid Services’ (CMS) Web site at

www.cms. hhs. govhome/medicare.asp.

If you would like to receive e-News messages regarding the most current Medicare Part B news,
you can subscribe to the WPS Medicare Listserv at www.wpsmedicare.com/listserv.

If you are not currently filing claims electronically, please contact our Electronic Data
Interchange (EDI) department for Illinois at 1-877-567-7261. If you have questions regarding
Medicare claims, please call the IVR telephone number shown above or our Customer Service
Department for Illinois at 1-866-234-7340.

o]




Please verify the accuracy of your enrollment information. If you disagree with any portion of
this initial determination or have any questions, you can call our toll-free line at:1-877-908-8476
Monday through Friday between the hours of 8:00 a.m. and 4:00 p.m. (CT). Per regulation 42
CFR 405.874, a provider or supplier may only appeal a denial or revocation decision.

Sincerely,
etty Qeisler
Medicare Pravider Enrollment
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Control Number: 1110315062120

eccmber 10, 9
Deccmber 10, 2010 ©609Q

Attention: Donna Hankins
Steven J Hutkai

Northwest Surgicare Ltd

3000 Riverchase Galleria Ste 500
Birmingham, AL 35244-2365

Subject: Medicare Provider Enrollment — Confirmation of Change
Northwest Surgicare Ltd

Dear Mr. Hutkai:

We have approved your CMS 855 Medicare enroliment application to change your Medicare
enrollment information.

PTAN: 210558

NPI: 1164488714

Specialty: ASC

Medicare Participation Status: Participating

Effective Date of Change: 09/27/2010 - 05/08/2009

o ;Updatedﬂnformatlon;';: ié* Z.-:; S
Added Gregory Cuntff - effective 09/‘27!2010

EPEEvious I nformation e aasy

Added Steven Hutkai - effective 05/08/2009

Added Steven Hutkai as authorized official

You must use your NPI on all Medicare claims submissions. Your PTAN will be the required
authentication element for all inquiries to customer service representatives {CSRs), written
inquiry units and the Interactive Voice Response (IVR) system for inquiries concerning claims
status, beneficiary eligibility and to check status or other supplier related transactions. Your
PTAN therefore should be kept secure. Because the PTAN is not considered a Medicare legacy
identifier, do not report this identifier to the National Plan and Provider Enumeration System
(NPPES) as an “other” provider identification number.

The IVR telephone number for Illinois is 1-877-908-9499. Instructions on how to use the IVR
can be obtained from our web site at: Attp.//www.wpsmedicare.com.

Wisconsin Physicians Service Insurance Corporation serving as a CMS contractor
£.0. Box 1787 » Madison, Wt 53701 « Phone 608-221-4711
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To maintain an active enrollment status in the Medicare program, regulations found at 42 CFR
§424.516 require that you submit updates and changes to your enrollment information to our
office on the appropriate CMS 855 form within specified timeframes.

Reportable changes include, but are not limited to changes in: (1) legal business name,
(LBN)/tax identification number (TIN), (2} practice location, (3) ownership, (4)
authorized/delcgated officials, (5) changes in payment information such as changes in electronic
funds transfer information, and (6) final adverse legal actions, including felony convictions,
license suspensions or revocations of a health care license, an exclusion or debarment from
participation in a Federal or State health care program, or a Medicare revocation by a different

Medicare contractor.

Information about Medicare provider enrollment changes can be obtained from our web site at
http:/fwww. wpsmedicare.com.

Providers and suppliers may enroll or make changes to their existing enrollment in the Medicare
program using the Internet-based PECOS or to download the CMS-855 enrollment application,
go to: htip/fwww.cms.hhs.gov/MedicareProviderSupEnroll.

Please send your paper application, or your signed Certification Statement along with required
documents for Internet-based PECOS to the following address:

Priority Mailing Address

Wisconsin Physicians Service Wisconsin Physicians Service
Medicare Provider Enrollment Medicare Provider Enroliment
P O Box 8248 1707 W. Broadway

Madison, W] 53708-8248 Madison, W1 53713-1834

You must also update your National Provider Identifier (NPI} information maintained with the
National Plan and Provider Enumeration System (NPPES) within 30 days when information
reported to NPPES changes. To make changes to an NPI record, please contact the NPI
Enumerator at Atps.//NPPES.cms. hhs.gov or call the Enumerator at 1-800-465-3203 or TTY 1-
800-692-2326. For more information about NPI enumeration, visit
http.//www.cms.hhs.gov/National ProvidentStand/.

Additional information about the Medicare program, including billing, fee schedules, and
Medicare policies and regulations can be found on our Web site at ktip.//www. wpsmedicare.com
or at the Centers for Medicare & Medicaid Services’ (CMS) Web site at

www.cms. hhs.gov/home/medicare.asp.

If you would like to receive e-News messages regarding the most current Medicare Part B news,
you can subscribe to the WPS Medicare Listserv at www.wpsmedicare.com/Tistserv.

I you are not currently filing claims electronically, please contact our Electronic Data
Interchange (EDI) department for Illinois at 1-877-567-7261. If you have questions regarding

L)




Medicare claims, please call the IVR telephone number shown above or our Customer Service
Department for [llinois at 1-866-234-7340.

Please verify the accuracy of your enrollment information. If you disagree with any portion of
this initial determination or have any questions, you can call our toli-free line at:1-877-908-8476
Monday through Friday between the hours of 8:00 a.m. and 4:00 p.m. (CT). Per regulation 42
CFR 405.874, a provider or supplier may only appeal a denial or revocation decision.

Sincerely,

Betty Ggisler
Medicare Provider Enrollment

o
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Loyola Ambulatory Surgery Center

at Qakbrook, L.P.
Oakbrook Terrace, IL

has been Accredited by

The Joint Commission
Which has surveyed this organization and found it to meet the requirements for the
Ambulatory Health Care Accreditation Program

May 18, 2011

Accreditation is customarily valid for up to 36 months.

%Wﬂg‘ Organisation T #452472 W %ﬂ‘ /2.
Mak R, Chassin, MD, FACE MPF, MPH

Ieabel V. Howprraan, MD, MACP Bring/Reprint Dutes S/25/11
Chair. Beard of Commissiouers President

The Joite Commission is an md:gendcm. not-for-profit, natenal body chat oversees che safery and quality of health care.wnd
other services provided in accredited organbations.  infortaation about scoredied organizadons smay be provided direcely
to The Jaoint Commission at 1-800-994-6610. Infortnation regarding accreditation and the acereditation performance of
individual organizations cap be obrained threugh The Joint Commission's web slte ar www.jolntcommission.org.
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CENTERS fur IEDCART & MEDICALD SERYKCES

"M§L - Medicare ,
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Control Number: 1110319031072 D\

November 29, 2010

Attention: Donna Hankins

Steven J Hutkai

Loyola Ambulatory Surgery of Oakbrook LP
3000 Riverchase Galleria Ste 500
Birmingham, AL 35244-2365

Subject: Medicare Provider Enrcllment — Confirmation of Change
Loyola Ambulatory Surgery of Qakbrook LP

Dear Mr. Hutkai:

We have approved your CMS 855 Medicare enrollment apphcatlon to change your Medicare
enrollment information. :

PTAN: 141049

NPI: 1407812498

Specialty: ASC

Medicare Participation Status: Participating

Effective Date of Change' 09/27/2010

-4

: }rUpdated%Infon;l%ztwn s

T

Added Gregory R Cunniff as dlrectOrfoﬁ" icer

You must use your NPI on all Medicare claims submisstons. Your PTAN will be the required
authentication element for all inquiries to customer service representatives (CSRs), written
inquiry units and the Interactive Voice Response (IVR) system for inquiries concerning claims
status, beneficiary eligibility and to check status or other supplier related transactions. Your
PTAN therefore should be kept secure. Because the PTAN is not considered a Medicare legacy
identifier, do not report this identifier to the National Plan and Provider Enumeration System
(NPPES) as an “other” provider identification number.

The IVR telephone number for Illinois is 1-877-908-9499, Instructions on how to use the IVR
can be obtained from our web site at: hltp.//www.wpsmedicare.com. q

To maintain an active enrollment status in the Medicare program, regulations found at 42 CFR
§424.516 require that you submit updates and changes to your enrollment information to our
office on the appropriate CMS 855 form within specified timeframes.

Wisconsin Physictans Service Insurance Corporation serving as a CMS contractor
P.O. Box 1787 » Madison, W1 53701 « Phone 608-221-4711
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Reportable changes include, but are not limited to changes in: (1) legal business name,
(LBN)/tax identification number (TIN), (2) practice location, (3) ownership, (4)
authorized/delegated officials, (5) changes in payment information such as changes in electronic
funds transfer information, and (6) final adverse legal actions, including felony convictions,
license suspensions or revocations of a health care license, an exclusion or debarment from
participation in a Federal or State health care program, or a Medicare revocation by a different
Medicare contractor.

Information about Medicare provider enrollment changes can be obtained from our web site at
http:/fwww.wpsmedicare.com.

Providers and suppliers may enroll or make changes to their existing enrollment in the Medicare
program using the Internet-based PECOS or to download the CMS-855 enrollment application,
go to: Attp:/fwww.cms. hhs.gov/Medicare ProviderSupEnrol].

Please send your paper application, or your signed Certification Statement along with required
documents for Intemet based PECOS to the following address:

Priority Madmg Address

Wisconsin Physicians Service Wisconsin Physicians Service
Medicare Provider Enrollment Medicare Provider Enrollment
P O Box 8248 1707 W. Broadway

Madison, WI 53708-8248 Madison, W] 53713-1834

You must also update your National Provider Identifier (INPI) information maintained with the
National Plan and Provider Enumeration System (NPPES) within 30 days when information
reported to NPPES changes. To make changes to an NPI record, please contact the NPI
Enumerator at Attps://NPPES.cms.hhs.gov or call the Enumerator at 1-800-465-3203 or TTY 1-
800-692-2326. For more information about NPI enumeration, visit

htip./fwww.cms. hhs.gov/National ProvidentStand/.

Additional information about the Medicare program, including billing, fee schedules, and
Medicare policies and regulations can be found on our Web site at Attp://www.wpsmedicare.com
or at the Centers for Medicare & Medicaid Services’ (CMS) Web site at

www.cms. hhs.govthome/medicare.asp.

If you would like to receive e-News messages regarding the most current Medicare Part B news,
you can subscribe to the WPS Medicare Listserv at www.wpsmedicare.com/listserv.

If you are not currently filing claims electronically, please contact our Electronic Data
Interchange (EDI) department for [llinois at 1-877-567-7261. If you have questions regarding
Medicare claims, please call the IVR telephone number shown above or our Customer Service
Department for Illinois at 1-866-234-7340.
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Please verify the accuracy of your enrollment information. If you disagree with any portion of
this initial determination or have any questions, you can call our toll-free line at:1-877-908-8476
Monday through Friday between the hours of 8:00 a.m. and 4:00 p.m. (CT). Per regulation 42
CFR 405.874, a provider or supplier may only appeal a denial or revocation decision.

Sincerely,

Betty fisler
Medicire Provider Enrollment
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Surgical Care Affiliates

April 12,2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Iilinois 62761

Dear Chairman Galassie:

I hereby certify under penalty of perjury as provided in § 1-109 of the Hllinois Code of
Civil Procedure, 735 ILCS 5/1-109 that no adverse action has been taken against any facility
owned or operated by Surgical Care Affiliates, LLC in Illinois during the three years prior to
filing this application.

Additionally, pursuant to 77 [ll. Admin. Code § 1110.230(a)(3)(C), [ hereby authorize the
Health Facilities and Services Review Board (“HFSRB”) and the Illinois Department of Public
Health (“IDPH”) access to any documents necessary o verify information submitted as part of
this application for permit. I further authorize HFSRB and IDPH to obtain any additional
information or documents from other government agencies which HFSRB or IDPH deem
pertinent to process this application for permit.

Sincerely,

AL

Richard L. Sharff, Jr.

Executive Vice President & General Counsel
Surgical Care Affiliates, LLC

Hawthorn Place Qutpatient Surgery Center, L.P

Subscribed and sworn to me
Thist2Z day of ¢ z,‘“"f ,2012

motary Publi€ S ?

Attachment 11B

3000 Riverchase Galleria,




Section I, Background, Purpose of the Project, and Alternatives -~ Information Requirements

Criterion 1110.230, Background, Purpose of the Project and Alternatives

Purpose of the Project

1.

The Applicants seek to relocate their existing multi-specialty ambulatory surgical treatment center
("ASTC") approximately 1 mile {or 4 minutes) from its current location at 1900 Hollister Drive,
Libertyville, lllinois. The current term of the lease for the existing ASTC will expire on December 31,
2015. The Existing ASTC has been at its current location for thirty-two years. It is focated within a
building that includes several businesses. Given the age and design of the Existing ASTC, building
issues put the facility at risk for licensure deficiencies. The Replacement ASTC will be in a stand
alone building, which will allow the Applicants to fully comply with all current life safety code and
licensure standards in new construction.

Other issues at the Existing ASTC will be remedied by the Replacement ASTC. For example, the
flow of male/female changing room into the lounge is not conducive to one way flow and prevention of
cross contamination. The new facility will be configured under new methods, allowing one way flow.
The Existing ASTC has no designated "anesthesia work room.” The design of the Replacement
ASTC will include an anesthesia work room as required by American Institute of Architects standards
for ASTCs performing general surgery. The pre-operation area does not allow for admitting patients
in a timely manner. The new facility will be able to pre-op several patients, at a time, which is vital for
efficiency, particularly with short procedures like pain management. The operating rooms are not
optimal for all of the equipment needs of the facility, particularly as new advances in
equipment/medicine occur. The operating rooms will meet IDPH licensure requirements. The sterile
processing area does not allow for a circular flow of dirty instruments into one room for
decontamination then passed to another room for sterilization. The Replacement facility will inciude
separate soiled and clean workrooms and a separate sterile storage room. The Existing ASTC lacks
space to hold significant amounts of soiled linen or bichazardous waste. The new facility will include
a larger area for soiled linens and bichazardous waste,

Moreover, The Replacement ASTC will offer residents of Lake County and surrounding areas surgical
services not otherwise provided in an ASTC setting in Lake County. Excluding the Existing ASTC,
there are thirteen surgical facilities (six hospitals and seven ASTCs) within the Replacement ASTC's
GSA. Importantly, based upon the Board's 2010 Annua’l Hospital Questionnaire, average utilization
of the existing hospitals within the GSA is 80%. As set forth in the physician referral letters attached
at Appendix 1, approximately 3,358 procedures will be performed at the Replacement ASTC during
the first year after project completion. Given the high utilization at the existing hospitals, patients may
find it difficult to schedule surgical procedures at an existing hospital at an optimal time, and a
scheduled procedure may often be postponed 1o accommadate a patient with an urgent or emergent
condition. Establishment of a modern, state-of-the art ASTC will allow procedures appropriate for an
ASTC setting to move from hospital outpatient departments {("HOPD"} to the Replacement ASTC
thereby allowing hospitals to focus on mere urgent and complex cases.

Additionally, HOPDs are more costly, less efficient and less convenient than ASTCs. As set forth in
the letter from the ASC Advocacy Committee to Secretary Sebelius regarding implementation of a
value-based purchasing system for ASTCs, ASTCs are efficient providers of surgical services. See
Attachment — 12A. ASTCs provide high quality surgical care, excellent outcomes, and high level of
patient satisfaction at a lower cost than HOPDs. Surgical procedures performed in an ASTC are
reimbursed at lower rates than HOPDs and result in lower out-of-pocket expenses for patients.
Furthermore, patients often report an enhanced experience at ASTCs compared to HOPDs due, in
part, to easier access to parking, shorter waiting times, and ease of access into and out of the
operating rooms. Finally, surgeons are more efficient due to faster turnover of operating rooms,
designated surgical times without risk of delay due to more urgent procedures, and specialized
nursing staff. As a result of these efficiencies, more time can be spent with patients thereby
improving the quality of care. Given the benefits of ASTCs, this relocation will benefit area residents.

Attachment — 12
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According to the 2010 U.S. Census, there are over 14 million residents in the GSA and only 8
ASTCs, this ASTC will serve a large number of patients. 2

Further, no ASTC within the GSA currently provides the full spectrum of surgical procedures to be
performed at the Replacement ASTC. Specifically, five of the seven facilities are limited specialty
facilities and cannot perform orthopedic, neurology, otolaryngology, podiatry, dermatology, and
oral/maxillofacial surgical procedures. Additionally, ane multi-specialty ASTC, Ritacca Laser Center
(*Ritacca’), is only authorized to provide ophthalmology, plastic surgery and pain management.
Importantly, there will be little overlap between the services provided at Ritacca and the Replacement
ASTC.? Finally, the only other true multi-specialty ASTC in the GSA, Golf Surglcal Center, is located
near the far southern boundary of the GSA. Therefore, patients residing in Northern Lake County,
who would be served by the Replacement ASTC, would have to travel 45 minutes to over an hour to
have procedures performed at Golf Surgical Center.

The Replacement ASTC is needed to provide area residents with a high-quality, low cost aiternative
to HOPDs like the current location offers. Relocating the Existing ASTC to a modern, state of the art
facility, will allow physicians to perform more complex cases in an ASTC setting.

Hawthorn Surgery Center is an existing multi-specialty ASTC primarily serving residents in Lake
County. A map of the market area for Hawthorn Surgery Center is attached at Attachment — 12B.
The market area consists of those lllinois areas within 30 minutes normal travel time of Hawthorn
Surgery Center. Travel times to and from Hawthom Surgery Center to the market area borders are

as follows:

East: Approximately 16 minutes normal travel time to Lake Michigan
Southeast: Approximately 30 minutes normal travel time to Glenview
South; Approximately 30 minutes normal travel time to Mount Prospect
Southwest: Approximately 30 minutes normal travel time to Barrington
West: Approximately 30 minutes normal travel time to Cary

Northwest; Approximately 30 minutes normal travel time to Fox Lake
North: Approximately 30 minutes nermal trave! time to Antioch
Northeast: Approximately 30 minutes to Waukegan

This project is needed to improve access to ambulatory surgical services to patients residing in Lake
County and the surrounding area. As set forth above, no ASTC in the GSA currently offers the full
range of surgical procedures to be provided at the Replacement ASTC. While there are six hospitals
within 30 minutes of the Replacement ASTC, procedures performed in HOPDs are more expensive to
patients and payors. Accordingly, the proposed project is needed to provide patients residing in Lake
County and the surrounding area access to surgical services in a cost effective, high quality ASTC
setting.

As set forth above, no ASTC in the GSA offers the full range of surgical precedures to be provided at
the Replacement ASTC. The proposed project will provide a lower cost alternative to HOPDs for the
residents of Lake County and surrounding areas.

The goal of this project is to increase access to surgical services in a cost effective, high gquality
ASTC setting to patients residing in Lake County and surrounding areas.

2 The City of Chicage has 2.7 million residents and 22 ASTCs, or one ASTC per 122,527 residents;
compared to Hawthorn's GSA, 1.4 millions residents and 8 ASTCs, or one ASTC per 176,324 residents.

® The Replacement ASTC will not provide ophthalmology or plastic surgery.

148799.1
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STATE ATTORNEYS GENERAL
A Communication From the Chief Legal Officers
Of the Following States and Territories:

Alabama * Alaska * California * Colorade * Connecticut * Florida * Georgia
Guam * Kansas * Kentucky * Louisiana * Maine * Massachusetts
Mississippi * Missouri * Montana * Nebraska * New Jersey
New Mexico * North Dakota * Oklahoma * Pennsylvania * Rhode Island
South Carolina * South Dakota * Tennessee * Utah * Virginia
Washington * West Virginia * Wyoming

August 20, 2009
Via Facsimile

The Honorable Kathleen Sebelius
Sccretary
Department of Health and Human Services

Dcar Sccrefary Sebelius,

As Attorncys General we take seriously our statutory duty to protect consumers. Of particular
concem is carc for the elderly and disabled, particularly those who find themselves in nursing
homes.

Regrettably not all nursing homes in our country provide the same high quality of carc that we
would want for the elderly. As a result it is vitally important that family members have at their
disposal accurate factual information to assist them in making the difficult and often painful
decision regarding placement of their loved one,

We have no objection to the present criteria used by CMS for evaluating nursing homes. Nor
would we advocate changes that would compromise a strong assessment of nursing home
proficiency and quality. However, we strongly support a nationwide critcrion-referenced
cvaluation methodology for establishing proficicncy at all levels for nursing homes as opposed to
the normative state-by-state methodology presently utilized by CMS. The correct and appropriate
criterion-referenced evaluation methodology would gauge the success or failure of a given
nursing homge by an absolute national standard.

While the current Five Star System for rating nursing homes unveiled by CMS on December 18,
2008 establishes nationwide criteria for nursing homes, it uscs a normative methodology with
fixed quotas to determine individual nursing home ratings on a state-by-state basis making 1t
impossible to cvaluate nursing homes across state lines. As a result of the current Five Star
methodology, comparison of individual nursing home ratings can be mislcading and create
significant confusion for consumers.

In the interest of consumers as well as providers, we believe it imperative that the current Five
Star System be suspended temporarily and revised using a more appropriate criterion-referenced
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evaluation methodology. Fortunately, CMS’ Nursing Home Compare System that was in place
before Five Star remains available to consumers as a tool for nursing home selection during what
should be a short revision process. When the revised system is ready to be announced we arc
prepared as consumer advocates tn our respective states to help educate consumers about the
cxistence of the revised system and the importance of using it as a part of their decision making

process in choosing a nursing home.

Thank you for your consideration of this request.

Sinccrely,

W Gty

Martha Coakley
Attorney General of Massachusclts

Troy King
Attorney General of Alabama

Ehand B, ;?ﬁdw%

Edmund G. Brown, Jr.
Attorncy General of California

Richard Blumenthal
Attorney General of Connecticut

WeurdeX & Bakon

Thurbert E. Baker
Attorney General of Georgia

(e <

William C. Mims
Attorney General of Virginia

Danicl S. Sullivan
Attorney General of Alaska

Ot St

John W. Suthers
Attorney General of Colorado

Py

Bill McCollum
Attorney Genceral of Florida

Rl f T i

Alicia G. Limtiaco
Attorney General of Guam
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Steve Six
Attorney Gencral of Kansas

s

James D. Caldwell
Attorney General of Louisiana

Cw%\aﬁ

Jim Hood
Altorney General of Mississippi

7

Steve Bullock
Attorney General of Montana -

Annc Milgram
Attorncy General of New Jersey

W@- ,

Wayne Stenchjem
Atlorncy General of North Dakota

4;21 %
Jack Conway .
Attorney General of Kentucky

G

Janct T. Mills
Attorncy General of Maine

L Lob—

Chris Koster
Attorney General of Missouri

(oo

Jon Bruning
Attorney General of Nebraska

Gary King

Attorney General of New Mexico

m%«é——

W.A. Drew Edmondson
Attorney General of Oklahoma
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Tom Corbeit
Attorney General of Pennsylvania

/%ﬂk %if%bfﬁ:

Henry McMaster
Attorney General of South Carolina

Robert E. Cooper, Jr.
Attorney General of Tennessce

WJ’ IV\ %:‘Q/VLW"M-

Rob McKenna
Attorney General of Washington

el es -

Bruce A. Salzburg
Aitorney General of Wyoming

(s i

Patrick C. Lynch
Attorney General of Rhode Island

Pt

Lawrence Long
Attorney General of South Dakota

P

Mark L. Shurtleff
Attomey General of Utah

Darrell V. McGraw, Jr.
Attorney General of West Virginia




Hawthorn Surgery Center GSA
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Section I, Background, Purpose of the Project, and Alternatives - Information Requirements
Criterion 1110.230, Background, Purpose of the Pro|ect and Alternatives

Alternatives

The Applicants explored three options prior to determining to relocate Hawthorn Surgery Center. The
options considered are as follows:

» Continue the status quo;

» Replace the Existing ASTC at the current location; and

« Relocate the Existing ASTC.
After exploring these options, which are discussed in more detail below, the Applicants decided to
relocate the Existing ASTC. A review of each of the oplions considered and the reasons they were

rejected follows.,

Continue the Status Que

The first alternative considered was to maintain the status quo, whereby the Existing ASTC would
continue to operate at it current location.

As set forth in Section ll, the lease for the Existing ASTC will expire on December 31, 2013. The Existing
ASTC has been at its current iocation for thirty-two years. It is located within a building that inciudes
several businesses. Given the age and design of the Existing ASTC, buitding issues put the facility at risk
for licensure deficiencies. The Replacement ASTC will be a stand alone building, which will allow the
Applicants to more easily comply with licensure standards and aflow for quicker resolution of building
issues as property management approval will not be required. Other issues at the Existing ASTC include:
{1) the flow of male/female changing room into the lounge is not conducive to one way flow and
prevention of cross contamination; {2} no designated anesthesia work roem; (3) the pre-gperation area
does not allow for admitting patients in a timely manner; (4) the operaling rooms are not optimal for all of
the equipment needs of the facility, particularly as new advances in equipment/medicine occur; {5) the
sterile processing area, does not allow for a circular flow of dirty instruments into one room for
decontamination then passed to ancther room for sterilization; (6) lack of space within the facility to hold
significant amounts of soiled linen or biochazardous waste.

While the Applicants have been able to work around these issues to ensure to ensure compliance with
jicensure standards, the Existing ASTC is by no means optimal. As the facility continues to grow, it will
become more difficult to comply with IDPH licensure standards. In order to remedy these issues and to
better accommodate patients’ needs, the Applicants decided to relocate the Existing ASTC approximately
1 mile from its current site.

Repiace the Existing ASTC at the Current Location

The Applicants considered replacing the Existing ASTC at the current location. As set forth throughout
this application, the Existing ASTC is located within a building that includes sixteen other tenants.
Demolition and replacement of the current building that houses the Existing ASTC would displace not
only the Applicants but other tenants of the landlord as well. This would be inconvenient and costly to the
Applicants, existing tenants, and their patients as all current tenants would need to relocate to temporary
space during demolition and construction. Moreover, the Applicants do not own the building and cannot
compe! the landlord to replace the existing building.

Attachment - 13
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Relocate the Existing ASTC

As set forth above, the Existing ASTC has been at its current location for over 32 years. It is located
within a building that includes several businesses. Given the age and design of the Existing ASTC, there
are several issues that will be remedied by the Replacement ASTC. The Replacement ASTC will be a
stand alone building, which will allow the Applicants to more easily comply with licensure standards and
allow for quicker resolution of building issues as property management approval will not be required.
Additional issues that wili be addressed by the Replacement Facility include: configuration using new
methods to allow one way flow to prevent cross contamination, an anesthesia work room, a pre-operation
area that allows for more efficient admitting of patients, operating rooms that meet IDPH licensure
requirements, separate soiled and clean workrooms and a separate sterile storage room, and a larger
area for soiled linens and bichazardous waste.

Further, no ASTC within the GSA currently provides the full spectrum of surgical procedures to be
performed at the Replacement ASTC. Specifically, five of the seven facilities are limited specialty
facilities and cannot perform orthopedic, neurclogy, otolaryngology, podiatry, dermatology, and
oral/maxillofacial surgical procedures. Additionally, Ritacca, a multi-specialty ASTC, is only authorized to
provide ophthalmology, plastic surgery and pain management. Importantly, there will be little overlap
between the services provided at Ritacca and the Replacement ASTC.* Finally, the only other true muiti-
specialty ASTC in the GSA, Golf Surgical Center, is located near the far southern boundary of the GSA.
Therefore, patients residing in Northern Lake County, who would be served by the Replacement ASTC,
would have to travel 45 minutes to over an hour to have procedures performed at Golf Surgical Center.
Accordingly, a modern state-of-the-art multi-specialty ASTC is needed to serve the residents of Lake
County.

Therefore, to befter serve the needs of the residents of Lake County and the surrounding area, the
Applicants decided to relocate the Existing ASTC.

* The Replacement ASTC will not provide ophthalmology or plastic surgery.
. Attachment 13
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Section IV, Project Scope, Utilization, and Unfinished/Shell Space
Criterion 1110.234, Project Scope, Utilization, and Unfinished/Shell Space

Size of the Project

The Project proposes to discentinue the Existing ASTC and establish the Replacement ASTC with 3
operating rooms, one procedure room and 14 recovery stations. Pursuant to Section 1110, Appendix B
of the HFSRB's rules, the State standard is 1,660 to 2,200 gross square feet per operating room and 180
gross square feet per recovery station for a total of 9,160 to 11,320 gross square feet for three operating
rooms, one procedure room and 14 recovery stations. The gross square footage of clinical space will be

7,955 gross square feet. Accordingly, the size of the ASTC is below the State standard.

T T

Table 1110.234(a)
SIZE OF PROJECT

| DEPARTMENT/SERVICE PROPQSED STATE . DIFFERENCE MET j
i _ BGSFIDGSF ___ STANDARD . |, = STANDARD?
ASTC 7,855 9,160 — 11,320 1,205 Yes
Attachment — 14
136706.7




Section IV, Project Scope, Utilization, and Unfinished/Shell Space
Criterion 1110.234, Project Scope, Utilization, and Unfinished/Shell Space

Project Services Utilization

By the second year after project completion, the ASTC's annual utilization shall meet or exceed HFSRB's
utilization standards. Pursuant to Section 1110, Appendix B of the HFSRB's rules, utilization for
ambulatory surgical treatment centers is based upon 1,500 hours per operating/procedure room. Based
upen historical utilization and projected procedures documented in the physician referral letters attached
at Appendix 1 approximately, 3,358 procedures will be performed at the ASTC within the first year after
project completion. Based upon current experience, the estimated procedure time, including prep and
cleanup, is approximately 90 minutes. As a result, 5,037 surgical hours are projected for the first year
after project completion, which is sufficient to support the need for three operating rooms and one
procedure room.

T ' - "~ Table 1110.234(b)"
UTILIZATION :
DEPT./ HISTORICAL .PROJECTED | ' .STATE MET

- SERVICE UTILIZATION UTILIZATION | STANDARD STANDARD?
' {PATIENT DAYS) , . .
! {TREATMENTS) S I
i , . _ ETC. i R ) -

YEAR 1 ASTC 3,056 procedures 5,037 hours 4,500 hours Yes

YEAR 2 ASTC 3,056 procedures 5,037 hours 4,500 hours Yes

Attachment - 15
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Section IV, Project Scope, Utilization, and Unfinished/Shell Space
Criterion 1110.234{c), Unfinished or Shell Space

This project will not include unfinished space designed to meet an anticipated future demand for service.
Accordingly, this criterion is not applicable.

Attachment - 16
136706.7

o




Section IV, Project Scope, Utilization, and Unfinished/Shell Space
Criterion_1110.234(d}, Assurances

This project will not include unfinished space designed to meet an anticipated future demand for service.
Accordingly, this criterion is not applicable,

Attachment - 17
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Section VI, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery
Criterion 1110.1540(b}, Target Population

a. Attached as Attachment — 27A is a map outlining Hawthorn Surgery Center's intended geographic
service area (“GSA™). The GSA consists of those lllinois areas within 30 minutes normal travel time

of Hawthorn Surgery Center, or approximately 17.5 miles.

b. As set forth in Criterion 1110.230, Hawthorn Surgery Center currently serves the area within 30
minutes travel time of the facility. The estimated population is provided in Table 1110.1540(b) betow.

T .7 ooy Table 1110.1540(bytsii T g
Zin- F o “}';rﬁ.-{g et R | % =
‘T’Cocgéf‘_ H ’RE‘%’%‘“?M& §Ppu ation

60004 | Arlington Heights 50,582
60005 | Arlingten Heights 29,308
60008 | Rolling Meadows 22717
60010 | Barrington 44 085
60013 | Cary 26,872
80015 | Deerfield 26,800
60016 | Des Plaines 59,690
60018 | Des Plaines 30,099
60020 | Fox Lake 9,825
680021 | Fox River Grove 5645
60022 | Glencoe 8,153
60025 | Glenview 39,105
60026 | Glenview 13,335
60029 | Golf 482
60030 | Grayslake 36,056
60031 | Gurnee 37,047
60035 | Highland Park 29,763
60040 | Highwood 5,431
60041 | Ingleside 9,250
60042 | Island Lake 8,547
60044 | Lake Bluff 9,792
60045 | Lake Forest 20,925
60046 | Lake Villa 35111
60047 | Lake Zurich 41 669
60048 | Libertyville 29,095
60053 | Morton Grove 23,260
60056 | Mount Prospect 55,219
60061 | Vernon Hills 25,748
80062 | Northbrook 39,936
800684 | North Chicago 15,407
60067 | Palatine 38,585
60068 | Park Ridge 37,475
60069 | Lincolnshire 8,384
B0070 | Prospect Heights 16,001
60073 | Round Lake 60,002
60074 | Palatine 38,985
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.~Table 1110.1540(b) i ék@*ﬁ?‘%
le f?’ﬁggﬁw.* ! 15

Code ~ HICHy s _Po;‘aulatlon
60076 Skokle 33,415
60077 | Skokie 26,825
60083 [ Wadsworth 9,838
60084 | Wauconda 16,771
60085 | Waukegan 71,714
60087 | Waukegan 26,978
60088 | Great Lakes 15,761
60089 | Buffalo Grove 41,633
60090 | Wheeling 37,633
60091 | Wilmette 27020
60093 | Winnetka 19,670
60099 | Zion 31,104
60173 | Schaumburg 12,217
60176 | Schiller Park 11,795
60195 | Schaumburg 4,769
60203 | Evanston 4,523
60714 | Niles 28,931
Total 1,410,593

Source: U.S. Census Bureau, Census 2010,
availabie at
http:/ffactfinder2.census.govifaces/tablesery
icesfjsfipages/productview. xhtml?src=bkmk

American

(last visited Feb. 7, 2012 ).

Factfinder

¢. Pursuant to Section 1110.1540(b) of the HFSRB's rules, the intended GSA can be no less than 30
minutes and no greater than 60 minutes normal travel time from the proposed ASTC. As set forth
throughout this application, the intended GSA consists of those areas within 30 minutes normat travel

{ime of Hawthorn Surgery Center.
are as follows:

1367067

East: Approximately 16 minutes normal travel time to Lake Michigan
Southeast: Approximately 30 minutes normal travel time to Glenview
South: Approximately 30 minutes normal travel time to Mount Prospect
Southwest. Approximately 30 minutes normal travel time to Barrington
West: Approximately 30 minutes normal travel time to Cary
Northwest: Approximately 30 minutes normal travel time to Fox Lake
North: Approximately 30 minutes normal travel time to Antioch
Northeast: Approximately 30 minutes normal travel time to Waukegan

19

Trave! times from Hawthorn Surgery Center to the GSA borders
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Section Vil, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery
Criterion 1110.1540(c}, Projected Patient Volume

Physician referral letters providing the number of patients referred to health care facilities within the past
12 months and the projected referrals to the Replacement ASTC are attached at Appendix 1. A summary
of the physician referral letters is provided in Table 1110.1540{c).

~ Table 1110.1540{c) =

Cases Performed

Anticipated
Referrals to

g1

.in the Last 12 Hawthorn Surgery
Specilalty Hospital/lLicensed ASTC | Months ___Center
Qrthopedics Hawthorn Surgery Center 2,559 2,559
Orthopedics Victory Memorial Hospital 639 0
Orthopedics Lake Forest Hospital 1,424 0
Orthopadics Advocate Condell Hospital 417 0
Qrthopedics St. Joseph Hospital 17 0
QOrthopedics Resurrection Hospital 1 0
Qrthopedics illingis Masonic Hospital 2 0
Crthopedics Northwestern Grayslake Surgical Center 45 0
Qrthopedics Glenbrook Hospital 1 0
QOrthopedics Golf Surgical Center 4 0
lliincis Sports Med & Ortho Surgery
Qrthopedics Center 190 0
QOrthopedics Lutheran General Hospital 35 0
Qrthopedics Highland Park Hospital 15 0 _
i Total Orthopedics '_ — N 5350 2,559 1
Podiatry Hawthorn Surgery Center 54 116
Podiatry Chicago Same Day Surgery Center 5 0
Podiatry Lake Forest Hospital 2 0
Podiatry §t. Elizabeth Medical Center 35 0
Podiatry lllingis Masonic Hospital 8 Q
Podiatry K&G Surgery Center 14 0
Podiatry Alexian Brothers 3 0
Podiatry Belmont Harlem Surgery Center 25 0
i Total Podiatry - - 146 116 __ |
Pediatric Dentistry Hawthorn Surgery Center 18 18
Total Pediatric ™ - T " — e e
Dentistry . __ o o187, N 18
Pain Management Hawthorn Surgery Center 412 412
Pain Management Advocate Condell Hospital 11 0
_Pain Management Lutheran General Hospital 459 0
; Total Pain T oTTTTe T e
{ Management _ _ L ... ._1B82 _ 412
Otolaryngology Lutheran General Hospital 934 92
Otolaryngology Golf Surgical Center 316 34
Otolaryngology Highland Park Hospital 64 64
Otolaryngology Advocate Condell Hospital 60 60
Otolaryngology Glenbrook Hospital 21 0
Otolaryngology Skokie Hospital 5 0
Attachment — 27
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" Table 1110.1540{c})

!

i - o Anticipated

: Cases Performed Referrals to

_in the Last 12 Hawthorn Surgery
__ Specialty HospitaliLicensed ASTC Months © __ Center

Otolaryngology Rush University Medical Center 79 0
Otolaryngology Children’s Memorial Hospital 14 0

_Total Otolaryngology . 1493~ 250
Gynecology Hawthorn Surgery Center 3 3
Gynecology Advocate Condell Hospital 77 0
Total Gynecology 80 3

“Total _ e L 7,969 | 3358

136706.7
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Section VI, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery
Criterion 1110.1540{d), Treatment Room Need Assessment

a. As stated throughout this application, the Applicants propose to discontinue their existing ASTC and
establish a replacement ASTC with three operating rooms and one procedure room.

k. The Applicants estimate average length of time per procedure will be 9C minutes. This estimate
includes 30 minutes for prep and clean up.

Attachment - 27
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Section VI, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery
Criterion 1110.1540{¢e}, Impact on Other Facilities

a. A copy of the letter sent to area surgical facilities regarding the Project's impact on their workload is
attached at Appendix 1.

b. The list of the facilities contacted is attached at Appendix 2.

¢. MapQuest printouts with the time and distance to each facility within 30 minutes normal travel time of
Hawthorn Surgery Center are attached at Appendix 3.

d. Copies of the registered mail receipts are attached at Appendix 4.

Attachment - 27
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Section VII, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery
Criterion 1110.1540(f}, Establishment of New Facilities

As previously discussed in Criterion 1110.230, the Applicants propose to discontinue their existing multi-
specialty ASTC and establish a new multi-specialty ASTC with three operating rooms and one procedure
room. The Existing ASTC has been at its current location for thirty-two years and was constructed prior to
many changes in the life safety code physical plant requirements. Given the age and design of the
Existing ASTC, building issues put the facility at risk for licensure deficiencies. The Replacement ASTC
will be in a newly constructed building, and it wilt be built to comply with current health care facility life
safety and design codes,

The new building will offer residents of Lake County and surrounding areas surgical services not
otherwise provided in an ASTC setting in Lake County, Excluding the Existing ASTC, there are thirteen
surgical facilities (six hospitals and seven ASTCs) within the ASTC's GSA. Based upon the Board's 2010
Annual Hospital Questionnaire, average surgical utilization of the existing hospitals within the GSA is over
1500 surgical hours per operating room. As set forth in the physician referral letters attached at Appendix
1, approximately 3,358 procedures will be performed at the ASTC during the first year after project
completion.

HOPDs are more costly, less efficient and less convenient than ASTCs. As it is local physicians who are
employed by the healfth systems in the area that have difficulty procuring block time in the area hospital
surgical suites, the ASTC will allow physicians to schedule their surgeries to maximize efficiency. ASTCs
provide high quality surgical care, excellent outcomes, and high levet of patient satisfaction at a lower
cost than HOPDs. Surgical procedures performed in an ASTC are reimbursed at lower rates than
HOPDs and result in lower out-of-pocket expenses for patients. Furthermore, patients often report an
enhanced experience at ASTCs compared to HOPDs due, in part, to easier access to parking, shorter
waiting times, and ease of access into and out of the operating rooms. Finally, surgeons are more
efficient due to faster turnover of operating rooms, designated surgical times without risk of delay due to
more urgent procedures, and specialized nursing staff. As a result of these efficiencies, more time can be
spent with patients thereby improving the quality of care. While the Applicants’ patients currently realize
many ASTC benefits, the Applicants’ facility needs to be redesigned and rebuilt.

Attachment — 27
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Section VII, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery
Criterion 1110.1540{q), Charge Commitment

a. A list of the procedures to be performed at Hawthorn Surgery Center with the proposed charges
is provided in Table 1110.1540(g) below.

R »;%? "";".” Table 1110,1540(g), '
HE B ! v‘»a; i ST 5@«, Ty A R e
LN 5 Sk Hawthorn Surgerg.ir Center Fee Sche El;e_
| 'pode - R “”am, Descnptlon el o e e Charge
20605 ARTHROCENTESIS ASPIR&/INJECTION INTERM JT/BURSA 3,650.00
20610 ARTHROCENTESIS ASPIR&/INJECTION MAJOR JT/BURSA 4,055.00
20680 REMOVAL IMPLANT DEEP 7,660.00
23700 MNPJ W/ANES SHOULDER JOINT W/FIXATION APPARATUS 5,875.00
25000 INCISION EXTENSCOR TENDON SHEATH WRIST 7,970.00
25111 EXCISION GANGLION WRIST DORSALNVOLAR PRIMARY 6,170.00
25447 ARTHRP INTERPOS INTERCARPAL/METACARPAL JOINTS 12,765.00
25609 QPTX DSTL RADL I-ARTIC FX/EPIPHYSL SEP 3 FRAG 21,830.00
26055 TENDON SHEATH INCISION 6,170.00
268160 EXC LES TDN SHTH/JT CAPSL HAND/FNGR 6,170.00
26418 REPAIR EXTENSOR TENDON FINGER WO GRAFT EACH 5,850.00
26480 TR/TRNSPL TDN CARP/MTCRPL HAND W/O FR GRF EA 9,870.00
26615 OPEN TX METACARPAL FRACTURE SINGLE EA BONE 14,325.00
26735 OPEN TX PHALANGEAL SHAFT FRACTURE PROX/MIDDLE EA| 14,325.00
27096 INJECTION SI JOINT ARTHROGRAPHY&/ANES/STERQID 4,055.00
28285 CORRECTION HAMMERTOE 7,795.00
28296 CORRJ HALLUX VALGUS +-SESMDC W/IMETAR OSTEQT 10,775.00
29806 ARTHROSCOPY SHOULDER SURGICAL CAPSULORRHAPHY 17,360.00
ARTHROSCOPY SHOULDER SURGICAL REPAIR SLAP
29807 LESION 17,360.00
28822 ARTHROSCOPY SHOULDER SURG DEBRIDEMENT LIMITED 10,920.00
ARTHROSCOPY SHOULDER SURG DEBRIDEMENT
29823 EXTENSIVE 10,920.00

136706.7
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e A e 5 Mer F6 Schedule S ¢ ol

Code it B DescriptionWRETE F3 |4 Charge
29824 ARTHROSCOPY SHOULDER DISTAL CLAVICULECTOMY 11,405.00
29826 SHCOULDER SCOPE BONE SHAVING 17,360.00
29827 ARTHROSCOPY SHOULDER ROTATOR CUFF REPAIR 17,360.00
29828 ARTHROSCOPY SHOULDER BICEPS TENODESIS 11,405.00
29846 ARTHRS WRST EXC&/RPR TRIANG FIBROCART&/JT DBRDMT| 10,920.00
29848 NDSC WRST SURG W/RLS TRANSVRS CARPL LIGM 10,920.00
29873 ARTHROSCOPY KNEE LATERAL RELEASE 10,920.00
20874 ARTHROSCOPY KNEE REMOVAL LOOSE/FOREIGN BODY 10,920.00
29875 ARTHROSCOPY KNEE SYNOVECTOMY LIMITED SPX 10,920.00
29877 ARTHRS KNEE DEBRIDEMENT/SHAVING ARTCLR CRTLG 10,920.00
20879 ARTHRS KNEE ABRASION ARTHRP/MLT DRLG/MICROFX 10,920.00
29880 ARTHRS KNEE W/MENISCECTOMY MED&LAT W}’-SHAVING 10,920.00
293881 ARTHRS KNE SURG W/MENISCECTOMY MED/LAT W/SHVG 10,920.00
29882 ARTHROSCOPY KNEE W/IMENISCUS RPR MEDIAL/LATERAL 10,920.00
20888 ARTHRS AIDED ANT CRUCIATE LIGM RPR/AGMNTJ/RCNSTJ 17,360.00

ARTHROSCOPY ANKLE SURGICAL DEBRIDEMENT

29898 EXTENSIVE 10,920.00
62310 NJX C+-DX/THER SBST EDRU/SARACH CRVITHRC 4,055.00
62311 NJX C+-DX/THER SBST EDRL/SARACH LMBR SAC 4,055.00
64415 SINGLE NERVE BLOCK INJECTION ARM NERVE 3,650.00
54450 NJX ANES OTH PRPH NRV/IBRANCH 3.650.00
64483 NJX ANES&/STRD W/MG TFRML EDRL LMBR/SAC 1 LVL 3.855.00
64484 NJX ANES&/STRD W/IMG TFRML EDRL LMBR/SAC EA LVL 3,650.00
644380 NJX DX/THER AGT PVRT FACET JT CRV/THRC 1 4,055.00
64491 NJX DX/THER AGT PVRT FACET JT CRV/THRC 2ND 4,055.00
644902 NJX DX/THER AGT PVRT FACET JT CRV/THRC 3+ 4,055.00

136706.7
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iﬁ”ﬁ’i *”é«‘ i ) '}khable 1110.1540(q) FRFI ’é@ e
bR < B H Hawthorn Surgery Center Fee Schedule] Tg& "
" Code |- Edas m ; *é*:;p'" Descrlptuon ‘ Q-F,!}_jjge '
64493 NJX DX/THER AGT PVRT FACET JT LMBR/SAC 1 4,055.00
64494 NJX DX/THER AGT PVRT FACET JT LMBRISAC 2ND 4,055.00
64495 NJX DX/THER AGT PVRT FACET JT LMBR/SAC 3+ 4,055.00
64721 NEURP&/TRPQOS MEDIAN NRV CARPL TUNNEL 6,815.00

* As a multi-specialty ASTC, Hawthorn Surgery Center anticipates adding additional
procedure codes in the future that will cover various specialties.

b. A tetter from Richard L. Sharff, Jr., Executive Vice President & General Counsel for Surgical Care
Affiliates, LLC and Hawthorn Place Qutpatient Surgery Center, L.P., committing to maintain the
above charges for the first two years of operation is attached at Attachment - 27C.
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Hawthom Surgery Center
c¢/o Surgical Care Affiliates, LLC
3000 Riverchase Galleria, Suite 500
Birmingham, Alabama 35244

Aprl 12,2012

Dale Galassie

Chair

Hlinots Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, [llinois 62761

Dear Mr. Galassie:

Pursuant to 77 Ill. Admin. Code § 1110.1540(g), | hereby commit that the attached
charge schedule will not be increased, at a minimum, for the first two years of operation
following the relocation of Hawthorn Surgery Center unless a permit is first obtained pursuant to
77 . Admin. Code § 1110.310(a).

Sincerely,

[(824e5)

Richard L. Sharff, Jr.

Executive Vice President & General Counsel
Surgical Care Affiliates, LLC

Hawthorn Place Qutpatient Surgery Center, L.P

Subscribed and sworn to me
This 147 day of Qf_,ﬂz L2012

—

- OIH

/Notary Public

Attachment 27
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Section VI, Service Specific Review Criteria
Non-Hospital Based Ambulatory Surgery

Criterion 1110.1540(h], Change in Scope of Service

The Applicants propose to discontinue their existing ASTC and establish a replacement ASTC.
Accordingly, this criterion is not applicable.

Attachment — 27
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Section Vil
Criterion 1120.120¢, Availability of Funds

A copy of the 2011 financial statements for Hawthorn Place Outpatient Surgery Center, L.P. and Surgical
Care Affiliates and a letter of interest from Siemen's Financial Services evidencing sufficient financial
resources to fund the proposed project are attached at Attachment - 39,

Attachment — 38
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Tenant:

Landlord:

Leased Premises:

Lease Term:

Renewal Options:

Tenant Improvements:

Building Operating
Expenses:

Brokerage
Commission:

Real Estate Taxes:

Insurance:

Base Reant:

Operating Expenses:

Non-Binding:

1/2276904.6
LOI-Lease

Letter of Intent
for
Hawthorn Surgery Center Lease Transaction
March 13, 2012

Hawthorn Place Qutpatient Surgery Center, L.P.

HSA Acquisitions, Inc. or its assignee will own the real property desciibed below.

Approximately 15,231 square foot (rentable and non-rentable) ambulatory surgery center
on an approximately 2.976-acre site located at 240 Center Drive in Vernon Hills, IL.

The initial term of the lease will be 15 years.

Tenant shall have 2 snbsequent S-year options to renew the lease with 9 months' prior '
written notice to Landlord at fair market value. Fair market value to be further defined in
the lease agreement.

Tenant will be responsible for the interior build-out of the leased premises. Landlord will
provide Tenant an allowance cqual to $45.00 per rentable square foot (the "TI
Allowance").

Landlord and Developer will work with Tenant to establish building specifications for the
operation of an ambulatory surgery center.

Landlord shall pay Colliers a standard market commission associated with the lease
agreement, as set forth in a separate agreement between Landlord and Colhiers,

Real estate taxes shall be payable by Tenant.

Tenant shall be responsible for maintaining comprehensive general liability insurance,
replacement value property insurance for the leased premises and replacement value
property insurance for Tenant's personal property. Landlord shall be responsible for
maintaining comprehensive general liability insurance.

The net base rent should not exceed $29.00 per rentable square foot per year for the first
year.

Operating expenses shall be payable by Tenant

The contents of this letter do not constitute and will not give rise to any legally binding

obligation on the part of any of the parties. Moreover, no past or future action, course of
conduct, or failure to act relating to the possible transaction, or relating to the negotiation

of the terms of the possible transaction or any definitive lease agreement, will give rise to
or serve as a basis for any obligation or other liability on the part of the parties, unless

and until a fully executed lease is executed and delivered by each party to the other.

q Z Attachment 39




Confidentiality:

CON Contingency:

By signing below, each of Landlord and Tenant agree to be bound by strict
confidentiality and shall not disclose or authorize or permit anyone under its direction
to disclose to anyone any of terms of this potential transaction without the prior
consent of the other party hereto; provided, however, Landlord and Tenant may
disclose the confidential information to those of its representatives who are engaged
to assist in the review of this potential transaction. Landlord and Tenant agree that
they will not use any information gained in connection with this or subsequent
dialogue other than in connection with the evaluation of the potential transaction. All
public announcements utilizing Tenant's name must be approved in writing by Tenant
prior to publication.

Landlord and Tenant understand and agree that the establishment or refocation of any
ambulatory surgery center in the State of lilinois is subject to the requirements of the
Lllinois Health Facilities Planning Act 20 ILCS 3960/1 et seq. and, thus, Tenant
cannot establish an ambulatory surgery center on the leased premises or execute a
fully binding real estate lease in connection therewith unless Tenant obtains a
Certificate of Need (CON) permit from the Illinois Health Facilities and Services
Review Board (the "CON Board"). Due to the length of the CON Board review
process, the parties agree that they shall promptly proceed with due diligence to
negotiate the terms of a definitive lease agreement and execute such lease agreement
prior to approval of the CON permit. Notwithstanding the foregoing, the lease shall
contain a contingency clause indicating that the lease agreement can be terminated by
either party thereto if Tenant has not received the CON permit by a mutually
acceptable outside date.

AGREED and ACCEPTED:

President

Date: 3/ /& 2012

HAWTHORN PLACE OUTPATIENT SURGERY CENTER, L.P.

By: SHC Hawthorn, Inc.
Its: General Partner

o RS

Name:ﬁ- L. SILA\Efgj Tre

Title: \/ {7

Date: ,2012

¢c:  J.Shaffer
B.Smietana
J.Boley

1/2276904.6
LOI-Lease
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COMMERGIAL REAL ESTATE

April 16,2012

Mr. Dale Galassie

Chair

Illinois Health Facilities and Services Review
Board

525 West Jefferson Street, 2nd Floor
Springfield, Illinois 62761

Re: Hawthorn Surgery Center
Dear Mr. Galassie:

HSA Commercial Real Estate (“HSA") is developing the building that will house the
relocated Hawthorn Surgery Center to be located at Lakeview Parkway and Center Drive in
Vernon Hills, Illinois. The building has not been constructed and will be located on an empty
lot. Based on the site conditions and planned square footage, HSA anticipates the base building
construction costs for the Hawthorn Surgery Center will be $3,687,277. These costs are based
on past projects, anticipated building finishes and design requirements of the City of Vernon
Hills, the lllinois Department of Public Health, and the Centers for Medicare and Medicaid
Services.

Dantel F. Miranda
President
HSA Commercial Real Estate

233 S. Wacker Drive, Suite 350 | Chicago, IL 60606 | office: 312.332.3555 | fax: 312.332.4122 | www.hsacommercial.com

9




SIEMENS

Kevin Elliot

Senior Director, Financial Operations
Surgical Care Affiliates

Cf0 Hawthorn Surgery Center

3000 Riverchase Galleria, Suite 500
Birmingham, AL 35244

Re: Letter-oi-Interest related 1o Hawthorn Surgery Center financing
Kevin,

It is our understanding that Hawthorn Surgery Center ("HSC") (Libertyville, IL) plans to relocate its operations
to a new location and will need approximately $4,300,000 of financing to improve and equip the new
location. Siemens Financial Services (*SFS”) is an active lender to ambulatory surgery centers, having
completed a variety of transactions for expansion, improvement, real estate, cap-ex including very similar
transactions for centers needing equipment/improvement financing to relocate, Based on our goad
experience working with Surgical Care Affitiates ("SCA™) on financing needs of some of its other facilities and
our initial review of the Hawthorn center relocation proforma, we are very interested in working with HSC
on its financing needs for this relocation.

While this leiter does not represent a commitment by SFS to Hawthorn Surgery Center for funding/financing
of the subject request; it is intended to serve as a statement of interest to facilitate further discussions
between SFS, SCA and HSC for the proposed financing opportunity. As a next step, SFS will complete is
review of the initial proforma and will follow up with any additional information needed to complete a
formal financing proposal which will be subject to various conditions including, but not limited to, execution
of such propesal, due diligence, formal credit approval and executicn of all documentation reguired by SFS.

Please do not hesitate to contact me at 847-548-3931 should you have any questions. We will follow up
with you shortly with any additional questions we have to be able to finalize our formal financing proposal.

Regards,

Kew Seip

Ken Seip
Vice President
Siemens Financial Services, Inc.

Siemens Financial Services, Inc. www.usa siemens.comffinancial
Healthcare

—D
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Section IX
Criterion 1120.130, Financial Viabitity

A copy of the 2011 financial statements for Hawthorn Place Outpatient Surgery Center, L.P. and Surgical
Care Affiliates, LLC are attached at Attachment — 40.

Attachment — 40
136706.7

o



Financial Viability Ratios
Hawthorn Place Outpatient Surgery Center, L.P.
Proforma Year

State Standard One 2011 2010 2009
Current Ratio 1.5 or More 15 2.0 3.2 4.2
Net Margin % 3.5% or More 38% 49% 40% 42%
LT Debt to Total Capitalization 80% or Less 44% 0.16% 0.00% 0.00%
.Debt Service Coverage 1.75 or More 6.1 _
Days Cash on Hand 45 or More Days 95 99 41 44

Cushion Ratio* 3.0 or More 17 _

*Due to the business model which provides monthly distributians to all partners of Hawthorn Place
Qutpatient Surgery Center, L.P. applicant does not meet the State Board's cushion ratio standard.

17




Financial Viability Ratios

Current Ratio
Net Margin %

LT Debt to Total Capitalization

Days Cash on Hand

Cushion Ratio

SCA
2011 2010 2009 2008
14 1.3 1.3 1.6
11% 9.4% 8.1% 2.5%
70%  70.0%  68.6% 68.6%
61.8 40.7 41.4 64.3
1.4 10 0.6 1.5

49




Hawthorn Surgery Center

Cash and Cash Equivalents

Accounts receivable

Less: Allowances

Inventories

Prepaids & other current assets
Total Current Assets

Leasehold improvements

Furniture, fixtures & equipment

Construction-in-progress

Less: Accumulated Depreciation
Total PPE

Goodwill
Less: Amortization
Total Intangible Assets

Total Assets

Accounts Payable
Salaries & Wages Payable
Accrued Interest & Other CL
Total Current Liabilities

Notes Payable
Total Liabilities
Shareholders' Equity

Total Llab & §H Equity

Proforma
Year 1

1,237,469

5,000,000
(3,270,961
75
25,000

2,992,483

4,736,446
2,904,205

{1.422,802)

T eairean

9,210,333

150,000
165,000
1,726,088

2,041,088

3,170,158

5,211,245

3,989,087

9,210,333

19



Facility:
Facility #:

Hawthorn Surgical Center ("HSC")
50021

Net Patient Revenue
(Other Revenue

Total Net Revenue

SWB

Supplies

Other Variable Expenses
Rent

Other Fixed Expenses
Bad Debt

EBITDA

LESS: SCA Mgmt Fee
Adjusted EBITDA

Depreciation & Amortization
Net Interest Expense
Other {Inc)/Expense

Net Income

100

8,737,773
33,987

8,771,766

1,628,772
1,657,574
636,381
256,858
47,099
133,871

4,411,211

162,571

4,248,640

366,451
(2,095)

3,884,284




SCA

Surgical Care Affiliates

Center: 50021 (Hawthorn Surgery Center)
Detail Income Statement
For Period Ending: December 31, 2009

Report ID: IS_TRND Run Date: 01/13/10

Run Time: 07:56 PM

Operator ID: nixonda

Gross Patient Revenue

OP Revenue
Medicare 1,632,156.97
BCBS 8,877.907.42
Managed Care and Oth Disc Plan 7,786,701.66
Workers' Compensation 3.292,150.96
Other Payors 23,323.89
Other 190,445,93

OP Revenue 21,802,686.83

Gross Patient Revenue

Contractual Allowance
OP Contractual Allowance

21,802,686.83

Medicare 1,465,847.72
BCBS 7,296,629.72
Managed Care and Oth Disc Plan 5,090,184.94
Workers' Compensation 1,380,926.32
Other Payors 11,270.81
Other 129,057.69
OP Contractual Allowance 15,373,917.20
Contractual Allowance 15,373,917.20
[P Net Patient Revenue -
OP Net Patient Revenue 6,428,769.63
Net Patient Revenue 6,428,769.63
Other Income
Rental income -
Other operating income 12,730.59
Other Income 12,730.59
Net Revenue 6,441,500.22
Salaries and benefits
Salaries 1,094,080.93
FICA 81,811.17
FUTA 1,465.87
SuU1 4,751.26
401K 17,450.40
Group Med Ins 88,339.00
Voluntary-Supplemental Insumc 2,328.43
Other Benefits 417.60
Work Comp Ins 11,403.90
Salaries and benefits 1,302,048.56

Variable Expenses

Page: 10of 3
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SCA

SurgicalCareAffiliates

Center: 50021 (Hawthorn Surgery Center)
Detail Income Statcment
For Period Ending: December 31, 2009

Report ID: IS_TRND Run Date: 01/13/10
Operator 1D: nixonda Run Time: 07:56 PM
Med Supplies - Chargeable 453,053.75
Med Supplies - Non Chargeable 101,338.87
Q&P devices and implants 660,827.47
Drugs and Medicine 80,892.82
Foed and Catering 1,165.64
Office Supplies 11,560.85
Housekeeping and Janitorial 24,236.06
Linens 62,891.69
Uniforms 1,932.82
Minor Equipment 58,553.86
Rental Equipment 17,791.93
Storage - Including Data 330.00
Repairs 173,585.58
Maint Contracts 21,713.25
Bank Service Charges 9,671.03
Dues and Subscriptions 3,179.05
Printing 4,374.47
Postage and Delivery 9,341.10
Telephone 26,784.61
Utilities 39,833.58
Education 1,225.01
Recruitment and Relocation 204.75
Security 205.82
Contract Servies 58,028.91
Collection Fees 2,768.75
Professional fees 5,715.24
Medical director fees 12,000.00
Marketing 305.00
Travel and Entertainment 10,025.39
Other Variable Expenses 15,752.64
Variable Expenses 1,869,289.94
L]
Fixed Expenses
Rent 244,380.00
Insurance 34,502.44
Sales and Use Tax 340.99
Miscellaneous 130.00
Fixed Expenses 279,123 .43
Provision for doubtful accts 96,431.54
EBITDA 2,894,606.75
Interest, Depreciation, Amort
Depreciation Expense 44,640.65
Interest Income (546.10)
44,094.55

Page: 20f3
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SCA

SurgicalCareAffiliates

Center: 50021 (Hawthorn Surgery Center)
Detail Income Statement
For Period Ending: December 31, 2009

Report ID: IS_TRND Run Date: 01/13/10
Operator ID; nixonda Run Time: 07:56 PM
Total Exp Before Mgmt Fee and 1/C 3,590,988.02
Income (loss) before Mgmt Fee, I/C, Taxes, & Sale 2,850,512.20

Mgmt Fee, Intercompany, Taxes

Intercompany Interest Expense 1,634.80
Intercompany Mgmt Fee Expense 160,981.01
Federal and State Income Taxes 0.13
Mgmt Fee, Intercompany, Taxes 162,615.94
Net Income (Loss) Before Minority Interest, Sale of Investment 2,687,896.26

Minority Int, Sale of Investmt

Minority Interest (0.00)
Minority Int, Sale of Invesimt (0.00)
Net Income (Loss) 2.687,896.26

Page: 30f3 f[)%




hol

Report ID: BALSHT
Operatar [} nixenda

Current Assels
Cash & Temp Investments
Accounts receivable
Less Adlowance for A & C/A
Inventories
Prepaids & other current assets
Total Current Assets

Orthier Assets
Motes receivable
Trusteed funds & alher assets
Total Other Assets

Property, Plant & Equipment
Land
Buildings
L.easehold improvements
Furniture, fixtures & squipment
Canstruction-in-progress

[ess: Accumulated Depreciation
Tota! Property, Plant & Equipment

Intangible Assets
Organ, P'ship formation & Start-up Costs
Bond issue costs
Non-compete Agreements
Goodwill

Less: Accumulated Amertization

[ntercompany Accounts
Noles Receivable
Investments in Subsidiaries

TOTAL ASSETS

SCA

Surgical Gare Affiliates

Center: 50021 (Hawthorn Surgery Center)
Balance Sheet
For Period Ending: December 31, 2009

447,356
2,658,261
1,694 881

1,043

27,027

1,438,806

52,002
525,778

104,506

682,285

429,007

253.27%

1,692,085

DAPSOFTAFSCMHSFINPRIVINVISIONUNSTANC EBS 50021 x1s

Run Daie: 0113710

Current Liabilities
Accounts Payable
Salaries & Wages Payable
Accrued [nterest & Other CL
Total Current Liabilities

[ntercompany Accounts

Notes Payable

Long-Term Debt & Leases
Line of Credit Payable
Bonds Payable
Other LTD and Leases
Total Long Term Debt & Leases

Deferred Taxes
Deferred Revenue
TOTAL LIABILITIES

Shareholders' Equity
Non-Controlling Enterest
Common Stock
Additional Paid in Capital
Retained Farnings
General Partners' Interest
Current YTD Income

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES & SH EQUITY

Run Time: 19:50

64,355

87,295
192,609

344,259

21,261
21,261

365,520

{1.681,654)

320323
2,687,896
1,326,565

1,326,565

1.692,085
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SurgicalCare Affiliates

Center: 50021 (Hawthorn Surgery Center)
Statement of Cash Flows
Year to date ending: December 31, 2009
Run Date: 01/13/10
Run Time: 20:34

Report ID: CF_YTD
Operator 1D: nixonda

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (loss) 2,687.896.26
Adjustments to reconcile net income (loss) 10 net cash
provided by operating aclivities:
Depreciation and amortization 44,640.65
Change in current assets and liabilities:

{Increase) decrease in accounts receivable, net (53,757.81)

(Increase) decrease in inventories (326.54)

(Increase) decrease in prepaid and other assets 2,810.55

Increase (decrease) in accounts payable 4.029.64

Increase (decrease) in salaries and wages payable (63,704.37)

Increase (decrease) in other current liabilities 61,121.59

{5,186.29)
Net cash provided by (used for) operating activities 2,682,709.67
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of property, plant and equipment (21,433.35}
Additions to intangible assets -
Other (47.511.16}
Net cash used in (provided by) investing activities (68,944,510}

CASH FLOWS FROM FINANCING ACTIVITIES:

Distributions

Change in notes payable

Change in additional paid in capital accounts
Other

Net cash provided by (used for) financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of period

CASH AND CASH EQUIVALENTS AT END OF PERIOD

Page |

s

(2,738,816.34)
(31,890.96)

(2,770,707.30)

(156,941.84)

604,297.47

447,155.63




SCA

SurgicalCareAffiliates

Center: 50021 (Hawthorn Surgery Center)
Detail Income Statement
For Period Ending: December 31, 2010

Gross Patient Revenue

OP Revenue
Medicare 2,041,926.35
BCBS 10,134,406.32
Managed Care and Oth Disc Plan 9,191,618.28
Workers' Compensation 3,343,411.89
Other Payors 47,486.97
Other 193,455.54
QP Revenue 24,952,305.35
Gross Patient Revenue 24,952,305.35

Contractual Allowance
OP Contractual Allowance

Medicare 1,805,104.20
BCBS 8,119,460.33
Managed Care and Oth Dise Plan ' 6,626,468.23
Workers' Compensation 1,164,428.45
Cther Payors 28,919.63
Other 103,519.22
OP Contractual Allowance 17,847,900.07
Contractual Allowance 17.847,900.07
1P Net Patient Revenue -
OF Net Patient Revenue 7,104,405.28
Net Patient Revenue 7,104,405.28
Other Income
Rental income 191.10
Other operating income 11,774.37
Other Income 11,965.47
Net Revenue 7,116,370.75
Salaries and benefits
Salaries 1,229.052.42
Wage Transfers (3,087.68)
FICA 87,829.89
FUTA 1,745.05
SUI 7,536.28
401K 19,304.28
Group Med Ins 115,863.33
Veluntary-Supplemental [nsurnc 2,378.39
Other Benefits (440.32)
Work Comp Ins 16,250.76
Salaries and benefits 1,476,432 40

Medical Supplies
Med Supplies - Chargeable 504,036.35

Page: 10of 3 ‘ Ob




SCA

SurgicalCareAffiliates

Center: 50021 (Hawthorn Surgery Center)
Detail Income Statement
For Period Ending: December 31, 2010

Med Supplies - Non Chargeable 240,197.83
Q&P devices and implants 713,788.10
Drugs and Medicine 92,533.81
Medical Supplies 1,550,556.09
Variable Expenses
Food and Catering 8,270.61
Office Supplies 14,534.42
Housekeeping and Janitorial 36,905.53
Linens 51,998.89
Uniforms 19.69
Minor Equipment 63,786.48
Rental Equipment 13,083.38
Repairs 127,644.54
Maint Contracts 17,431.37
Bank Service Charges 11,846.97
Dues and Subscriptions 3,232.61
Printing 4419.71
Postage and Delivery 13,106.63
Telephone 28,531.30
Utilities 44,919.46
Education 4,120.43
Recruitment and Relocation 854.31
Security 19.34
Contract Services 72,591.89
Collection Fees 4,651.92
Legal Fees 4,142.83
Professional fees 4,550.40
Medical director fees 14,500.00
Marketing 50.51
Travel and Entertainment 10,740.15
Other Variable Expenses 21,958.44
Variable Expenses 577,911.81
Fixed Expenses
Rent 248,745.08
Insurance 32,323.08
Sales and Use Tax 444270
Miscellaneous (15.00)
Fixed Expenses 285,495.86
Provision for doubtful accis 119,246.55
EBITDA 3,106,728.03
Interest, Depreciation, Amort
Depreciation Expense 81,026.54
Interest Income (1,319.56)
79,706.98
Page: 2 0f3 ] 07




SCA

SurgicalCareAffiliates

Center: 50021 (Hawthorn Surgery Center)
Detail Income Statement
For Period Ending: December 31, 2010
Total Exp Before Mgmt Fee and I/C

Income (loss) before Mgmt Fee, 1/C, Taxes, & Sale

Mgmt Fee, lntercompany, Taxes

Page: 3 of 3

Intercompany Interest Expense
Intercompany Mgmt Fee Expense
Mgmt Fee, Intercompany, Taxes

Net Income (Loss) Before Minority Interest, Sale of Investment

0%

4,089,349.70

3,027,021.05

336.37
160,687.00

161,023.37

2,865,997.68




SCA

Surgical Care Affilintos DAPSOFTWFSCMASFINPRINNYISIONUNSTANCEBS 5002 | xls

Center: 50021 (Hawthorn Surgery Center)
Balance Shect
For Period Ending: December 31, 2010

0l

Report 1D BALSHT
Operator §1). sanderm2

Current Assets
Cash & Temp Investments

Accounts Payable 56,284
Accounts receivable 2,547,534 Salaries & Wages Payable 130,026
Less: Allowance for D/A & CfA 1,692,698 Accrued Interest & Other CL, 229,226
[nventories 494 Total Current Liabilities 415,537
Prepaids & other current assets 28,835
Totai Current Assets 1,347,756 Current Deferred Income Tax -
Other Assels Intercompany Accounts
Notes receivable -
Trusteed funds & other assets - Notes Payable -
Toal Other Asscts - -
Property, Plant & Equipment Long-Term Debt & Leases
Land - Line of Credit Payable .
Buildings - Bonds Payable -
Leasehold improvements 357245 Other LTD and {.eases -
Fumniture, fixtures & squipment 743,922 Tatal Long Term Debl & Leases -
Construction-in-progress 107,954
1,209,121
Less: Accumulated Depreciation 486,754 Deferred Taxas -
Total Property, Plant & Equipment 722,367 Deferred Revenue -
TOTAL LIABILITIES 415,537
Intangible Assels
Organ, P'ship formation & Stan-up Costs -
Bond issue costs - Shareholders’ Equity
Non-compete Agrecments - Non-Controlling interest {1,560,795)
Goodwill - Commeon Siock -
- Addiiional Paid in Capital -
Less: Accumulated Amortization - Retzined Earnings -
- Genera!l Pariners’ Interest 349,383
Current YTD lncome 2,865,998
Intercompany Accounts 1,654,586
Notes Receivable -
[nvestments in Subsidiaries - TOTAL STOHOCKHOLDERS' EQUITY £,654,586
TOTAL ASSETS 2.070,123 TOTAL LIABILITIES & SH EQUITY 2.000,123

463,585

Current Lizbilities

Run Date: 0171311
Run Time: 19:11
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Surglcal Care Affillates

Center: 50021 (Hawthorn Surgery Center)
Statement of Cash Flows
Year to date ending: December 31, 2010
Report ID: CF_YTD Run Date: 0¥/13/11
Operator 1D sanderm?2 Run Time: 20:05

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss} 2,865,997.69

Adjustments 1o reconcile net income (loss) to net cash
provided by operating activities:

Depreciation and amortization 81,026.54

Change in current assets and liabilities:

{Increase) decrease in accounts receivable, net 108,543.97
{Increase) decrease in inventorics 543.69
{(Increase) decrease in prepaid and other assets (1,808.17)
Increase (decrease) in accounts payable (8,070.54)
Increase (decrease) in salaries and wages payable 42,731.77
Increase {decrease) in other current liabilities 36,616.77
259,584.04
Net cash provided by (used for) operating activilics 3,125,581.73
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property. plant and equipment {526,835.67)
Additions to intangible assets -
Other (23,279.01)
Net cash provided by (used for) investing activities {550.114.68)
CASH FLOWS FROM FINANCING ACTIVITIES:
Distributions {(2,537,976.90)
Change in notes payable (21,260.80)
Change in additional paid in capital accounts -
Other -
Net cash provided by (used for) financing activitics (2,559,237.70)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 16,229.35
Cash and cash equivalents at beginning of period 447.355.64
CASH AND CASH EQUIVALENTS AT END OF PERIOD 463,584.99
Bage-¥

ih
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SCA

SurgicalCare Affiiates

Center: 50021 - Hawthorn Surgery Center
Detail Income Statement
For Pcriod Ending: December 31, 2011

Gross Patient Revenue
OP Revenue
Medicare
BCBS
Managed Care and Oth Disc Plan
Workers' Compensation
Other Payors
Other
OP Revenue
Gross Patient Revenue

Contractual Allowance
QP Contractual Allowance

Medicare
BCBS
Managed Care and Oth Disc Plan
Workers' Compensation
Other Payors
Other
QP Contractual Allowance
Contractual Allowance

IP Net Patient Revenue
OP Net Patient Revenue

Net Patient Revenue

Other Income
Rental income
Other operating income
Other Income

Net Revenue

Salaries and benefits
Salaries
Wage Transfers
FICA
FUTA
SUI
401K
Group Med Ins
Voluntary-Supplemental Insumc
Other Benefits
Work Comp Ins
Salaries and benefits

Medical Supplies
Med Supplies - Chargeable

2,564,024.98
15,650,187.91
14,342,018.41
5,853,528.51
97,101.98
327,855.26
38,834,717.05

38,834,717.05

2,290,247.51
13.407,386.24
11,158,513.33
2,545,149.90
66,825.72
229,218.45
29,697,341.14

29.,697,341.14

9,137,375.91

9,137,375.9]

30,805.77
30,805.77

9,168,181.68

1,291,410.12
136.71
90,459.27
2,186.20
7,284.78
21,381.78
133,172.45
2,364.99
104.30
10,238.28

1,558,738.88

239,898.54




SCA

Surgical Care Affiliates

Center: 50021 - Hawthorn Surgery Center
Detail Income Statement
For Period Ending: December 31, 2011

Med Supplies - Non Chargeable 434,645.45
Drugs and Medicine 104,705.77
Q&P devices and implants 863,457.63
Medical Supplies 1,642,707.39
Variable Expenses
Food and Catering 10,563.56
Office Supplies 13,403.83
Housekeeping and Janitorial 41,010.09
Linens 63,944.15
Uniforms 952.08
Minor Equipment 57,622.57
Rental Equipment 14,829.54
Repairs 97,350.93
Maint Contracts 20,968.70
Bank Service Charges 12,436.68
Dues and Subscriptions 6,920.94
Printing 5,064.03
Postage and Delivery 12,153.51
Telephone 29,595.32
Utilities 44,813.69
Education 754.39
Recruitment and Relocation 385.00
Security 707.10
Contract Services 80,166.67
Collection Fees 0,182.55
Lepal Fees 9,602.50
Professional fees 5,684.53
Medical director fees 18,000.00
Marketing 2,399.05
Travel and Entertainment 20,017.70
Other Variable Expenses 27,272.96
Variable Expenses 605.802.07
Fixed Expenses
Rent 249,326.50
Insurance 43,660.20
Sales and Use Tax 303.23
Miscellaneous 1,000.00
Fixed Expenses 204 289,93
Provision for doubtful accts 143,696.62
EBITDA 4,922,946.79
Interest, Depreciation, Amort
Depreciation Expense 334,570.97
Interest Income {1,373.56)
Interest Expense 85.51
333,282.92
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SCA

SurgicalCareAffiliates

Center: 50021 - Hawthorn Surgery Center

Detail Income Statement

For Period Ending: December 31, 2011

Total Exp Before Mgmt Fee and I/C

Income (loss) before Mgmt Fee, I/C, Taxes, & Sale

Mpmt Fee, Intercompany, Taxes
Intercompany Interest Expense
Intercompany Mgmt Fee Expense

Mgmt Fee, Intercompany, Taxes

Net Income (Loss) Before Minority Interest, Sale of Investment

Minority Int, Sale of Investmt
Gain/Loss on Disposal of Asset
Minority Int, Sale of Investmt

Net lncome (Loss)

13

4,578,517.81

4,589,663.87

162,571.00

162,571.00

4,427,092.87

(30,028.37)

(30,028.37)

4,457,121.24
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Center: 50021 (Hawthorn Surgery Center)
Balance Sheet
For Period Ending: December 31, 2011

hlf

Report iD: BALSHT
Operator 113: nixn

Current Asscts

Current Liabililies

Run Date: 0¥/12/12
Run Time: 23:06

Cash & Temp Investments 1. 198,102 Accounts I'ayahle 196,548
Accounts receivable 4 891 870 Salaries & Wages FFayable 148,831
Contractual Allowances (3.479,668) Accrued Interest & Other CILL 978,572
Bad Debt Allowances {6.973) Total Current Liabilities 1,323,95¢
Inventories 947
Prepaids & other currem assels 24,227

Total Current Assets 2628513 Current Deferred Income Tax -

Other Assets Intercompany Accournts

Notes receivable -
Trusteed funds & other assets - Notes Payable -

Tolal Other Assets - -

Propenty, Flant & Equipment Long-Term Debt & Leases
Land - f.ine of Credit Payable -
Ruildings - Bonds Payable -
Leasehold impraverments 465,199 Other LTD and i.eases 3,327
Fumiture, fixtures & equipment 1,077,552 Teal Long Term Debt & leases 337
Construction-in-progress 15.879
1,558,631 Deferred Taxes .

Less: Accumulated Depreciation 821,325 Deferred Revenue -

Total Property, Plant & Equipment 737.305 TOTAL LIABILITIES 1,327,278

Intangible Assets
Crgan, P'ship formation & Start-up Costs
Bond issue costs
Non-compete Agreements
Goodwill

Less: Accumulated Amortization

Shareholders’ Equity
Non-Conlrolling Interest
Comman Stock
Additional Paid in Capital
Retained Eamings

{2.321.333)

- Generat Partners’ [nterest (91,249)
- Current Y TID income 4457121}
2,038,540
Intercompany Accounts
Notes Receivable - TOTAL STOCKHOLDERS' EQUITY 2,038,540
Investments in Subsidiaries -
TOTAL ASSETS 3,165.818 TOTAL LIABILITIES & SH EQUITY 3,365,818
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Surgical Care Affilates

Center: 50021 (Hawthorn Surgery Center)
Statement of Cash Flows
Year to date ending: December 31, 2011

Report ID: CF_YTD
Operator ID: nixn

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (loss}

Adiustments to reconcile net income {loss}) to et cash
provided by operating activities:

Depreciation and amortization

Change in current assets and liabilities:
(Incrcase) decrease in accounts receivable, net
(Increase) decrease in inventories
(Increase) decrease in prepaid and other assets
Increase {decrease) in accounts payable
Increase (decrease) in salaries and wages payable
Increase (decrease) in other current liabilities

Net cash provided by (used for) operating activities

CASH FLOWS FROM INVESTING ACTIYITIES:

Purchases of property, plant and equipment
Additions to intangible assets
Other

Nel cash provided by (used for) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Distributions

Change in notes payable

Change in additional paid in capital accounts
Other

Net cash provided by {used for) financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of period

CASH AND CASH EQUIVALENTS AT END OF PERIOD

Run Date; 01/12/12
Run Time: 23:24

4,457.121.24
334,570.97
(550,392,72)
(448.02)
4,608.00
140,263.55
18,804.69
749,346.28
696.752.75
5,153,873.9%
(349,509.63)
(349,509.63)
(4.073,167.12)
3,326.79
(4,069,840.33)
734,524.03
463,584.94
(,198,108.97
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Report of Independent Auditors

To the Board of Directors and Members of
Surgical Care Affiliates, LLC:

In our opinicn, the accompanying consolidated balance sheets as of December 31, 2010
and 2009 and the related consolidated statements of operations, of comprehensive income (toss),
of changes in equity and cash fiows for each of the three years in the period ended
December 31, 2010, 2009 and 2008, present fairly, in all material respects, the financial position of
Surgical Care Affiliates, LLC (a wholly owned subsidiary of ASC Acquisition, LLC) at
December 31, 2010 and 2009, and the results of its operations and its cash flows for the years
ended December 31, 2010, 2009 and 2008, in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in accordance with auditing
standards generally accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financia! statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation, We believe that our audits provide a reasonable basis for our opinion.

/s/PricewaterhouseCoopers LLP

March 24, 2011




SURGICAL CARE AFFILIATES, LLC
Consolidated Balance Sheets
{In thousands of U. S. dollars)

DeceMBER 31 DECEMBER 31
2010 2009
Assets
Current assets
Cash and cash equivalents $ 30,577 $ 33655
Restricted cash 33,002 29,987
Accounts receivable, net of allowance for deubtful accounts {2010 - $7,676;
2009 - $6,563) 82,050 76,336
Prepalds and other current assets 23,151 19,620
Total current assets 168,870 159,598
Property and equipment, net ¢f accumulated depreciation {2010 - $50,463; 2009 - $43,083) 184,187 194,147
Goodwill 681,308 677,073
Intangible assets, net of accumulated amortization (2010 - $17,493; 2009 - $12,508) 53,467 61,618
Investment in and advances to nonconsolidated affiliates 81,838 65,219
Other long-term assets 16,983 18,274
Total assets $ 1,186,653 $ 1,175,929
Liabffitles and Equity
Current liabilities .
Current portion of long-term debt $ 7,509 $ 6,734
Accounts payable 30,371 29,948
Accrued payrolt 20,882 20,102
Accrued interest 13,737 6,963
Acerued distributions 22,547 23,035
Payable to nonconsolidated affiliates 16,483 14,878
Deferred income tax liability 4,749 2419
Other current liabilities 17,361 17,780
“Total current labilities 133,639 - 121,859
Long-term debt, net of current portion 674,979 671,417
Deferred income tax liability 66,916 48,644
Cther long-term liabilities 21,988 27,108
Total liabilities 897,522 869,028
Commitments and contingent liabilities {Note 16)
Noncontrolling interests ~ redeemable {Note 9) 23,631 25 894
Equity
SCA's equity
Contributed capital 282,258 287,042
Accumulated other comprehensive loss (13,310) {11 .415§
Accumulated deficit 127,622 {112,713
Total SCA equity 141,326 162,914
Noncentrolling interests — non-redeemable (Note 8} 124,174 118,093
Total equity 265,500 281,007
Total liabilities and equity § 1,186,653 $1,175,929

See Notes lo Conzolidaled Financial Statements.




SURGICAL CARE AFFILIATES, LLC

Consolidated Statements of Operations
(In thousands of U. S. dollars)

Year Year Year
Endead Ended Ended
December 31 December 31 Decomber 31
2010 2009 2008
Net operating revenues § 740482 $ 715537 $§ 676514
Operating expenses:
Salaries and benefits 225,875 226,565 229 345
Supplies 178,604 166,804 151,286
Other operating expenses 148,225 148,391 149,452
Depreciation and amortization 35,426 38,209 36,468
Provision for doubtful accounts 18,283 18,269 14,951
tmpairment of intangible and long-fived assets 0 952 2,131
Loss {(gain) on disposal of assets 310 {148} 6570
Total operating expenses 610,723 599,042 584,203
Interest expense 52,835 53,646 57,121
Interest income and other income {1,5558) {1,326) {1,397)
(Gain} loss on sale of investments (1,361) 631 2.683
Equity in net income of nonconsolidated affiliates (15,297) {10,500} {13,112}
Income from continuing operations before income tax
axpense 95,137 74,044 47,016
Provision for income tax expense 16,275 13,506 26,448
Income from continuing operations 78,862 60,538 21,568
Loss from discontinued operations, net of income tax
expense {9,473} (2,893] {4,631}
Net income 69,389 57,645 16,937
Less: Net income attributable to noncontrolling
interests (84,298) {83,401) {74,165)
Net loss attributable to SCA $ (14,909) $ (25756) § (57.228)

See Notes to Consolidated Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Comprehensive Income (Loss)
(In thousands of U. 8. dollars)

YEAR YEAR YeAR
ENDED EnoeD EnpED
DecemeER 31  DECEMEER 31 DECEMBER 31
2010 2009 2008
Net income $ 69,389 $ 57645 $ 16,937
Other comprehensive (loss) income:

Unrealized (loss) gain on interast rate swaps {1,895 2,667 (8,619)
Total other comprehensive (loss) income {1,895) 2,667 {8,619)
Comprehensive income 67,494 60,312 8,318
Comprehensive income attributable to noncontrolling

interests {84,298) (83,401] {74,165)
Comprehensive loss attributable to SCA $ (16,804) $ (23,089) $ (65847)

See Noles lo Consolidaled Financial Slatements.
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Changes in Equity

{In thousands of U, S. dollars)

Accumulated

Other Total Noncontrolling
Contributed Comprehensive Accumulated SCA Interests— Total
. Capital Loss Deficit Equity non-redeemable Equity

Balance at December 31, 2007 $ 286,496 $ (5.483) $(29729) § 251,304 § 99450 $ 350,754
Net (loss) income - - {57,228) {57,228) 48,767 (8,461)
Other comprehensive loss - (8,619) - (8,619) - {8,619)
Stock compensation 1,719 - 1,719 1,718
Net change in equity related to

purchase (sale} of ownership

interests 4,634 4,634
Contributions frem noncontrolling

interests 558 558
Change in distribution accrual - - 1,158 1,158
Distributions to noncontrolling

interests - - - - {46,134) (46,134}
Balance at December 31, 2008 $ 288,215 $ (14,082) $ (88957) § 187176 § 108433 § 295,609
Net (loss} income - - (25,756) {25,756) 56,404 30,648
Other comprehensive income - 2,667 - 2,667 - 2,667
Stock compensation 1,076 - - 1,076 1,076
Net change in equity related to

purchase (sale} of ownership ,

interests (2,249) {2,249) 11,445 9,196
Contributions from noncontrolling

interests - - 3,737 3,737
Change in distribution accrual - - (5,342} (5,342)
Distributions to noncontrolling

interests - - - - (56,584) {56,584)
Balance at December 31, 2009 $ 287,042 $§ (11,415 $ (127131 ¢ 162914 §$ 118,093 $ 281,007
Net (loss) income - - {14,909} {14,908) 59,855 44,946
Other cemprehensive income - {1,895) - {1,895) - {1,895)
Stock compensation 1,282 - - 1,282 1,282
Net change in equity related o

purchase {sale) of ownership

interests {6,066) - (6,066) 2,503 {3,563)
Contributicns from noncontrolling

interests 1,621 1,621
Change in distribution accrual - - 463 463
Distributions to noncontrolling

interests - - - - {58,361] {58,361}
Balance at December 31, 2010 $ 282,258 $ (13,310} & (127622) § 141,326 § 124174 $ 265,500

Sae Noles to Consclidated Financial Statements.
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SURGICAL CARE AFFILIATES, LLC

Consolidated Statements of Cash Flows
{In thousands of U. 5. dollars)

YEAR YEAR YEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DECEMBER 31
2010 2009 2008
Cash flows from operating activities
Net income § 69,349 $ 57,645 $ 16,937
Loss from discontinued operations 9,473 2,893 4,631
Adjustiments to reconcile net income to net cash provided by
operating activities
Pravision for doubtful accounts 18,283 18,269 14,951
Depreciaticn and amorization 39,425 38,209 36,468
Amuortization of deferred issuance costs 2,544 2,544 2,584
Impairment of long-lived assets 0 952 FAK)]
Impairment of investment in nonconsolidated affiliate 0 3100 4]
Realized {gain} loss on salg of invesiments {1,361) 631 2,683
Loss {gain) on disposal of assets 310 {148) 570
Equity in nat income of nonconsolidated affiliates {15.297) {10,5C0) {13,112}
Distributions from noncansalidated affiliates 16,418 15,649 12,729
Deferred incame tax 20,600 14,230 28,767
Stock compensation 1,282 1,076 1,719
{Increase} decrease in assets, net of business combinations
Accounts receivable {24,648) (19,224) {14,587)
Other assots {12,889 7,308 8,295
increase {decrease} in liabilities, net of business combinations
Accounts payable 746 {3,928) {5,108}
Accrued payroll 1,303 (4,797) 8,515
Accrued interest 6,775 992 {1,302}
Cther liabilities 15,862 13,101 3,337
Other, net (207) 654 236
Net cash (used in) provided by operating activities of discontinued operations {4,336} 3712 {14,507)
Net cash provided by operating activities 143,774 142,436 85,937
Cash flows from investing activitles
Capital expenditures {28,702) {32,359) {35,108)
Proceeds from disposal of assets 2,805 761 1,719
Proceeds from sale of equity interests of nonconsolidated affiliates 3,901 1,800 0
Proceeds frem sale of equity interests of consolidated affiliates in
deconsolidation fransactions 8,277 0 0
Decreass in cash related te conversion of consolidated affiliates to equity
method affiliates {278) 0 (625}
Net change in restricted cash {4,032) {8.689) 4,801
Net settlements on interest rate swap {10,230} {9,208) {2.871)
Busingss acquisitions, net of cash acquired {17,044} {7,485) {7.529)
Cther investing activities, net D 0 {47)
Net cash (used in} provided by investing activities of discontinued operations 0 {597) 16,322
Net cash used in investing actlvities ${45,803) $ {55.815) § (23,538)




SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Cash Flows

(Continued)
{In thousands of U. S. dollars)

YEAR YEAR YEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DECEMBER 31
2010 2009 2008
Cash flows from financing activities
Checks issued in excess of bank balance & (766) $ (2,718) $ (482)
Proceeds under line of credit arrangements and long term debt 0 1,835 30,000
Principal payments on line of credit arrangements and long term debt {6,233) (47,781) {3,849)
Principal payments under capital lease obligations {2,780} {2,195) {1,489)
Distributions te nongentralling interests of consolidatled affiliates {82,594) {81,942) {68.931)
Contributions from noncentrolling interests of consclidated affiliates 1,621 3,759 579
Proceeds from sale of equity interests of consolidated affiliates 3,290 11,207 8,955
Repurchase of equity interests of consolidated afliliates {13,683) (9,562) (5.767)
Net cash used in financlng activities {101,145} {127,397} {40,884
Change In cash and cash equivalents {3.274}) {40,776) 31,415
Cash and cash equivalents at beginning of period 33,655 74,276 41,943
Cash and ¢ash equivalents of discontinued operatlons at beginning of
period 205 360 1,278
Less: Cash and cash equivalents of discontinued operations at end of
pericd (9) (205) (380}
Cash and cash eguivalents at snd of paricd $ 30,577 $ 33,655 $ 74276
Supplemental cash flow information:
Cash paid during the year for interest $42,308 $42,098 $55.876
Supplemental achadule of noncash investing and financing actlvitles
Property and equipment acguired through capital leases $ 2571 $ 2,156 $ 1,133
Goodwill from repurchase of equity interests in joinl venture entities 0 0 1.501
Goodwill attributable to sale of surgery centers 693 0 3,187
Net investment in consolidated affiliates that became equity method facilities 14,254 0 699
Net investment in equity meathod facilities that became consolidated affiliates 0 0 5,000
Nancontralling interest associated with conversion of consolidated affiliates to
equity method affiliates 9,664 (] 1,384

See Notes to Consolidated Financial Statements.




SURGICAL CARE AFFILIATES, LLC

Notes to Consolidated Financial Statements
(Dollar amounts in tables are in thousands of ). . doliars unless otherwise indicated}

Unless the context otherwise indicates or requires, the terms “SCA,” ‘we,” ‘us,” ‘our,” and
“Company” refer to Surgical Care Affiliates, LLC and iis subsidiaries.

1. DESCRIPTION OF BUSINESS
Naiure of Operations and Ownership of the Company

Surgical Care Affiliates, LLC, a Delaware limited liability company, was formed on
June 29, 2007, primarily to own and operate a network of multi-specialty ambulatory surgery
centers {“ASCs") and surgical hospitals in the United States of America. Pursuant to a definitive
stock agreement dated as of March 25, 2007 (the "Purchase Agreement™), on June 29, 2007, the
Company, which previously comprised the Surgery Centers Division of HealthSouth Corporation
(“HealthSouth"}, was purchased by and became a wholly-owned subsidiary of ASC Acquisiticn LLC
("ASC Acquisition" or the “Parent”), a Delaware limited liability company which is owned by an
investor group that includes TPG Partners V, L.P. {"TPG"), members of our management and other
investors (the ‘Transaction”). As of December 31, 2010, the Company, which is headquartered in
Birmingham, Alabama, had an interest in and/or operated 117 ASCs and four surgical hospitals in
31 states, with a concentration of facilities in California, Texas, Florida, North Carolina and
Alabama. In addition, we manage two outpatient surgery depariments for hospitals. Our ASCs and
surgical hospitals primarily provide the facilities, equipment and medical suppont staff necessary for
physicians to perform non-emergency surgical and other procedures in various specialties,
including orthopedics, ophthalmology, gastroenterology, pain management, otolaryngology {ear,
nose and throat, or ENT), urology and gynecology, as well as other general surgery procedures, At
our ASCs, physicians perform same-day surgical procedures. At our surgical hospitals, physicians
perform a broader range of surgical procedures and patients may stay in the hospital for a several
days. We have also recently entered into arrangements with hospitals under which we provide
management services for the hospital's outpatient surgery department ("HOPD"), where physicians
perform similar procedures to those performed in our ASCs.

Business Structure

We operate our facilities through strategic relationships with physicians and, in some cases,
with healthcare systems that have strong local market positions and reputations for clinical
excellence. The faciliies in which we hold an ownership interest are owned by general
partnerships, limited partnerships or limited liability companies in which the Company serves as the
general partner, limited partner, managing member, or member., We account for our 123 facilities
as follows:

A5 OF

DeCEMBER 31, 2010
Consolidated facilities a5
Equity methcd facilities 23
Managed only facilities 5
Total facilities -123

BELS




Basis of Presentation

The Company maintains its books and records an the accrual basis of accounting, and the
accompanying consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America ("U.8. GAAP"). Such
financial statements inctude the assets, liabilities, revenues, and expenses of all wholly-owned
subsidiaries and majority-owned subsidiaries over which we exercise control and, when applicable,
entities in which we have a controlling financial interest.

2. PURCHASE TRANSACTIONS AND DECONSOLIDATIONS

Acquisitions

Curing the three years ended December 31, 2010, SCA acquired the following ownership

interests:

+ On February 1, 2010, we purchased a majority ownership interest in Premier Surgery
Center, L.P., formerly known as Lakeside Surgery Center, which owns a surgery center
located in California.

« On July 1, 2010, we purchased a majority ownership interest in Mississippi Surgical
Center, LP, which owns Mississippi Surgical Center located in Mississippi.

» On August 2, 2010, we purchased a majority ownership interest in E Street Endoscopy,
LLC, which owns a surgery center, West Coast Endoscopy Center, located in Florida.

* On September 1, 2009, we purchased a majority ownership interest in Surgical
Hospita! of Oklahoma.

e« On August 1, 2008, we purchased a majority ownership interest in Marin Specialty
Surgery Center, LLC, which is the sole owner of Marin Health Ventures, Inc.

The entities discussed above are consolidated for financial reporting purposes. Goodwill
recorded on these transactions was approximately $23.5 million, $17.0 million and $5.4 million for
the years ended December 31, 2010, 2009 and 2008, respectively. The purchase price for each of
these transactions was largely determined on the basis of management's expectations of future
earnings and cash flows of the acquired entities, resuiting in the recognition of goodwill. Googdwill
on each of the above transactions is expected to be deductible for tax purposes. No pro forma
information is disclosed herein as these are not considered to be material business combinations 1o

SCA.

Option Agreement

In connection with the Transaction, ASC Acquisition and HealthSouth entered into an Option
Agreement whereby ASC Acquisition granted HealthSouth an option to purchase limited liability
company interests (“Units"™) of ASC Acquisition constituting 5% of the Units issued and cutstanding
as of the closing of the Transaction on a fully diluted basis, at a price equal to the original issuance
price of the units subscribed for by TPG in connection with the Transaction plus a 15% annual
premium, compounded annually. The option is exercisable upon certain custormary liquidity events
and includes customary tag-atong, drag-along and piggyback registration rights.

18l




Deconsolidations

During the year ended December 31, 2010, we completed five separate deconsolidation
transactions. In each of these transactions, we sold a controlling equity interest, as well as
transferred certain control rights, to hospital partners. We retained a noncontrelling interest in these
entities. In the aggregate, we received proceeds of approximately $8.3 million and recorded a
pre-tax gain of approximately $1.5 million, which was primarily related to the revaluation of our
remaining investment in these entities to fair value. The gain on these transactions is recorded in
(Gain) Loss on sale of investments in the accompanying consclidated statements of operations.

No such transactions occurred in 2009. Effective October 1, 2008, one surgery center
transitioned to being an equity method investment from a consolidated affiliate and two surgery
centers transitioned into consolidated affiliates from equity method investments as a result of
changes of control of these entities. A net pre-tax loss of approximately $0.7 million was recorded
with these transactions.

Fair values for the retained noncontrolling interests are primarily estimated based on third
party valuations we have obtained in connection with such transactions. Our continuing involvement
as an equity method investor and manager of the facilities precludes classification of these
transactions as discontinued operations.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consofidation

The consclidated financial statements include the accounts of the Company and its
subsidiaries. Al significant intercompany transactions and acccunts have been eliminated. We
evaluate partially owned subsidiaries and joint ventures held in partnership form in accordance with
Financial Accounting Standards Board ("FASB"} Accounting Standards Codification {"authoritative
guidance”) to determine whether the rights held by other investors constitute evidence of control as
defined therein.

Except for entities which were formed prior to June 30, 2005 and have not had their
partnership or operating agreement modified since that date, we evaluate parially owned
subsidiaries and joint ventures held in partnership form using authoritative guidance, which includes
a framework for evaluating whether a general partner(s) or managing member{s) controls an entity
and therefore should consglidate it. The framewaork includes the presumption that general partner
or managing member control would be overcome only when the limited partners or members have
certain rights. Such rights include the right to dissolve or liquidate the limited partnership ("LP") or
limited liability company (“LLC") or otherwise remove the general pariner or managing member
“without cause,” or the right to effectively participate in significant decisions made in the ordinary
course of the LP's or LLC's business. To the extent that any minority investor has rights that inhibit
our ability to contrel the entity, including substantive veto rights, we generally will not consolidate
the entity.

We also consider the authoritative guidance that addresses consolidation by business
enterprises that have controlling financial interests of variable interest entities. As of
December 31, 2010, we have no arrangements or relationships where consolidation was required
due to controlling financial interests of variable interest entities.

We use the equity method to account for our investments in entities with respect to which we
do not have control rights but have the ability to exercise significant influence over operating and
financial policies. Assets, liabilities, revenues and expenses are reported in the respective detailed
ling items on the consolidated financial statements for our consolidated entities. On the other hand,
for our equity method entities, assets and liabilities are reported on a net basis in /nvestment in and

7
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advances to nonconsolidated affiliates on the consolidated balance sheets, and revenues and
expenses are reported on a net basis in Equily in net income of nonconsoiidated affiliates on the
consolidated statements of operations. This difference in accounting treatment of consolidated and
equity method entities impacts certain financial ratios of the Company.

Reclassifications

Certain amounts in the consolidated financial statements for prior periods have been
reclassified to conform to the current period presentation. Such reclassifications primarily refate to
facilities we closed or sold, which qualify for reporting as discontinued cperations.

In addition, as of January 1, 2009, we have reclassified, in accordance with changes in
authoritative guidance, our noncantrolling interests (formerly known as “minority interests”) as a
component of equity and now report net income and comprehensive income attributable to our
noncentrolling interests separately from net income and comprehensive income attributable to SCA.
Proceeds from sales and amounts paid for repurchase of equity interests of consolidated affiliates
are now shown as financing activities, rather than investing activities, in the consolidated
statements of cash flows. These reclassifications are reflected in amounts presented as of and for
each of the years ended December 31, 2010, 2009 and 2008.

Revisions

During 2010, we identified amounts related to certain claims liabilities that have been
consistently unrecorded on each balance sheet date in previously reported consolidated financial
statements. As a result, it has been determined that the Company's net income was overstated by
$0.7 milion in 2007. The Company has revised its total equity at December 31, 2007 by
($0.7) million and its accounts payable and noncontrolling interests--non-redeemable by
$1.2 million and ($0.5) million, respectively. We do not believe these adjustments are material to
any previously reported periods. Therefore, we have voluntarily elected to revise these
consclidated financial statements to reflect the change.

Use of Estimates

The preparation of financial statements in conformity with US. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements, as well as the reporied amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. The most significant estimates include, but are not
limited to: (1) allowance fer contractual revenue adjustments; (2} allowance for doubtful accounts;
(3) asset impairments, including goodwill; {4) depreciable lives of assets; {5) useful lives of
intangible assets; (8} economic lives and fair value of leased assets; (7) provision for income laxes,
including valuation allowances; (8) reserves for contingent liabilities; and (9) reserves for losses in
connection with unresolved legal matters. Future events and their effects cannot be predicted with
certainty; accordingly, our accounting estimates require the exercise of judgment. The accounting
estimates used in the preparation of our consolidated financial statements wili change as new
events occur, as more experience is acquired, as additional information is cobtained, and as cur
operating environment changes. We evaluate and update our assumptions and estimates on an
ongoing basis and may employ outside experts to assist in our evaluation, as considered
necessary. Actual results could differ from those estimates.
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Risks and Uncertainties

SCA operates in a highly regulated industry and is required to comply with extensive and
complex laws and regulations at the federal, state, and local government levels. These laws and
regulations relate to, among other things:

licensure, certification, and accreditation,

ceding and billing for services,

relationships with physicians and other referral sources, including physician self-referral
and anti-kickbagk laws,

quality of medical care,

use and maintenance of medical supplies and equipment,

maintenance and security of medical recards,

acquisition and dispensing of pharmaceuticals and controlled substances, and

disposal of medical and hazardous waste.

Many of these laws and regulations are expansive, and we do not have the benefit of
significant regulatory or judicial interpretation of them. In the future, different interpretations or
enforcement of these laws and regulations could subject our current or past practices 1o allegations
of impropriety or illegality or could require us to make changes in our investment structure, facilities,
equipment, personnel, services, capital expenditure programs, operating procedures and
contractual arrangements.

If we fail to comply with applicable laws and regulations, we could be subjected te liabilities,
including {1) criminal penalties, (2} civil penalties, including monetary penalties and the loss of our
licenses to operate cne or more of our ASCs and hospitals, and (3) exclusion or suspension of one
or more of our ASCs and hospitals from participation in the Medicare, Medicaid, and other federal
and state healthcare programs.

Historically, the United States Congress and some state legislatures have periodicalty
proposed significant changes in regulations governing the healthcare system. Many of these
changes have resulted in limitations on and, in some cases, significant reductions in the levels of
payments to healthcare providers for services under many government reimbursement programs.
Because we receive a significant percentage of our revenues from Medicare, such proposed
changes in legislation might have a material adverse effect on our financial position, resuits of
operations, and cash flows, if any such changes were to occur.

As discussed in Note 16, Commitments and Contingent Liabilities, we are a party 10 a
number of lawsuits. We cannot predict the outcome of litigation filed against us. Substantiat
damages or octher monetary remedies assessed against us could have a material adverse effect on
our business, financial position, results of operations, and cash flows.




Revenue Recognition

Revenues consist primarily of net patient service revenues that are recorded based upon
established billing rates less allowances for contractual adjustments. Revenues are recorded during
the period the healthcare services are provided, based upon the estimated amounts due from
patients and third-party payors, including federal and state agencies {under the Medicare and
Medicaid programs), managed care health plans, commercial insurance companies, and
employers. Estimates of contractual atlowances under third-party payor arrangements are based
upon the payment terms specified in the related contractval agreements. Third-party payor
contractual payment terms are generally based upon predetermined rates per procedure or
discounted fee-for-service rates.

During the years ended December 31, 2010, 2009, and 2008, approximately 61%, 63%, and
62%, respectively, of our net operating revenues related to patients participating in managed care
and other discount plans. The managed care industry is highly competitive and healthcare services
providers are under increasing pressure to accept reduced reimbursement for services on these
contracts. Continued reductions could have a material adverse impact on our financial posmon
results of operations, and cash flows.

During each of the years ended December 31, 2010, 2009, and 2008, approximately 25%,
22%, and 22%, respectively, of our net operating revenues related to patients participating in the
Medicare and Medicaid programs. Laws and regutations governing the Medicare and Medicaid
programs are complex, subject to interpretation, and are routinely modified for provider
reimbursement. The Centers for Medicare and Medicaid Services (“CMS"} has been granted
authority to suspend payments, in whole or in part, 1o Medicare providers if CMS possesses reliable
information that an overpayment, fraud, or willful misrepresentation exists. If CMS suspects that
payments are being made as the result of fraud or misrepresentation, CMS may suspend payment
at any time without providing us with prior notice. The initial suspension period is limited to 180
days. However, the payment suspension period can be extended almast indefinitely if the matter is
under investigation by the United States Department of Health & Human Services Office of
Inspector General (the “OIG"} or the Depantment of Justice {the “DCJ"). Therefore, we are unable to
predict if or when we may be subject to a suspension of payments by the Medicare and/or Medicaid
programs, the possible length of the suspensicn period, or the potential cash flow impact of a
payment suspension. Any such suspension would adversely impact our financial position, results of
operations, and cash flows.

Cash and Cash Equivalents

Cash and cash equivalents include all demand deposits reduced by the amount of
outstanding checks and drafts where the right of offset exists for these bank accounts. As a result
of the Company's cash management system, checks issued but not presented to banks for
payment may create negative book cash balances. Such negative balances are included in current
liabilities as a part of Accounts payable and totaled $6.3 million at December 31, 2010, and
$7.1 million at December 31, 2009. The Company has deposits with certain financial institutions
which exceed federally insured limits. The Company has reviewed the creditworthiness of these
financial institutions and we have not experienced any losses on such deposits.



Resiricted Cash

As of December 31, 2010 and 2009, we had approximately $33.1 million and $30.0 million,
respectively, of restricted cash in affiliate cash accounts maintained by partnerships in which we
participate where one or more external partners requested, and we agreed, that the partnership's
cash not be commingled with other Company cash and be used only te fund the operations of those
partnerships.

Accoumnts Receivable

We report accounts receivable at estimated net realizable amounts from services rendered
from federal and state agencies (under the Medicare and Medicaid programs), managed care
health plans, commercial insurance companies, workers’ compensation, employers, and patients.
Our accounts receivable are gecgraphically dispersed, but a significant portion of our accounts
receivable are concentrated by type of payors. The concentration of net patient service accounts
receivable by payor class, as a percentage of total net patient service accounts receivable, as of
the end of each of the reporting periods, is as follows:

As of December 31

2010 2009
Managed care and other discount plans 66% 66%
Medicare 14 14
Workers' compensation 12 13
Other third-party payors 4 3
Medicaid 3 3
Palients 1 1
Total 100% 100%

We recognize that revenues and accounts receivable from government agencies are
significant to our operations; however, we do not believe there are significant credit risks associated
with these government agencies.

We also recognize that revenue and accounts receivable from managed care and other
discount plans are significant to cur operations. Because the category of managed care and other
discount plans is composed of numerous individual payors which are geographically dispersed, our
management does not believe there are any significant concentrations of revenues from any
individual payor that would subject us to significant credit risks in the collection of our accounts
receivable.

Additions to the allowance for doubtful accounts are made by means of the Provision for
doubtfuf accounts. We write off uncollectible accounts against the allowance for doubtful accounts
after exhausting collection efforts and adding subsequent recoveries. Net accounts receivable
include only those amounts we estimate we will collect.

We performed an analysis of our historical cash collection patterns and considered the
impact of any known material events in determining the allowance for doubtful accounts. In
performing our analysis, we considered the impact of any adverse changes in general economic
conditions, business office operations, payor mix, or trends in federal or state governmental
healthcare coverage.




Long-Lived Assets

We report land, buildings, improvements, and equipment at cost, net of asset impairment,
We report assets under capital lease obligations at the lower of fair value or the present value of the
aggregate future minimum lease payments at the beginning of the tease term. We depreciate our
assets using the straight-line method over the shorter of the estimated useful life of the assets or
life of the lease term, excluding any lease renewals, unless the lease renewals are reasonably
assured. Useful lives are as follows:

Years
Buildings 1510 30
Leasehold improvements 51020
Furniture, fixtures, and equipment 3te7
Assets under capital lease obligations:
Real estate 1516 30
Equipment o7

Maintenance and repairs of property and equipment are expensed as incurred. We
capitalize replacements and improvements that increase the estimated useful life of an asset. We
capitalize interest expense on major construction and development projects while in progress. No
interest was capitalized during the years ended December 31, 2010, 2009, or 2008,

We retain fully depreciated assets in property and accumulated depreciation accounts until
we remove them from service. In the case of sale, retirement or disposal, the asset cost and related
accumulated depreciation balance is removed from the respective account, and the resulting net
amount, less any proceeds, is included as a component of income from continuing operations in the
consolidated statements of operations. However, if the sale, retirement, or disposal involves a
discontinued operation, the resulting net amount, less any proceeds, is included in the results of
discontinued operations.

For operating leases, we recognize escalated rents, including any rent holidays, on a
straight-line basis over the term of the lease for those lease agreements where we receive the right
to control the use of the entire leased property at the beginning of the lease term.

Goodwill

We test goodwill for impairment using a fair value approach at least annually, absent some
triggering event that would require an impairment assessment. Absent any impairment indicators,
we perform our goodwill impairment testing as of October 1% of each year.

Since a quoted market price for the Company’s equity is not avaitable, the Company applies
judgment in determining the fair value of its equity for purposes of performing the goodwill
impairment test. The Company relies on widely accepted valuation technigques, including
discounted cash flow and, when available and appropriate, market multiple analyses approaches,
which capture both the future income potential of the Company and the market behaviors and
actions of market participants in the industry in which the Company operates. These types of
analyses require the Company to make assumptions and estimates regarding future cash flows,
industry-specific economic factors and the profitability of future business strategies. The discounted
cash flow approach uses a projection of estimated operating results and cash flows that are
discounted using a weighted average cost of capital. Under the discounted cash flow approach, the
projection includes management's best estimates of economic and market conditions over the
projected period, including growth rates in the number of cases, reimbursement rates, operating
costs, rent expense and capital expenditures. Other significant estimates and assumptions include
terminal value growth rates, changes in working capital requirements and weighted average cost of

130




capital. The market multiple analysis estimates fair value by applying cash flow muttiples to the
reporting unit's operating resulis. The multiples are derived from comparable pubiicly traded
companies with similar operating and investment characteristics to the Company. Finally, when we
dispose of a hospital or an ASC, the relative fair value of goodwill is allocated to the gain or loss on
dispositign.

We recognize an impairment charge for any amount by which the carrying amount of
goodwill exceeds its implied fair value. We present a goodwill impairment charge as a separate line
item within income from continuing operations in the consolidated statements of operations, unless
the goodwill impairment is associated with a discontinued operation. In that case, we include the
goodwill impairment charge, on a net-of-tax basis, within the results of discontinued operations.

Impairment of Long-Lived Assets and Other Intangible Assels

We assess the recoverability. of long-lived assets (excluding goodwill} and identifiable
acquired intangible assets with definite useiul lives, whenever events or changes in circumstances
indicate we may not be able to recover the asset’s carrying amount. We measure the recoverability
of assets to be held and used by a comparison of the carrying amount of the asset 1o the expected
net future cash flows to be generated by that asset, or, for identifiable intangibles with definite
useful lives, by determining whether the amortization of the intangible asset balance over its
remaining lite can be recovered through undiscounted future cash flows. The amount of
impairment of identifiable intangible assets with definite useful lives, if any, to be recognized is
measured based on projected discounted future cash flows. We measure the amount of
impairment of other long-lived assets (excluding goodwill) as the amount by which the carrying
value of the asset exceeds the fair market value of the asset, which is generally determined based
on projected discounted future cash flows or appraised values. We present an impairment charge
as a separate line item within income from continuing operations in our consolidated statements of
operations, unless the impairment is associated with a discontinued operation. In that case, we
include the impairment charge, on a net-of-tax basis, within the results of discontinued operations.
We classify long-lived assets to be disposed of other than by sale as held and used until they are
disposed. We report long-lived assets to be disposed of by sale as held for sale ang recognize
those assets in the balance sheet at the lower of carrying amount or fair value less cost to sell, and
cease depreciation.

We amortize the cost of intangible assets with definite useful lives over their respective
estimated useful lives to their estimated residual value. As of December 31, 2010, none of our
definite useful lived intangible assets has an estimated residual value. As of December 31, 2010,
we do not have any intangible assets with indefinite useful lives. The range of estimated useful lives
of our other intangible assets is as follows:

Yoars
Certificates of need 10 to 30
Management agreements 31015
Licenses 1510 20
Noncompete agreements 2015
Favorable lease obligations 5

"19%




Investment in and Advances to Nonconsolidated Affifiates

Investments in entities we do not control, but in which we have the ability to exercise
significant influence over the operating and financial policies of the investee, are accounted for
under the equity method. Equity method investiments are recorded at original cost and adjusted
periodically to recognize our proportionate share of the investees’ net income or losses after the
date of investment, additional contributions made and distributions received, and impairment losses
resulting from adjustments to net realizable value. We record equity method losses in excess of the
carrying amount of an investment when we guarantee obligations or we are ctherwise committed to
provide further financial support to the affiliate.

Management periodically assesses the recoverability of our equity method investments for
impairment. We consider all available information, including the recoverability of the investment,
the earnings and near-term prospects of the affiliate, factors related to the industry, conditions of
the aftiliate, and our ability, if any, to influence the management of the affiliate. We assess fair
value based on vaiuation methodologies, as appropriate, including discounted cash flows,
estimates of sales proceeds and external appraisals, as appropriate. |If an equity method
investment's decline in value is other than temporary, we record an impairment.

Financing Costs

We amortize financing costs using the effective interest method over the life of the related
debt. The related expense is included in Interest expense in our consolidated statements of

operations.
Fair Value of Financial Instruments

Qur financial instruments consist mainly of cash and cash equivalents, restricted cash,
accounts receivable, accounis payable, letters of credit, long-term debt, and interest rate swap
agreements. The carrying amounts of cash and cash equivatents, restricted cash, accounts
receivable, and accounts payable approximate fair value because of the short-term maturity of
these instruments. The fair value of our letters of credit is deemed to be the amount of payment
guaranteed on our behalf by third-party financial institutions. We determine the fair value of our
long-term debt based on varicus factors, including maturity schedules, call features, and current
market rates. We also use guoted market prices, when available, or discounted cash flows to
determine fair values of long-term debt. The fair value of our interest rate swaps is determined
using information provided by a third-party financial institution and discounted cash flows.

Derivative Instruments

All derivative instruments are recorded on the balance sheet at their fair value. Changes in
the fair value of derivatives are recorded each period in current earnings or in other comprehensive
income, depending on whether a derivative is designated as part of a hedging relationship and, if it
is, depending on the type of hedging relationship.

As of December 31, 2010 and 2009, we held interest rate swaps to hedge the interest rate
risk on a portion of our long-term debt. These swaps are designated as a cash flow hedge.
Therefore, ali changes in the fair value of these interest rate swaps are reported in other
comprehensive income on the consolidated statement of changes in equity. Net cash setflements
on our interest rate swaps are included in investing activities in our consolidated statements of cash
flows. For additional information regarding these interest rate swaps, see Note 8, Long-Term Debt.
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Noncontrolling interest in Consolidated Affiliates

The consolidated financial statements include all assets, liabilities, revenues, and expenses
of less-than-100%-owned affiliates that we control. Accordingly, we have recorded a noncontrolling
interest in the earnings and equity of such affiliates. We record adjustments to noncontrolling
interest for the atlocable portion of income or loss to which the nencontrolling interest holders are
entitled based upon the portion of the subsidiaries they own. Distributions to holders of
noncontrolling interest reduce the respective noncontrolling interest holders' balance.

Alsg, certain of the Company's noncontrolling interests have industry-specific redemption
features, such as a change in law that would prehibit the noncontrolling interests’ current form of
ownership in ASCs, which is not solely within the contro! of the Company. The Company is not
aware of events that would make a redemption probable. According to authoritative guidance,
classification of these noncontrolling interests outside of permanent equity is required due to the
redemption features.

Equity-Based Compensation

SCA's parent, ASC Acquisition, has two equity-based compensation plans that provide for
the granting of options to purchase membership units of ASC Acquisition to certain emplayees,
directors, service providers, and consultants of the Company and its affiliates. The fair vaiue of
equity-based compensation is measured at the date of grant and recognized as expense over the
option holder's requisite service period. The Company also issues equity instruments to certain
nen-employees as described more fully in Note 11, Equity-Based Compensation.

income Taxes

We provide for income taxes using the asset and liability method. This approach recognizes
the amount of federal, state and local taxes payable or refundable for the current year, as well as
deferred tax assets and liabilities for the future tax consequence of events recognized in the
consolidated financial statements and income tax returns. Deferred income tax assets and liabilities
are adjusted to recognize the effects of changes in tax laws or enacted tax rates.

A valuation allowance is required when it is more likely than not that some portion of the
deferred tax assets will not be reafized. Realization is dependent on generating sufficient future
taxable income.

SCA s included in the consolidated federal income tax return of its parent, ASC Acquisition.
State income tax returns are filed on a separate, combined, or consolidated basis in accordance
with relevant state laws and regulations. Partnerships, limited liability partnerships, limited liability
companies, and other pass-through entities that we consolidate or account for using the equity
method of accounting file separate federal and state income tax returns. We include the altocable
portion of each pass-through entity's income or loss in our federal income tax return. We allocate
the remaining income or loss of each pass-through entity to the other partners or members who are
respensible for their portion of the taxes.
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Assets Heid for Sale and Resuits of Discontinued Operations

Components of an entity that have been disposed of or are classified as held for sale and
have cperations and cash flows that can be clearly distinguished from the rest of the entity are
reported as assets held for sale and discontinued operations. In the period a component of an entity
has been disposed of or classified as held for sale, we reclassify the results of operations for
current and prior periods into a single caption titled Loss from discontinued operations, net of
income lax expense. In addition, we classify the assets and liabilities of those components as
Prepaids and other current assels, other long-term assels, other current liabilities, and other
long-term fliabilities in our consolidated balance sheets. We afso classify cash flows related to
discontinued gperations as one line item within each category of cash flows in our consolidated

statements of cash flows.

Assessment of Loss Contingencies

We have legal and other contingencies that could result in significant losses upon the
ultimate resolution of such contingencies. We have provided for losses in situations where we have
concluded that it is probable that a loss has been or will be incurred and the amount of the loss is
reasonably estimable. A significant amount of judgment is involved in determining whether a loss is
probable and reasonably estimable due to the uncertainty involved in determining the likelihood of
future events and estimating the financial statement impact of such events. if further developments
or resolution of a contingent matter are not consistent with our assumptions and judgments, we
may need to recognize a significant charge in a future period related to an existing cantingent
matter.

Recent Revisions to Authoritative Guidance

Noncontrolling Interests in Consolidated Financial Statements. In December 2007, the
authoritative guidance was revised for noncontrolling interests, which establishes acceunting and
reparting standards for mingrity interests in our subsidiaries {recharacterized as noncontrolting
interests and classified as a component of equity) and for the loss of control or deconsolidation of a
subsidiary. This guidance was adopted by the Company on January 1, 2009 and applied
prospectively; however, the presentation and disclosure requirements of the authoritative guidance
have been applied retrospectively for all periods presented in our interim and annual reports issued
for periods beginning on or after January 1, 2009. The revised authoritative guidance impacted the
presentation of our consolidated financial positien, results of operations, and cash flows for the
years ended December 31, 2010 and 2009. Although not material to SCA, one of the eflects of the
change in the authoritative guidance is the reclassification of excess distributions to
nonconsolidated interests from other operating expenses beginning January 1,2009.  Also,
beginning January 1, 2009, excess losses are reported in noncontrolling interests, rather than as a
decrease in SCA's equity. In addition, the revisions in autheritative guidance changed the manner
in which we present amounts of and changes in noncontrolling interests in our nonconsolidated
aftiliates, as well as the manner in which we report the loss of controf or deconsolidation of a
subsidiary. See Note 3, Summary of Significant Accounting Policies--Recfassifications, and Note 9,
Noncontrolling Interests, for further discussion.
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Consolidation of Variable Interest Entities. In June 2009, the authoritative guidance for
the consolidation of variable interest entities was revised, which changes how a reporting entity
determines when an entity that is insufficiently capitalized or is not controlled through voting {or
similar) interests should be consclidated. The determination of whether a reporting entity is required
to consclidate another entity is based on, among other things, the other entity's purpese and design
and the reporting entity's ability to direct the activities that most significantly impact the other entity’s
economic performance. The guidance revisions also require a number of additional disclosures
about an entity's involvement with variable interest entities and any significant changes in risk
exposure due to that involvement. The authoritative guidance revisions applied to the Company
beginning on Janvary 1, 2010. The adoption of the revised authoritative guidance had no
significant impact to the Company’s consolidated financial statements and disclosures.

We do not believe any other recently issued, but not yet effective, revisions to authoritative

guidance will have a material effect on gur consolidated financial position, results of operations, or
cash flows.

4, ACCOUNTS RECEIVABLE

Accounts receivable consists of the following:

As of December 31

2010 2009
Patient accounts receivable $ 89,726 $ 82,899
lLess: Allowance for doubtfud accounts (7,676) {6,563)
Accounts receivable, net $ 82,050 $ 76,336

The following is the activity related 1o our allowance for doubtfuf accounts:

YE4R YEAR YEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DeceEMBER 31
2010 2009 2008
Baltance at beginning of period $ 6,563 $ 6,870 $ 5,560
Provision for doubtfu! accounts 18,283 18,269 14,951
Deductions and accounts written off {17,170} {18,576) {13,641)
Balance at end of period $ 7676 $ 6563 $ 6,870

5. PROPERTY AND EQUIPMENT
Property and equipment consists of the following:

As of December 31

2010 2009

I 1 OO OSSPSR $ 23,388 $ 24,366
=TT La 11 To - OO OO OO OO U OO PR 43,509 46,153
Leasehold improvements 34,517 36,051
Furniture, fixtures, and QUIRMENL.....c..oiirrrerririrrerreeneereerrrsrerrrsessesenses 123,375 119,741

224789 226,311
Less: Accumulated depreciation and amortization ..........ceeoee e ereiencininn, {50,463) (43,083)

174,326 183,228
ConStruction iN PIOQIESS ... vee it et rmressresassrossssneeasssennssaesrebssrs s 9,861 10419
Property and equipment, net . veeeen 184,187 $ 194,147
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The ameunt of depreciation expense, amortization expense and agcumulated amortization
relating to assets under capital lease obligations, and rent expense under operating leases is as
follows:

YEAR Year YeaR
ENDED ENDED ENDED
DecemBer 31 DECEMBER 31 DecemsER 31
2010 2009 2008
Cepreciation XPenSE.... ..o ievcrererreeiemr oo rreree 30,604 & 27,707 % 23,348
. Assets under capital lease obligations:
Buildings................... ST - 14,808 % 14059 % 11,282
Equipment ..., 5,027 2,318 309
19,835 16,377 11,591
Accumulated amoriZatION w..e.eee e (7,580) {4,865) (2,946)
Assets under capital lease obligations, net............ccce....... 3 12,255 § 11,512 § 8,645
AmOrtization BXPENSe.........ocvereer et e vresrrres e snnnesenne B 2809 % 2020 % 1,763
Rent expense:
Minimum rent paymemts ... e $ 21,255 § 24962 § 23,621
Contingent and other remts ........c.cooo e 15,804 12,121 15,143
Total rent @XPeNSe. ... riese s sress e e ee e D 37059 % 37.083 § 38,764
Leases

We lease certain land, buildings and equipment under non-cancelable operating leases
expiring at various dates through 2015. We also lease certain buildings and equipment under
capital leases expiring at various dates through 2026. Qperating leases generally have 5 to 30 year
terms, with one or more renewal options, with terms to be negotiated at the time of renewal.
Various facility leases include provisions for rent escalation to recognize increased operating costs
or require us to pay certain maintenance and utility costs. Contingent rents are included in rent
expense in the year incurred. Some facilities are subleased o other parties. Rental income from
subleases approximated $1.3 milion, $1.2 million, and $1.4 million for the years ended
December 31, 2010, 2009 and 2008, respectively. Certain leases contain annual escalation clauses
based en changes in the Consumer Price Index while others have fixed escalation terms. The
excess of cumulative rent expense (recognized on a straight-line basis) over cumulative rent
payments made on leases with fixed escalation terms is recognized as straight-line rental accrual
and is included in Other long-term liabilities in the accompanying consolidated balance sheets.

Our ASCs, as well as our four surgical hospitals, lease land, buildings and equipment, with
most leases being for periods of 3 to 10 years. Additionally, the lease for our principal executive
offices, which commenced on March 1, 2008, is for an initial term of five years.
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Future minimum lease payments at December 31, 2010 for those leases of SCA and its
subsidiaries having an initial or remaining non-cancefable lease term of one year or more are as

follows:
Capltal
Operating Lease
Year ending December 31, Leases Obligations Total
P24 I OO PPUUTS PR RURNURUDPUPPUOPIP. 19,676 $ 4124 § 23,800
P 1 DS U OO PO PUUPPPRUR 16,905 4,305 21,210
20T i e seaaa b nan e £ a et as 12,956 3,620 16,576
2014 L ierveresranyssarnns 10,721 2,847 13,568
P20 B T O VSO OO OO PP UOPPPUUP 9,068 1,767 10,835
2018 ANG ther@aler ... e s 22,697 4,204 26,901
$ 92,023 20,867 $ 112,890
Less: interest POrtIGN . .o e ettt e eere s e {4,533)
Obligations under capital [BASES .........c.cvvemmi et s $ 16,334
e — ]

Obligations Under Lease Guarantees

In conjunction with the sale of certain surgery centers in prior years, the leases of certain
properties were assigned to the purchasers and, as a condition of the lease, the Company is a
guarantor on the lease. Should the purchaser fail to pay the rent due on these leases, the lessor
would have contractual recourse against the Company.

The Company has not recorded a liability for these guarantees, as it does not believe it is
probable it will have to perform under these agreements. |f the Company is required to perform
under thesé guarantees, it could potentially have recourse against the purchaser for recovery of
any amounts paid. These guarantees are not secured by any assets under the leases. As of
December 31, 2010, the Company has not been required to perform under any such lease
guarantees.

Impairment of Long-Lived Assels

During 2010, 2009, and 2008, we examined our fong-lived assets for impairment due to
facility closings and facilities experiencing negative cash flow from operations. Based on this
review, we regorded an impairment charge of approximately $1.0 million and $2.1 miliien for the
years ended December 31, 2009 and 2008, respectively. Ne impairment charge was recorded for
the year ended December 31, 2010, For all periods presented, the fair value of the impaired
long-lived assets at our facilities was determined primarily based on the assets’ estimated fair value
using valuation techniques that included discounted future cash flows.




6. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the unallocated excess of purchase price over the fair value of
identifiable assets and liabilities acquired in business combinations. Goodwill also includes the
unallocated excess of purchase price plus the fair value of any noncontrofling interest in the
acquiree at the acquisition date over the fair value of identifiable assets and liabilities acquired in
business combinations. Other definite-lived intangibles consist primarily of centificates of need,
licenses, noncompete agreements, and management agreements.

The following table shows changes in the carrying amount of goodwill for the years ended
December 31, 2010 and December 31, 2009:

YEAR YEAR
ENDED ENDED
DECEMBER 31 DECEMBER 31

2010 2009
Balance at beginning of period $ 677,073 $ 659,893
Acquisitions {Note 2) 23,474 17,049
Deconsolidations (Note 2) (18,548) -
Closedfsold facilities {(693) -
Other - 131
Balance at end of period $ 681,308 § 677,073

We performed impairment reviews as of QOctaber 1, 2010 and 2009, and concluded that no
goodwiill impairment existed.

The following table provides information regarding our other intangible assets:

As oF DECEMBER 31

2010 2009

Certlflcates of need

Gross carrying amount $ 19,328 $ 24,100

Accumulated amortization 3,203 4,067

Net $ 16,125 $ 20,132
Management agreements

Gross carrying amount $ 36,049 § 35971

Accumulated amortization 7,934 5,574

Net $ 28,115 $ 30,397
Licenses

Gross carrying amount $ 10,885 $ 9.874

Accumulated amortization 3,808 1,619

Net $ 7079 $ 8255
Noncompete agreements

Gross carrying ameunt $ 3,468 $ 2679

Accumulated amortization 1,664 516

Net $ 1802 $ 2163
Favorable lease obligations

Giross carrying amount $ 1,232 $ 1,403

Accumulated amortization 886 732

Net $ 346 $§ s6mM1
Total intangible assets

Gross carrying amount $ 70,960 $74,126

Accumufated amortization 17,493 12,508

Net $ 53467 $ 61618
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During 2010, 2009, and 2008, we examined our intangible assets for impairment due to
facility closings and facilities experiencing negative cash flow from operations. In all periods
presented, no impairment charge was deemed necessary for intangible assets.

Amaortization expense for other intangible assets is as follows:

YEAR YEAR YEAR
ENDED EnMDED ENDED
December 31 DECEMBER M DECEMEER 31
2010 2008 2008
AMOItIZAtioN EXPOANSE oot 3 6013 $ 8482 % 11,357

Total estimated amortization expense for our other intangible assets for the next five years is
as follows:

Estimated
Amortization

Year ending December 31, Expense
b1 T OO OO U OO 4,972
2T ittt e e e e e R b e nE e e e e ek b e e e e e enereenend 4,669
E24 1 OO OSSO SUR PR 4.497
P21 S OSSO O OU OO 4,464

7. RESULTS OF OPERATIONS OF NONCONSOLIDATED AFFILIATES

As of December 31, 2010, /nvestment in and advances to nonconsolidated affiliates
represents SCA’s investment in 23 partially owned entities, most of which are general or limited
partnerships, limited liability companies, or joint ventures in which SCA or one of our subsidiaries is
a general or limited partner, managing member, member, or venturer, as applicable. We d¢ not
control these affiliates, but have the ability to exercise significant influence over the operating and
financial policies of certain of these affiliates. OQOur ownership percentage in these affiliates
generally ranged from 20% to 51% as of December 31, 2010. Our investment in these affiliates is
an integral part of our operations,

During 2010, we deconsolidated five separate ASCs (i.e., they became equity method
investments rather than consolidated facilities). Therefore, the results of operations at those
facilities were reported within the consolidated revenue and expense line items of SCA for 2009
and 2008, but were reported net in Equity in net income of nonconsolidated affiliates for a portion of
2010.

In each of these transactions, we sold a controlling equity interest, as well as transferred
certain control rights, to hospital partners. We retained a noncontrolling interest in these entities.
We received proceeds of approximately $8.3 million and recorded a pre-tax gain of approximately
$1.5 million, which was primarily related to the revatuation of our remaining investment in these
entities to fair value. The gain on these transactions is recorded in (Gain} loss on sale of
invesiments.




No such deconsclidation transactions occurred in 2009. Effective October 1, 2008, one
surgery center transitioned to being an equity method investment from a consolidated affiliate and
two surgery centers transitioned into consolidated affiliates from equity method investments as a
result of changes of contral of these entities. A net pre-tax loss of approximately $0.7 million was
recorded with these transactions, and is included in (Gain) foss on sale of investments.

Fair values for the retained noncontrolling interests are primarily estimated based on third
party valuations we have obtained.in connection with such transactions. QOur continuing involvement
as an equity method investor and manager of the facilities precludes classification of these
transactions as discontinued operations.

During 2010, we recorded a $3.0 million impairment to our investments in nonconsolidated
affiliates in connection with the deconsolidation of an affiliate. The impairment was the result of the
revaluation of our remaining investment in this entity to fair value. This impairment is included in
Equity in net income of nonconsolidated affiliate.

During 2009 and 2008, we recorded impairment charges related to our investment in certain
of our nonconsolidated affiliates in conjunction with our quarterly impairment review, based upon
operating performance trends, of $6.1 million and $0.7 million, respectively. These impairments are
included in Equily in net income of nonconsolidated affiliate.

Buring 2009, a $3.1 millicn impairment charge related to our investment in another of our
nencensclidated affiliates was recorded due to the settlement of a legal dispute with the physician
partners, which resulted in SCA accepting a purchase price for our ownership units in that facility
lower than our recorded investment. This impairment is included in Interest income and other

income,

In determining whether an impairment charge is necessary on a particular investment, we
consider all available information, including the recoverability of the investment, the earnings and
near-term prospects of the affiliate, factors related to the industry, conditions of the affiliate, and our
ability, if any, o influence the management of the affiliate. We assess fair value based on valuation
methodologies, including discounted cash flows, estimates of sales proceeds and external
appraisals, as appropriate.

We account for investments in nongonsolidated affiliates primarily using the equity method of
accounting. Qur investments consist of the following:

Az of December 31

2010 2000

Investment in and advances to nonconsolidated affiliates:

Beginning Balance............ccciiiii e rervrie e B 65,218 $ 74,949
AR Of INMCOME ...ttt ee st e e e e e e e ebb et e e e e e v e nneneeae s 18,268 16,6800
Share of diStiDUTIONS «ovvee et e et san e e {16,419) (15,649)
Conversion toffrom Investments in nonconsolidated affiliates.............-. 20,667 0
Impairment of investments in nonconsolidated affiliates...........cc.ccocceinne {2,971) {9,200)
Sale/closure of investments in nonconsolidated affiltates ..., {3.301) {1,730)
L0 {51 OO OOV PSPPSR 375 248
Tota! investment In and advances to nonconsolidated affiliates ............... $ 81,838 $ 65219
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The following summarizes the combined assets, liabilities, and equity of our nonconsolidated
affiliates (on a 100% basis):

As of December 31

2010 2009

Assets
LT 07-Y OO SO U OO UPUORUUURE. T 1: =1 & $ 44,097
[ T ol U =] o | SO ORTOU 141,927 108,105
B e LY== TP USSR $ 200,438 § 150,202
Llabilities
LT T ) OSSO $ 12,430 $ 10,819
[N Lo a T o0 (=] PO SR PPN 16,955 12,289
Partners’ capital and shareholders’ equity
L 0 PO U PSP 81,838 65,219
QUESIHE PAMIES ... e e st oot ar st 89,215 61,875

$ 200,438 § 150,202

The following summarizes the combined results of operations of our equity method
affiliates:

YEAR YEAR YEAR
ENDED ENDED ENDED
DECEMBER 1 DECEMBER 31 DECEMBER 31
2010 2009 2008
Net operating revenues $ 186,968 $ 163,649 $ 156,857
Qperating expenses:
Salaries and benefits 49,129 43,148 47,192
Supplies 36,283 31,224 31,387
Other operating expenses 39,760 34,254 33,557
Depreciation and amortization 6,421 4,698 4,225
Total operating expenses 131,593 113,324 116,371
Interest expense, net of interest
income 1,080 982 555
Income from continuing operations
before income tax expense $ 54,295 $ 49,343 $ 40,031
Net income $ 54186 $ 49,794 $ 40,067

1u3




8. LONG TERM DEBT

Cur long-term debt outstanding consists of the following:

As of December 31

2010 2009
Advances under $125.0 million revolving credit facility due 2013 § - 3 -
Term loan fagility 342,575 345,125
Bonds payable
9.625% Senior PIK-election Notes due 2015 164,785 167,219
10.0% Senior Subordinated Notes due 2017 150,000 150,000
Notes payable to banks and others 8,794 8,490
Capital lease obligations 16,334 16,317
682,488 678,151
Less: Current portion (7,509} {6,734
Long-term debt, net of current portion § 674,979 $ 671,417

The following chart shows scheduled principal payments due on long-term debt for the next
five years and thereafter;

Year Ending December 31

2011 $ 7,509
2012 0,444
2013 8,052
2014 335,014
2015 166,963
Thereafter 155,506
Total $ 682,488

The following table provides information regarding our total interest expense presented in
our consolidated statements of operations for both continuing and discontinued operations:

YEAR YEAR YEAR
ENDED ENDED ENDED
Decemeen 31 DecEMBER 31  QECEMBER 31
210 2008 2008
Continuing operations:
Interest expense $ 50201 § 51,102 $ 54,537
Amontization of bond issue costs 2,544 2,544 2,584
Total interest expense and amortization of
bond issue costs for continuing operations 52,835 53,646 57,121
Discontinued operations:
Interest expense 44 211 241
Total interest expense for discontinued operations 44 211 241
Total interest expense and amortization of bond
Issue costs $ 52879 § 53857 $ 57,362
2
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Capital Lease Obligations

Woe engage in a significant number of leasing transactions, including real estate, medical
equipment, computer equipment, and other equipment utilized in operations. Certain leases that
meet the lease capitalization criteria have been recorded as an asset and liability at the net present
value of the minimum lease payments at the inception of the lease. Interest rates used in computing
the net present value of the lease payments generally range from 2.3% to 10.5% based on the
incremental borrowing rate at the inception of the lease. Our leasing transactions include
arrangements for equipment with major equipment finance companies and manufacturers who
retain ownership of the equipment during the term of the lease, and with a variety of both small and
large real estate owners.

As discussed in Note 1, ASC Acquisition acquired the Company on June 29, 2007. The
acquisition was partially financed with new borrowings as described below.

Senior Secured Credit Facllity {“Credit Facility”)

Our Credit Facility provides for borrowings of up to $480.0 million, consisting of (a} a
$125.0 million revolving credit line (the “Revolver”) that matures on June 28, 2013, including a
$50.0 million letter of credit sub-facility and a $25.0 million swing-line loan sub-facility; and {b) a
$355.0 million term loan {the “Term Loan") facility that matures on December 29, 2014. In addition,
the Company may request additional tranches of the term loans or additional commitments to the
Revolver in an aggregate amount not to exceed $100.0 million, subject to certain conditions.

The Revolver bears interest at a base rate or at LIBOR, as elected by the Company, plus a
margin of between 0.75% and 1.25% per annum for base rate loans or between 1.75% and 2.25%
per annum for LIBOR loans. Additionally, the Company pays commitment fees on a quarterly basis
of between 0.375% and 0.50% per annum on the daily-unused commitment of the Revolver. The
Company also pays & guarterly participation fee of 2.0% per annum related to cutstanding letters of
credit. At December 31, 2010, the Company had no debt outstanding under the Revolver.

The Term Loan bears interest at a base rate or at LIBOR, as elected by the Company, plus
a margin of between 1.00% and 1.25% per annum for base rate loans or between 2.00% and
2.25% for LIBOR loans. The Term Loan requires principal payments each year in an amount of
1.00% per annum in equal quarterly installments, the first of which was made in September 2007.
At December 31, 2010, the Company had $342.6 million of debt outstanding under the Term Loan
at an interest rate of 2.30%.

The Credit Facility is guaranteed by ASC Acguisition and certain of the Company's direct
100% owned domestic subsidiaries (the “guarantors”), subject to certain exceptions, and
borrowings under the Credit Facility are secured by a first priority security interest in all equity
interests of the Company and of each 100% owned domestic subsidiary directly held by the
Company or a guarantor. Additionally, the Credit Facility contains various restrictive covenants
that, subject to certain exceptions, prohibit us from prepaying certain subordinated indebtedness,
including the senior subordinated notes described below. In addition, the Credit Facility generaliy
restricts our and our restricted subsidiaries’ ability to, among other things, incur indebtedness or
liens, make investments or declare or pay dividends. The Company believes it was in compliance
with these covenants as of December 31, 2010. Finally, our credit agreement governing our senior
secured credit facilities contains a provision that could require prepayment of a portion of our
indebtedness if the Company has excess cash flow, as defined by the agreement. No such
prepayment was required at December 31, 2010.
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Senlor Subordinated Notes and Senior PiK-election Notes (together, the “Notes”)

The Company issued $150.0 miltion in pringipal amount of 10.0% senior subordinated notes
(“Subordinated Notes") due 2017 and $150.0 million in principal amount of 8.875% / 9.625% senior
PIK-election notes due 2015 ("PlK-election Notes"). interest on the Notes is payable on January 15
and July 15 of each year, commencing on January 15, 20608, All interest payments on the
Subordinated Notes and the initial interest payment on the PIK-election notes are payable in cash.
For any interest period after January 15, 2008 through July 15, 2012, the Company may pay
interest on the PIK-glection Notes (a) in cash, (b) by increasing the principal amount of the
outstanding PlK-election notes or by issuing payment-in-kind notes (“PIK Interest™); or {c) by paying
interest on half the principal amount of the PIK-election Notes in cash and half in PIK Interest. PIK
Interest is paid at 9.625% and cash interest is paid at 8.875% per annum. The Notes are
unsecured senior subordinated obligations of the Company; however, the Notes are guaranteed by
certain of the Company's current and future direct 100% owned domestic subsidiaries. Additionally,
the indentures pursuant to which the Notes were issued contain various restrictive covenants,
including covenants that generally limit the Company's ability and the ability of its restricted
subsidiaries to borrow money or guarantee other indebtedness, incur liens, make certain
investments, sell assets, or pay dividends. The Company believes it was in compliance with these
covenants as of Decernber 31, 2010.

SCA elected to pay PIK Interest with respect to the interest payment for the six-month period
beginning January 16, 2009 and ending July 15, 2009 on the senior PIK-election notes as par of its
cash management strategy in light of conditions in the credit markets at that time, With respect to
the interest due on such notes on the July 15, 2009 interest payment date, SCA made such interest
payment by paying in kind at the PIK interest rate of 9.625% instead of paying interest in cash at
8.875%. As a result, the aggregate principal amount of senior PIK-election notes increased from
$150.0 million to $157.2 million effective July 15, 2009. SCA elected to continue to pay PIK interest
(at the PIK interest rate of 8.625%) with respect to the interest payment on its senior PIK-etection
notes for the six-month interest period ending January 15, 2010 as part of its cash management
strategy. As a result, the aggregate principal amount of senior PIK-election notes increased from
$157.2 million to $164.8 million effective January 15, 2010. The accrua! of PIK interest is recorded
in the consolidated balance sheets as Other long-term liabilities until the applicable interest
payment date, at which time the PIK interest payment amount is transferred to Long-ferm debt, net
of current portion. The amount of PIK interest included in Other long-term liabilities at December
31, 2009 is $7.0 million. SCA elected to pay cash interest for the six-manth interest pericds ended
July 15, 2010 and January 15, 2011 at a rate of 8.875% as part of its cash management sirategy.
The amount of cash interest included in Accrued interest at December 31, 2010 is $6.7 million.

interest Rate Swaps

The Company utilizes an interest rate risk management strategy that incorporates the use
of derivative financial instruments to limit its exposure to interest rate risk. The swaps are “receive
floating/pay fixed” instruments that define a fixed rate of interest on the hedged debt that the
Company will pay. At December 31,2010, interest rate swaps on $270.0 milion of the
$342.6 million Term Loan remained outstanding. At December 31, 2009, interest rate swaps on
$315.0 million of the $346.1 million Term Loan remained outstanding. The principal amount of the
swaps will continue to decrease annually on September 30 of each year through 2013.
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At inception, the fair values of the hedging instruments were zero based on the matching of
the critical terms of the hedging instrument and the hedged item. In subsequent reporting periods,
the fair value of these interest rate swaps is recorded in the Company's cansclidated baiance
sheets, either in Other current liabilities and Other fong-term labilities or Other current assets and
Qther long-term assets, depending on the fair value (or changes in the fair value) of the swaps, with
an offsetting adjustment reported as a component of other comprehensive income, At
December 31, 2010 and 2009, a liability of $12.4 million and $10.9 million, respectively, was
recorded on the consclidated balance sheet based on the fair value of the hedging instruments, and
was included in Other current liabilities and Other long-term liabilities. During the year ended
December 31, 2010, the fair value of the swaps decreased, resulting in a $1.5 million increase in
Other tong-term liabilities, with a corresponding decrease in Other comprehensive income. Also
included in Other comprehensive income at December 31, 2010 is $0.9 millicn, which represents
the fair value of the interest rate swaps which expired on September 30, 2009 and 2010, and which
will be amortized into Interest expense as addittonal principal payments on the hedged debt are
made. During the year ended December 31, 2009, the fair value of the swaps increased, resulting
in a $2.7 milion decrease in Other jong-term liabilities, with a corresponding increase in Other
comprehensive income. Also, included in Other comprehensive income at December 31, 2009 is
$0.5 million, which represents the fair value of the interest rate swap which expired on
September 30, 2009 and which will be amortized into Interest expense as additional principal
payments on the hedged debt are made.

The accounting for changes in fair value of a derivative instrument depends on whether it
has been designated and qualifies as pan of a hedging relationship and, further, on the type of
hedging relationship. For those derivative instruments that are designated and qualify as hedging
instruments, a company must designate the hedging instrument, based upon the exposure being
hedgeg, as a fair value hedge, cash flow hedge or a hedge related to foreign currency exposure.
The Company has designated its interest rate swaps as a cash flow hedge, and the effectiveness of
the Company's hedge relationship is assessed on a quanterly basis.

Credit risk occurs when a counterparty to a derivative instrument fails to perform according
to the terms of the agreement. Derivative instruments expose the Company to credit risk and could
result in material changes from period to period. The Company minimizes its credit risk by entering
into transactions with highly rated counterparties. In addition, at least quarterly, the Company
evaluates its exposure to counterparties who have experienced or may likely experience significant
threats to their ability to perform according to the terms of the derivative agreements to which we
are a party. We have completed this review of the financial strength of the counterparty to our
interest rate swaps using publicly avaitable information, as well as qualitative inputs, as of
Cecember 31, 2010. Based on this review, we do not believe there is a significant counterparty
credit risk associated with these derivative instruments. However, no assurances can be provided
regarding our potential exposure to counterparty credit risk in the future.
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9, NONCONTROLLING INTERESTS

The following table shows the breakout of net loss attributable to SCA between continuing
operations and discontinued operations:

YEAR YEAR YEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DECEMBER 31
2010 2009 2008
Net loss from continuing operations, net of tax,
attributable to SCA $ (5438) § (22,883 § (52,597)
Net loss from discontinued operations, net of tax,
attributable to SCA {9,473) {2,893 {4,631)
Net loss, net of tax, atiributable to SCA $ {14,809) $ (25,756) % (57,228)

The following table shows the effects of changes to SCA's ownership interest in its
subsidiaries on SCA's equity:

YEAR YEAR YEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DECEMBER 31
2010 2009 2008
Net loss attributable to SCA $ (14,909) $ (25,756) $ {57,228)
{Decrease) increase in equity due to transfers to
noncentrolling interests {127} {765) 442
Decrease in equily due to transfers from
noncontrolling interests (5,975) {1,834) {1,601)
Change from net loss attributable to SCA and
transfers to noncontrolling interests $ (21,011) $ {28,355) % (58,387)

As further described in Note 3, Summary of Significant Accounting
Policies-Reclassifications, certain of the Company’s noncontrolling interests have industry specific
redemption features whereby the Company could be obligated, under the terms of certain of its
operating subsidiaries' partnership and operating agreements, to purchase some or all of the
noncontrolling interests of the consolidated subsidiaries. As a result, these noncontrolling interests
are not included as part of the Company's equity and are carried as Nonconirolling
interests-redeemable on the Company's consolidated balance sheet.

The activity relating to the Company's noncontrolling interests—redeemable is summarized
befow:

YEAR YEAR YEAR
ENDED ENDED EnpeD
DECEMBER 31 Decemeer 31  DECEMEBER 31
2010 2009 2008
Balance at beginning of period $ 25,894 $ 25,384 $ 23,151
Net income attributable to noncontrolling interests-
redeemable 24,443 26,997 25,398
Net change related to purchase/(sale) of ownership
interests-redeemable (2,449} 84 (659)
Contributions from noncontrolling interests - 22 21
Change in distribution accrual (24) {1,235) 270
Distributions to nongontrolling interests-redeemable (24,233} [25,358) {22,797}
Balance at end of period $ 23,631 $ 25,894 $ 25,384
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10, FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is an exit price, representing the amount that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants. As such, fair
value is a market-based measurement that should be determined based on assumptions that
market participants would use in pricing an asset or liability.

As a basis for considering assumptions, authoritative guidance establishes a three-tier fair
value hierarchy, which prioritizes the inputs used in measuring fair value as follows:

+ Level 1 — Observable inputs such as quoted prices in active markets;

+ level 2 - Inputs, other than the gquoted prices in active markets, that are
observable either directly or indirectly; and

s Level 3 - Unobservable inputs in which there is little or no market data, which
require the reporting entity to develop its own assumptions.

Assets and liabilities measured at fair value are based on one or more of three valuation
techniques, as follows:

s Market approach — Prices and other relevant information generated by market
tfransactions involving identical or comparable assets or liabilities;

* Cost approach — Amount that would be required to replace the service capacity of
an asset (i.e., replacement cost); and

* Income approach — Techniques to convert future amounts to a single present
amount based on market expectations (including present value techniques,
option-pricing models, and lattice modeis).

On a recurring basis, we are required to measure our interest rate swaps at fair value. The
fair value of our interest rate swaps is derived from models based upon welf recognized financial
principles and reasonable estimates about relevant future market conditions and calculations of the
present value of tuture cash flows and is discounted using market rates of interest. Further,
included in the fair value below is approximately $0.¢ milion and $3.4 million related to the
non-performance risk associated with the interest rate swaps at December 31, 2010 and 2008,

respectively.
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The fair values of cur financial liabilittes that are measured on a recurring basis are as
follows (in millions of U.S dollars):

Fair Value Measurements at Reporting Date Using

Significant
Quoted Prices in Other Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs Valuation

December 31, 2010 Fair Value {Level 1} {Level 2) {Level 3) Technique '
Other current liabilities $ (0.9 - $ (0.9 - i
Other long-term liabilities {11.5) - {11.5) - !
December 31, 2009
Other current liabtlities $ (1.4 - $ (1.4 - I
Other long-term liabilities (9.5) - {9.5) - I

' As discussed above, the authoritative quidance identifies three valuation techniques: market
approach (M), cost approach (C), and income approach ([).

Where applicable, on a nonrecurring basis, we measure property and equipment, goodwill,
other intangible assets, investments in nonconsolidated affiliates, and assets and liabilities of
discontinued operations at fair value. The fair values of our property and equipment and other
intangible assets are determined using discounted cash flows and significant unobservable inputs.
The fair value of our investments in nonconsolidated affiliates is determined using discounted cash
flows or earnings, or market multiples derived from a set of comparables. The fair value of our
assets and liabilities of discontinued operations is determined using discounted cash flows and
significant unobservable inputs unless there is an offer to purchase such assets and liabilities,
which would be the basis for determining fair value. The fair value of our goodwill is determined
using discounted cash flows, and, when available and as appropriate, we use comparative market
multiples to corroborate discounted cash flow results. Goodwill is tested for impairment as of
QOclober 1 of each year, absent any impairment indicators.

Impairment charges of $1.0 million and $2.1 million were recorded during the years ended
December 31, 2008 and 2008, respectively, for intangible and long-lived asssets. No impairment
charge was recorded for the year ended December 31, 2010, other than that associated with a held
for sale entity discussed below. Facilities experiencing declining trends of earnings from operations
or triggering events, such as the loss of a physician partner or increased local competition, resulted
in the impafrment charges in each of the periods presented. The fair value of the impaired
long-lived assets was determined based on the assets’ estimated fair value wusing valuation
techniques that included discounted cash flows and third-party appraisals.

During 2010, we recarded a $3.0 million impairment to our investments in nonconsolidated
affiliates in connection with the deconsolidation of an affiliate. The impairment was the result of the
revaluation of our remaining investment in this entity to fair value. This impairment is included in
Equity in net income of nonconsolidated affifiate.

During 2009 and 2008, we recorded impairment charges related to our investment in certain
of our nonconsolidated affiliates in conjunction with our guarterly impairment review, based upon
operating performance trends, of $6.1 million and $0.7 million, respectively. These impairments are
included in Equity in net income of nonconsolidated affiliate.

During 2009, a $3.1 million impairment charge related to cur investment in another of our
nonconsolidated affiliates was recorded due to the settlement of a legal dispute with the physician
partners, which resulted in SCA accepting a purchase price for our ownership units in that facility
lower than our recorded investment. This impairment is included in Interest income and other
income.
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In determining whether an impairment charge is necessary on a paricular investment, we
consider all available information, including the recoverability of the investment, the earnings and
near-term prospects of the affiliate, factors related to the industry, conditions of the affiliate, and cur
ability, if any, to influence the management of the affiliate. We assess fair value based on valuation
methodologies, including discounted cash flows, estimates of sales proceeds and external
appraisals, as appropriate.

In addition, as of December 31, 2010, we had two facilities that qualified for reporting as held
for sale. Accordingly, we measured the assets and liabilities of those two facilities at fair value
based on offers we received from a third parly and, in doing s0, recorded an impairment of certain
long-lived assets of $0.3 mitlion. This impairment is included in Loss from discontinued operations,
net of income lax expanse on the consolidated statements of operations.

Assets and liabilities measured at fair value on a nonrecurring basis are as follows (in
millions of U.S. dollars): '

Fair Value Measurementis at Reporting

Date
Using
Quoted
Prices in
Net Active Using
Carrying Markets Significant Using
Value as for Other Significant
of ldentical Observable Unobservable Total Losses
December Assets Inputs Inputs Year ended
2010 3 {Level 1) {Level 2} {Level 3) December 31
Investment in and advances to
nonconsclidated affiliates $ 818 - - $ 818 $ 3.0
Prepaids and other current assets:
Current assets held for sale $ 1.2 - - § 1.2 -
Other long-term assets:
Assets held for sale $§ 23 - - $ 23 $ 03
Other current liabilities:
Current liabilities held for sale $ 03 - - $ 03 -
Other long-term liabilities:
Liabitities held for sale $ 04 - - $ 041 -
2009
Investment in and advances to
nonconsolidated affiliates $ 652 - - $ 65.2 $ 9.2



The following table presents the carrying amounts and estimated fair values of our financial
instruments that are classified as long-term liabilities in our consolidated balance sheets (in
thousands). The carrying value equals fair value for our financial instruments that are classified as
current in our consolidated balance sheets. The carrying amounts of a portion of our long-term
debt approximate fair value due to various characteristics of those issues, including short-term
maturities, call features, and rates that are reflective of current market rates. For our tong-term debt
withaut such characteristics, we determined the fair market value by using guoted market prices,
when available, or discounted cash flows to calculate their fair values.

As of December 31, 2010  As of December 31, 2009
Carrying Estimated Carrying Estimated

Amount Fair Value  Amount Fair Value
Interest rate swap agreements $ 12,380 $12380 & 10,919 $10,919
Long-term debt;
Advances under $125.0 million Revolving
Credit Facility - - - -
Term Loan Facility 342,575 326,731 346,125 318,435
8.875%/9.625% Senior PIK-Election Notes
due 2015 164,785 166,845 157,219 142,283
10% Senior Subordinated Notes due 2017 150,000 153,330 150,000 135,790
Notes payable to banks and others 8,794 8,794 8,490 8,490
Financial commitments 4] 0 0 0

11, EQUITY-BASED COMPENSATION
Management Equity Incentive Plan

On August 22, 2007, ASC Acquisition adopted a Management Equity Incentive Plan (the
“Plan”) to promote the interests of the Company and its members by providing the key employees,
directors, service providers and consultants of the Company and its affiliates with an appropriate
incentive to encourage them to continue in the employ of the Company or affiliate and to improve
the growth and profitability of the Company. The Plan allows for the grant of options to purchase up
o 21,525,000 membership units of ASC Acquisition. Option awards are generally granted with an
exercise price equal to the fair market value of the Membership Unit at the date of grant. Vesting in
the option awards varies where 50% of each option vests in equal amounts on each of the first five
anniversaries of the date of grant (the “Time-Based Option"). The remaining 50% of the cpticn (the
“Performance Based Option”} vests only upon the occurrence of a Liquidity Event (as defined in the
Plan) in which the Majority Unit Holder {collectively, TPG Partners V, LP, TPG FOF V-A, LP, TPG
FOF V-B, LP andfor their respective affiliates) achieves a minimum cash return on its original
investment. Under the terms of the Plan, the Performance Based Option vests 50% if the Majority
Unit Holder receives at least 2.0 times its original investment and vests 100% if the Majority Unit
Holder receives at least 3.0 times its original investment. Cenain provisions of the Plan provide for
accelerated vesting of the Time Based QOption when a participant is subject to a qualifying
termination, as defined within the Plan. Both the Time-Based Options and the Performance Based
Options expire 7 years from the date of grant, with the exception of options granted to Andrew
Hayek, the Company's Chief Executive Officer and certain Replacement Grants discussed below,
which expire 10 years from the date of grant. The Plan was amended effective July 24, 2008, to
allow for option terms of up to 10 years.

in December 2010, the Company cancelled 5,164,000 existing 2010 option grants to 35
option holders and replaced them with the grant of 5,164,000 options to purchase Membership
Units with terms substantially identical to the terms of the correspending existing 2010 grants {the
“Replacement Grants”), except that the Replacement Grants expire no later than the tenth
anniversary of the date of grant of the corresponding existing 2010 grant. The additional
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compensation cost recognized during 2010 as a result of this cancellation and replacement of
options was immaterial.

The fair value of each award is estimated on the date of grant utilizing two methodologies.
For the Time Based Options, the Company estimates the fair value of the grant utilizing the
Black-Scholes-Merton model that utilizes the assumptions shown in the table below. Expected
volatilities are based on observed historical trends in the industry and other factors. The expected
term of the options granted represents the period of time that options granted are expected to be
outstanding. The risk-free interest rate was based on the time horizan of the expected term and is
based on the U.S. Treasury yield curve in effect at the time of the grant. Compensation expense of
$0.6 million, $0.3 million and $0.5 million related to the Time Based Cptions was recognized during
the years ended December 31, 2010, 2008, and 2008, respectively. As of December 31, 2010, the
remaining unrecognized compensation costs related to unvested Time Based Options is
$1.5 million and will be recognized on a straight-line basis over the remaining weighted average
vesting peried of 2.2 years. During the year ended December 31, 2010, 1,192,650 of the Time
Based Options vested, none of which have been forfeited. During the year ended
December 31, 2009, 1,210,000 of the Time Based Options vested, of which 80,000 were forfeited
during 2009 and 75,000 were forfeited during 2010. During the year ended December 31, 2008,
1,057,500 of the Time Based Opticns vested, of which 112,500 were forfeited during 2008, 307,500
were forfeited during 2008, and 50,000 were forfeited during 2010.

Year ENDED YEAR ENDED Yean ENDED
DECEMBER 31, 2010  DECEMBER 3%, 2009 DECEMEBER 31, 2008

Expected volatility 40% - 41% 44% 36% - 38%
Risk-free interest rate 1.3% - 2.8% 2.6% 2.6% - 3.6%
Expected term (years) 49-85 49-50 4.5-64
Dividend yield 0.00% 0.00% - 0.00%

The fair value of the Performance Based Option is based on the application of a Monte
Carlo simulation model based on the assumptions shown below, Expected volatilities are based on
observed historical trends in the industry and other factors. The expected term of the options
granted is derived from the output of the option valuation model and represents the periad of time
that options granted are expected to be outstanding. The risk-free interest rate was based on the
time horizon of the expected term and is based on the U.S. Treasury yield curve in effect at the time
of the grant. Compensation expense of $0.5 million, $0.3 million and $0.4 million related to the
Performance Based Options was recognized during the years ended December 31, 2010, 2009 and
2008, respectively. As of December 31, 2010, the remaining unrecognized compensation costs
related to unvested Performance Based Options is $1.3 miltion and will be recognized on a
straight-line basis over the remaining weighted average vesting period of 2.2 years. None of the
Performance Based Options vested during the years ended December 31, 2010, 2009 or 2008.

YEAR ENDED YEAR ENDED YEAR ENDED
DECEMBER 31, DECEMBER 31, DECEMBER 31,
2010 2009 2008

Expecled volatitity
Risk-free interest rate

40% - 1%
1.8% - 3.5%

38% - 44%
3.2% - 3.3%

38% - 44%
2.6% - 3.6%

Expected term {years) 345-4.15 366-4.15 3.41-394
Dividend yield 0.00% 0.00% 0.00%
38
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A summary of option activity under the Plan as of December 31, 2010, and changes during
the year ended December 31, 2010 are presented below:

Welghted-
Average Remaining Aggregate
Units Exercise Contractuzl . Intrinsic
{ln 000's} Price Lite (Years) Value

Cutstanding, December 31, 2009 12,578 $1.00 36-7.6 0
Granted 5,398 $1.09 6.4 -10.0 0
Exercised 0 nfa

Forfeitures (861} §1.01 3.6-64 0
Canceliations {5,164) $1.09 6.4-6.8 0
Replacements 5,164 $1.09 6.4-6.8 0
Expirations 0 n/a

Cutstanding, December 31, 2010 17,116 $1.03 3.6-10.0 0
Exercisable, December 31, 2010 2,835 0

A summary of option activity under the Plan as of December 31, 2009, and changes during
the year ended December 31, 2009 are presented below:

Walghted-
Average Remalning Aggregate
Units Exercise Cantractual Intrinslc
{in 000's) Price Lite {Years) Value

Qutstanding, December 31, 2008 14,150 $1.00 46~-8.6 0
Granted 1,478 $1.04 66-7.0 0
Exercised 0 nia .
Forieitures {3,050} $1.00 4.6-50 0
Cancellations 0 nia .
Expirations 0 nfa
Quistanding, December 31, 2009 12,5678 $1.00 46-8.56 0
Exercisable, December 31, 2009 1,768 0

The weighted average grant-date fair value per option of all options granted during the year
ended December 31, 2010, was $0.243. The weighted average grant-date fair value per option of
all options granted during the year ended December 31, 2009 was $0.251. The weighted average
grant-date fair value per option of all options granted during the year ended December 31, 2008

was $0.360.
Directors and Consultants Equity incentive Plan

On June 24, 2008, ASC Acquisition adopted a Directors and Consultants Equity Incentive
Plan (the "Directors Plan"} to promote the interests of ASC Acquisition and its members by
providing the key directors and consultants of the Company and its affiliates with an appropriate
incentive to encourage them to continue to provide services to the Company or any of its affiliates
and to improve the growth and profitability of the Company. The Directors Plan allows for the grant
of options to purchase up to 5,000,000 membership units of ASC Acquisition. Option awards are
generally granted with an exercise price equal to the fair market value of the Membership Unit at
the date of grant. Options granted to three directors on June 24, 2008 as payment for service on
the Company’s Board vested on June 29, 2008, while options granted to three directors on June
24, 2008 as compensation for consulting services vest according to the following schedule: 33.3%
on June 29, 2007, 22.2% on June 29, 2008, 22.2% on June 28, 2009, and 22.3% on
June 29, 2010, Options granted to three directors on September 9, 2008, July 23, 2009, and July
1, 2010, respectively, as payment for service on the Company's Board vested on June 29, 2009,
June 29, 2010, and June 29, 2011, respectively. Options granted under the Directors Plan become
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exercisable only upon the occurrence of a Liquidity Event {as defined in the Directors Ptan) in which
the Majority Unit Holder (collectively, TPG Partners V, LP, TPG FOF V-A, LP, TPG FOF V-B, LP
and/or their respective affiliates) achieves a minimum cash return on its original investment.
Certain provisions of the Directors Plan provide for accelerated vesting when a participant is subject
to a qualifying termination, as gdefined within the Directors Plan. The options generally expire 7
years from the date of grant. The Directors Plan was amended effective December 16, 2010, to
allow for option terms up to 10 years.

In December 2010, the Company cancelled 330,276 existing 2010 option grants to 3
directors and replaced them with the grant of 330,276 options to purchase Membership Units with
terms substantially identical to the terms of the corresponding existing 2010 grants (the
“Replacement Directors Grants"), except that the Replacement Directors Grants shalt expire no
later than the tenth anniversary of the date of grant of the corresponding existing 2010 directors
grants. The additional compensation cost recognized during 2010 as a result of this cancellation
and replacement of options was immaterial.

The fair vatue of the options granted under the Directors Plan during 2010 and 2009 were
estimated on the date of grant utilizing a Mente Carlo simulation model based on the assumptions
shown below. Expected volatilities are based on observed historical trends in the industry and
other factors. The expected term of the options granted is derived from the output of the option
valuation mode! and represents the period of time that options granted are expected to be
outstanding. The risk free rate was based on the time horizon of the expected term and is based
on the U.S. Treasury yield curve in effect at the time of the grant. Director and consultant fee
expense of $0.1 million and $0.3 million related tc the options granted under the Directors Plan was
recognized during 2010 and 2009, respectively. As of December 31, 2010, the remaining
unrecognized expense related to unvested options under the Directors Plan is less than $0.1 million
and will be recognized on a straight-line basis over the remaining weighted average vesting period.

YEAR ENDED YEAR ENDED
DECEMEER 31, 2010 DECEMBER 31, 2009

Expected volaility 38% - 44% 38% - 44%
Risk-free interest rate 3.2% -3.3% 3.2%-3.3%
Expected life (years) 3.62-3.70 3.62-3.70

Cividend vield 0.00% 0.00%

A summary of option activity under the Directors Plan during 2010 is presented below:

Welghted-
Avarage Remaining Aggregate
Units Exerclse Contractual Intrinsle
(in 000's) Price Life {Years) Valug
Outstanding, December 31, 2009 3,056 $1.00 45-586 $0
Granted | $1.09 6.5 $0
Exercised 0 n/a
Forieitures 0 n/a
Cancellations (331} n/a 6.5 $0
Replacements 331 9.5 $0
Expirations 0 nia
Outstanding, December 31, 2010 4,287 $1.01 45-95 $0
Exercisable, December 31, 2010 0 $0
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A summary of option activity under the Directors Plan during 2009 is presented below:

Weighted-
Average Remaining Aggregate
Units Exercise Contractual Intringfe
{in 000's} Price Life (Years) Value
Qutstanding, December 31, 2008 3,250 §1.00 55-66 $0
Granted 706 $1.02 57-6.6 $0
Exercised 1] nfa
Forteitures 0 nfa
Cancellations 0 n/a
Expirations 0 n/a
Qutstanding, December 31, 2009 3,956 $1.00 55-6.86 $0
Exercisable, December 31, 2009 0 $0

The weighted average grant-date fair value per option ¢f all options granted during the year
ended December 31, 2010 and 2009 under the Directors Plan, was $0.240 and $0.275,
respectively.

Restricted Equity Units

On July 24, 2008, ASC Acquisition entered into a Restricted Equity Unit Grant Agreement
(the "Agreement”) with the Chief Executive Officer of SCA (the “Grantee") to promote the interests
of ASC Acquisition and its members by providing the Chief Executive Officer of the Company and
its affiliates with an appropriate incentive to encourage him to continue e provide services to the
Company or any of its affitiates and to improve the growth and profitability of the Company. The
Agreement grants to the Grantee the right to receive 700,000 membership units of ASC Acquisition
("Restricted Equity Units”). Each Restricted Equity Unit represents the right 10 receive one
membership unit of ASC Acquisition. The date of grant of the Restricted Equity Units was
July 24, 2008, and the Restricted Equity Units vest 20% on each of the first five anniversaries of the
date of grant, subject to the Grantee continuing to be employed by the Company or any of its
subsidiaries on each such Vesting Date. As of December 31, 2010, 280,000 Restricted Equity
Units have vested. Vested Restricted Equity Units shall be settled for actual membership units on
the earlier of the termination of the Grantee's employment by the Company or any of its affiliates or
a change in ownership or effective control of the Company or ASC Acquisition. Any portion of the
Restricted Equity Units that is unvested on the date that the Grantee's employment with the
Company terminates for any reason shall be forfeited, ang the Grantee will cease to have any rights
with respect thereto, The Restricted Equity Units expire 10 years from the date of grant.

The grant-date fair value of each Restricted Equity Unit was $1.00. Compensation
expense of $0.1 million per year related to the Restricted Equity Units was recognized during 2010
and 2009. As of December 31, 2010, the remaining unrecognized expense related to unvested
Restricted Equity Units was $0.4 million and will be recognized on a siraight-line basis over the
remaining vesting period.




A summary of activity associated with the Restricted Equity Units during 2010 is presented

below:
Grant Date
Units Fatr Valus
{in 000's) per Unkt
Nonvested Restricted Equity Units at December 31, 2009 560 $1.00
Granted 0 n/a
Vested 140 $1.00
Forfeited 0 n/a
Nonvested Restricted Equity Units at December 31, 2040 420 $1.00
A summary of activity associated with the Restricted Equity Units during 2009 is presented
below:
Grant Date
Units Falr Value
{In 000’s) per Unlt
Nonvested Restricted Equity Units at December 31, 2008 700 $1.00
Granted 4] n/a
Vested 140 $1.00
Forleited 0 nfa
Nonvested Restricted Equity Units at December 31, 2009 560 $1.00

12 EMPLOYEE BENEFIT PLANS

SCA has certain employee benefit plans, including the following:

. Company sponsored healthcare plans, including coverage for medical and dental
benefits;

. The SCA Retirement Investment Plan, which is a qualified 401(k) savings plan; and
. The Senior Management Bonus Program.

Substantially all SCA employees are eligible to enroll in SCA sponscred healthcare plans,
including coverage for medical and dental benefits. Qur primary healthcare plans are national
plans, administered by third-party administrators, and for which we are seli-insured. The cost
associated with these plans, net of amounts paid by employees, was appreximately $17.7 million,
$18.9 million and $14.8 million for the years ended December 31, 2010, 2009, and 2008,

respectively,

The SCA Retirement Investment Plan is a qualified 401(k} savings plan. The plan aliows
eligible employees to contribute up to 100% of their pay on a pre-tax basis into their individual
retirement account in the plan, subject to the maximum annual limits set by the IRS. SCA's
employer matching contribution is 50% of the first 4% of each participant's elective deferrals. All
contributions to the plan are in the form of cash. Substantially all employees who are at least 21
years of age are eligible to participate in the plan. Employer contributions vest over a 6-year
service period. Participants are immediately fully vested in their own contributions. Employer
centributions made to the SCA Retirement Investment Plan approximated $3.4 million, $3.3 millien
and $3.2 million during the years ended December 31, 2010, 2009, and 2008, respectively.

SCA has a Senior Management Bonus Program designed to reward senior management for
performance, based on a combination of corporate, regional and individual goals. The corporate
goals are based upon SCA meeting a pre-determined financial goal. Similarly, regional goals are
based upon a pre-determined set of financial goals for the applicable region. The individual goals
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are determined by each participant with the approval of his or her immediate supervisor. We
recorded expense of approximately $5.6 million, $5.0 million and $3.8 million under the Senior
Management Bonus Pragram for the years ended December 31, 2010, 2009, and 2008,
respectively.

13. INCOME TAXES

The Company is subject to U.S. federal, state, and local income taxes. The (Loss) Income
from continuing operations before income tax expense is as follows:

YEAR YEAR YEAR
ENDED ENDED ENDER
DecemBen 31 DecemBER 31 DeEcemeer 31
2010 2008 2008
Income from continuing operations before income tax
expense $95,137 $74,044 $47,016

The significant components of the provision for income taxes related to continuing
operations are as follows:

YEAR YEAR YEAR
ENDED ENDED ENDED
DeceMBER 31 DECEMBER 31 DECEMBER 31
2010 2009 2008
Current:
Federal 3 - § - L 17
State and local 511 606 372
Total current expense 511 606 389
Deferred:
Federal 12,779 10,651 20,363
State and local 2,985 2,249 4,696
Total deferred expense 16,764 12,900 25,059
Total income tax expense related to
continuing operations $ 16,275 $ 13.508 $ 25,448

A reconciliation of differences between the federal income tax at statutory rates and our
actual income 1ax expense on loss from continuing operations, which include federal, state, and
other income taxes, is as follows:

Year YEAR YeEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DECEMBER 31
2010 2009 2008
Tax benefit at statutory rate 35.0% 35.0% 35.0%
Increase (decrease} in tax rate resulting from:
Federal income tax assumed by
noncontrolling interests (31.0} {39.4} {55.2)
Ingcrease in valuation allowance 12.5 22.6 76.7
State income taxes, net of federal tax benefit 0.3 {0.3) (2.9)
Other, net 0.3 0.3 0.5
Income tax expense 17.1% 18.2% 54.1%




The income tax expense at the statutory rate is the expected income tax expense resulting
from the income from continuing operations. Income tax expense, subsequent t¢ the removal of tax
expense related to noncontrolling interest income, is greater than the statutory rate for the year
ended December 31, 2010, 2009, and 2008, due to a valuation allowance and goodwill amertization
related to indefinite-lived intangible assets. After consideration of all evidence, both positive and
negative, management concluded that it is more likely than neot that the Company will not realize its
net deferred tax assets. Therefore, a full valuation allowance has been established on our net
deferred tax assets. The deferred tax liability resulting from the goodwill amortization is considered
an indefinite-lived intangible and cannot be lcoked upon as a source of future taxable income to
support the realization of deferred tax assets for purposes of establishing a valuation allowance.

Deferred income taxes recognize the net tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and amounts used for
income tax purposes and the impact of available net operating loss (“NOL") carryforwards. The
significant components of the Company’s deferred tax assets and liabilities are as follows:

As of December 31

2010 2009
CURRENT
Deferred income tax assets:
Allowance for doubtfu! accounts $ 1,754 $ 1,129
Accrued liabilities 4,602 3,875
Valuation allowance {6.118) {4,878)
Deferred income tax liabilities:
Prepaid expenses {3,033) (2,169)
Praperty, net {1,954) {376)
Net current deferred income tax liability 4,749) {2,419
NON-CURRENT
Deferred income tax assets:
Net operating loss 87,609 66,088
Capital loss 21,809 15,192
Investment in nonconsolidated affiliates 5,390 2,769
Cther comprehensive income 5,313 4,556
Intangible assets 3,137 4,039
Cther 3,723 3,254
Valuation allowance {122,212} (93,479}
Delerred income tax liabilities:
Goodwill and other indefinite-lived intangibles {71,665) (51,063}
Net non-current deferred income tax liability {66,9186) {48,644)
Total deferred income tax liability T $ (71,665) $ (51,063)

Woe reduce our deferred income tax assets by a valuation allowance if, based on the weight
of the available evidence, it is more likely than not that all or a portion of a deferred tax asset will
not be realized. We have established a full valuation allowance against net deferred tax assets
other than the deferred tax liability resulting from the goodwill amortization which is considered an
indefinite-lived intangible. Based on these conclusions, a valuation allowance of $128.3 million and
$98.4 million is necessary as of December 31, 2010 and 2009, respectively. For the year ended
December 31, 2010, the net increase in the valuation allowance was $29.9 million.

At December 31, 2010, we had tederat NOL carryforwards of approximately $185.6 million.
Such losses expire in various amounts at varying times beginning in 2027. These NOL
carryforwards are subject to a valuation allowance. At December 31, 2008, we had federal NOL

carryforwards of $148.9 million.
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The Company has no tax liability for uncertain tax positions as of December 31, 2010 or
December 31, 2009.

14, ASSETS HELD FOR SALE AND DISCONTINUED OPERATIONS

The Company has closed or sold certain facilities that qualify for reporting as discontinued
operations. The assets and liabilities associated with these fagilities are reflected in the
accompanying consclidated balance sheets as of December 31, 2010 and December 31, 2009 as
Prepaids and other current assets, other long-term assets, other current fabilities, and other
long-term liabilities. Additionally, the accompanying consolidated statements of operations and cash
flows reflect the loss, net of income tax expense, and the net cash used in operating, investing, and
financing activities, respectively, associated with these faciliies as discontinued operations.

The operating results of discontinued operaticns are as follows:

YEAR YEAR YEAR
ENDED ENDED ENDED
DECEMBER 31 DECEMBER 31 DECEMBER 31

2010 2009 2008
Net operating revenues $ 12,267 $ 28,979 $ 38,358
Costs and expenses (16.658) {30,370} (36,881)
Impairments {259) - {2,413)
Loss from discontinued operations (4,650) (1,391} (935)
Income tax expense {4,823) (1,502} {3,696)
Net loss from discontinued operations $ (9473) $ (2,803) $ {4631)

The assets and liabilities of discontinued cperations consist of the following:

Dacember 31, 2010 Decamber 31, 2009
Sold or Sold or
Hold for sals Closed Total Held for sale Closed Total
Assets
Current assets
Accounts receivable, net $ 582 § 416 $ 978 % 992 $ 4359 § 5,351
Other current assets 601 309 910 640 335 975
Total current assets 1,163 725 1,888 1,632 4,694 6,326
Property and equipment, net 2,244 2 2,246 2,388 1,172 3,560
Other long term agsets 36 0 36 0 456 456
Total assets $ 3,443 $ 727 $ 4170 $ 4020 % 6322 & 10,342
Llabilitles

Current ilabilities
Accounts payable and other current liabilities $ 349 $ 250 $ 589 § 456 § 1649 § 2105
Total current liabilities 349 250 599 456 1,649 2,105
Cther long term liabilities 88 26 114 115 39 154
Tolal liabilitles $ 437 $ 276 $§ 713 & 571 & 1688 § 2,258
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15. RELATED PARTY TRANSACTIONS

The Company paid management fees to TPG Capital, L.P., an affiliate of TPG, ("TPG™ the
majority owner of our Parent, of $2.0 million during each of the years ended December 31, 2010,
2009, and 2008, respectively. In addition, the Company included $0.5 million in Prepaids and Other
Current Assels relating to amounts paid to TPG in 2010 for 2011 management services.

in 2010, 2009 and 2008, cenain directors of the Company received options to purchase
membership units of ASC Acquisition under the Directors and Consuitants Equity Incentive Plan as
part of their compensation for service on the Company's Board and for consulting services provided
to the Company. Total expense recognized by the Company related to these options was
$0.1 million, $0.3 million and $0.8 million for the years ended December 31, 2010, 2009 and 2008,
respectively. See Note 11, Equilty-Based Compensation, for additional informaticn related te this

Plan.

16, COMMITMENTS AND CONTINGENT LIABILITIES
Legal Proceedings

We operate in a highly regulated and litigicus industry. As a result, we expect that various
lawsuits, claims and legal and regulatory proceedings may be instituted or asserted against us,
including, without limitation, employment-related claims and medical negligence claims.
Additionally, governmental agencies often possess a great deal of discretion to assess a wide
range of monetary penalties and fines. The resolution of any such lawsuits, claims, or legal or
regulatory proceedings could materially, adversely affect our results of operations and financial
position, Alhough the outcome of any such litigation or proceedings cannot be predicted, we
believe that at the present time there are no pending or threatened lawsuits that are reasonably
likely to have a matetial adverse effect on the financial pesition, results of operations, or liquidity of
the Company.

The foltewing legal matters were either filed after the Transaction or were matters for which
we agreed to take at least some responsibility from HealthSouth under the terms of the Purchase

Agreement,

On May 5, 2006, a lawsuit captioned DeBartolo, et al. v. HeaithSouth Corporation et al, was
filed in the United States District Court for the Northern District of lllinois, Eastern Division, by
Dr. Hansel DeBanoloe against Joliet Surgical Center Limited Partnership (the "Partnership®), the
general partner of that Partnership, Surgicare of Joliet, Inc., and its then-parent, HealthSouth
Corporation, for a declaratory judgment and an injunction relating to the forced repurchase of his
parnership interest (the “Federal Court Action”). Dr. DeBartolo claimed that the partnership
agreement’s requirement that an investor in a surgical center perform one-third of his surgical
procedures at the center violates the federal Anti-Kickback Statute and its underlying federal policy,
and he sought an order prohibiting the repurchase of his partinership interest. After the trial court
dismissed the case by holding that no private cause of action exists under the Anti-Kickback
Statute, Dr. DeBartolo appealed to the Seventh Circuit Court of Appeals, which directed the trial
court to dismiss the case because the Federal courts did not have jurisdiction over the subject
matter involved. On March 5, 2010, Dr. DeBartolo filed a lawsuit in Will County, lllincis (the “State
Court Action") making the same claim and seeking the same relief as he sought in the Federal
Court Action. The case is in its early stages, and at this time we cannot predict the outcome of, but
intend to vigorously detend, against Dr. DeBartolo's claims.,
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In connection with the Transaction, we agreed to take responsibility from HealthSouth for a
lawsuit captioned David D. Beal, et al. v. HealthSouth Corporation, et al, which was filed on
April 14, 2003, in the Superior Court for the State of Alaska, Third Judicial District at Anchorage, by
David D. Beal, Steven E. Nathanson, and others against HealthSouth, David A. McGuire, Alaska
Surgery Center, Inc. {"ASCI"), Alaska Surgery Center, Lid. (the “Parinership”), Louise Bjornstad,
and Lake Otis Professional Center, LLC. In 2008, HealthSouth agreed to indemnify and defend Dr.
McGuire in this matter, except with respect to any punitive or treble damages that might be entered
against him. We acquired ASCI and its interest in the Partnership, which owns cur surgery center
in Anchorage, Alaska, in the Transaction. The plaintiffs, each of whom are partners with SC
Affiliates, LLC, a SCA subsidiary, and Dr. McGuire in a joint venture that owns certain real property
in Anchorage, alleged that the defendants breached fiduciary duties to the joint venture by lobbying
the Alaska State Legislature to alter the siate’'s Certificate of Need law in a manner which allowed
ASCI, the primary tenant in the joint venture's building, to relocate. This matter was settled for an
immaterial amount and the litigation was dismissed with prejudice on January 7, 2011.

On or about August 14, 2009, Judy Ann Bartz, a former SCA employee at Treasure Valley
Hospital, a surgical hospital in Boise, Idahg that is owned in part by a SCA subsidiary, filed a
lawsuit captioned Judy Ann Bartz v. Surgical Care Affiliates, LLC in the United States District Court,
District of Idaho. Ms. Bariz alleged SCA discriminated against her as a result of her disability and
violated the Americans with Disabilities Act by failing to engage in an interactive process following
her request to return to work after surgery. The lawsuit also assented class allegations on behalf of
all individuals presently and/or formerly employed by SCA who were denied the opportunity to
return to either modified duty work or regular work by SCA. This matter was settled for an
immaterial amount on QOctober 27, 2010 and the litigation was subsequently dismissed.

Risk Insurance

Risk insurance for SCA and our facilities is provided through SCA's risk insurance program.
We insure a substantial portion of our professional liability, general liability, and workers’
compensation risks through fully insured programs, with low or no deductibles, threugh unrelated
carriers.

Provisions for these risks are based upon market driven premiums and actuarially
determined estimates for incurred but not reporied exposure under claims made policies.
Provisions for lpsses within the policy deductibles represent the estimated ultimate net cost of all
reported and unreported losses incurred through the consolidated balance sheet dates. Those
estimates are subject to the effects of trends in loss severity and frequency. While we believe the
provisions for lpsses are adeguate, we cannot be sure the ultimate costs will not exceed our
estimates,

Reserves for incurred but not reported professional and general liability risks were
approximately $5.2 milion and $4.7 million at December 31,2010 and December 31, 2009,
respectively, and are included in Other long-term liabilities in the consolidated balance sheets.
Expenses related to professional ang general liability risks were $5.5 million and $5.2 million for the
years ended December 31, 2010 and 2009, respectively, and are classified in Other operating
expenses in our consolidated statements of operations. Expenses associated with workers'
compensation were $1.6 million and $2.0 million for the years ended December 31, 2010 and 2009,
respectively, and are classified in Salaries and benefits in our consolidated statements of

operations.
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17. SUBSEQUENT EVENTS

The Company’'s management has evaluated subsequent events through March 24, 2011,
and concluded that there were no material subseguent events other than described below.

On January 1, 2011, SCA acquired a minority interest in Sacramente Surgery Center
Associates, L.P., d/b/a Capitol City Surgery Center. Capitol City Surgicat Center will be an equity
method investment for accounting purposes.

Subsequent to Becember 31, 2010, we completed three deconsolidation transactions,
whereby we sold a controlling equity interest, as well as transferred certain control rights, in
facilities to hospital partners. We retained a noncontrolling interest in these entities.

18. CONDENSED CONSOLIDATED FINANCIAL INFORMATION

The following condensed consolidated financial information is presented as required by the
Company's senior and senior subordinated notes indentures dated as of June 28, 2007. The
operating and investing activities of the separate legal entities included in the consolidated financial
statements are fully interdependent and integrated. Accordingly, the operating results of the
separate legal entities are not representative of what the operating results would be on a
stand-atone basis. Revenues and operating expenses of the separate legal entities include
intercompany charges for management and other services. Each of the subsidiary guarantors are
100% owned by SCA, and all guarantees are full and unconditionat and joint and several. SCA's
investments in its consolidated subsidiaries, as well as guarantor subsidiaries’ investments in
non-guarantor subsidiaries and non-guarantor subsidiaries’ investments in guarantor subsidiaries,
are presented under the equity method of accounting and are included within intercampany
receivable and payabile.

Our senior secured credit agreement contains varicus restrictive covenants that, subject to
certain exceptions, prohibit us from prepaying certain subordinated indebtedness, including our
senior subordinated netes. In addition, our senior secured credit agreement restricts our and our
restricted subsidiaries' ability to, among other things, incur indebtedness or liens, make investments
or declare or pay dividends. Additionally, the indentures pursuant to which the notes were issued
contain various restrictive covenants, including covenants that generally limit the Company's ability
and the ability of its restricted subsidiaries {0 borrow money or guarantee other indebtedness, incur
liens, make certain investments, sell assets or pay dividends. However, the covenants in the senior
secured credit agreement and the indentures are subject to significant exceptions. As of
December 31, 2010, we believe we were in compliance with the covenants under our senior
secured credit agreement and the indentures.

The financial positicns and results of operations {pages 49-85) of the respective guarantors
are based upon the guarantor relationship at the end of the latest period presented. Certain
amounts in the condensed consolidated financial information for prior periods have been
reclassified to conform to current year presentation. Such reclassifications primarily related to
facilities we closed or sold, which qualify for reporting as discontinued operations.
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Condensed Consclidated Balance Sheets:

Surgical Care Guarantor Non-Guarantor Ellminatlen  Consolidated
Affiliates, LLC Subsidlarfes Subsldlaries Ad|ustments Total
Ag of December 31, 2010
Agsets
Current assets
Cash and cash equivalents $ 22,425 $ v} $ 8,152 $ 0 $ 30577
Restricted cash 0 0 33,002 0 33,092
Accounts receivable, net of allowance !or doubtfu! accounts 0 0 82,050 0 82,050
Prepaids and other current assets 5617 729 16,805 0 23,151
Total current assets 28,042 729 140,099 0 168,870
Property and equipment, net of accumulated depraciation 0 3,564 180,623 0 184,187
Goodwill 0 0 681,308 0 681,308
Intangible assets, net of accumulated amortization 4] 1,948 51,519 0 53,467
Investment in and advances to nonconsalidated affiliates 0 18,506 63,332 0 81,838
Intercompany receivable 806,423 945,878 67,689 (1,823,090} 0
Qther long-term assets 11,085 2 865 3,033 0 16,983
Total assets — & B45,550 $ 976,580 $ 1,187,603 £ {1,823,090) & 1,185,653
Liabilitles and Equity
Current llablilties
Curreni portion of long-1erm debt $§ 3,580 $ 0 3 3,959 $ 0 % 7.509
Accounts payable ] 33 30,338 0 30,371
Accrued payroll 7,073 0 13,809 1] 20,882
Accrued interest 13,683 0 54 Q 13,737
Accrued distributions 0 0 22,547 4] 22,547
Payabla to nonconsolidated affiliates 4] 0 16,483 0 16,483
Deferred income tax liahility 0 4,749 0 0 4,749
Other current lighilities 13.947 26 3,388 0 17,361
Total current liabilities 38,253 4,808 90,578 0 133,639
Long-term debt, net of current portion 654,310 0 20,669 0 674,979
Deferred income tax liability 0 56,916 0 0 66,916
Other long-term liabilities 11,6681 0 10,327 0 21,888
Total liabilities 704,224 T1,724 121,674 0 897,522
Commitments and contingent liabilities {Note 16)
Noncontrolling interests—redeemable (Note 9) a 4] 23,631 0 23,631
SCA equity 141,326 904,866 918,224 {1,823 090) 141,326
Noncontrolling interests—nen-redeemable {Note 9) 0 Q 124,174 0 124,174
Total equity 141,326 904,866 1,042,398 [1,823,080) 265,500
Tolal liabilities and equily $ B45,53D % 976,580 % 1,187,603 $ (1,823,090) % 1,186,653




Condensed Consolidated Balance Sheets (Continued):

1"

Surglcal Care Guarantor Non-Guarantor Elimination  Consolldated
Affiliates, LLC Subsidiaries Subsldiaries Adjustments Total
As of Decomber 31, 2009
Assets
Current assets
Cash and cash equivalents $ 23345 $ 0 $ 16,310 § 0 $§ 3368
Restricted cash o 1] 29,987 0 29,987
Accounts receivable, net of allowance for doubtful accounts 0 0 76,336 ] 76,336
Prepaids and other current assets 511 533 18,476 0 19,620
Total current assets 23,956 533 135108 0 159,598
Property and equipment, net of accumulated depreciation 0 3,642 190,505 0 194,147
Goodwill 0 0 677,073 o 677,073
Intangible assets, net ol accumulated amoriization 0 1,641 58,977 0 61,618
Investment in and advances to nanconsolidated affiliates 0 12,449 52,770 0 65,219
Intercompany receivable 819,296 853,608 54,886 {1.727,780) ]
Other iong-term agseats 13,687 Q 4,587 0 18,274
Total assets $ 856,939 $ 871,873 $ 1,174,907 $ (1,727,790} § 1,175929
Liabilitles and Equity
Current llabllities
Current portien of long-term debt $ 3,592 $ 0 -3 3,142 3 0 $ 6,734
Accounts payable 0 6 29,942 0 29,948
Accrued payroll 6,811 i) 13,291 0 20,102
Accrued interest 6,940 0 23 0 6,963
Accrued distnbutions 0 0 23,035 0 23,035
Payable to nonconsolidated affiliates 0 0 14,878 0 14,878
Deferred income tax liability 0 2,419 0 0 2419
Other current liabilities gz20 14 8,546 0 17,780
Total current liabilities 26,563 2,439 92,857 4] 121,859
Long-term debt, net of current portion 650,602 0 20,815 0 671,417
Deferred income tax liability 0 48,644 0 0 48,644
Other long-term liabilities 16,860 0 10,248 0 27,108
Total liabilities 694,025 51,083 123,920 [i] 869,028
Commitments and conlingent liabilities {Note 16}
Noncantrolling interests—redeemable {Noie 9} a a 25,894 i} 25,894
SCA equity 162,914 820,730 507,000 {(1,727.790) 162,914
Nencontrolling inferests—non-radeemabie (Note 9) 0 0 118,003 0 118,093
Total equity 162,914 820,790 1,025,093 (1,727,790 281 007
Tolal liabilities and equity $ 855,939 $ B71,873 $ 1,174,907 $ (1,727,790)  $ 1,175,929
1
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Condensed Consolidated Statements of Operations:

Surglcal Care Guarantor Non-Guarantar Elimination Consolidated
Afiiliates, LLC Subsldlarles Subsidiaries Ad|ustments Total
Yoar Ended December 31, 2010
Net operating revenues 5 0 5 0 § 740,482 3 0 $ 740,482
Cperating expenses;
Salaries and benefits 29,517 0 186,358 0 225,875
Supplies 0 30 178,574 a 178,604
Other aperating expenses 26,524 163 121,538 0 148,225
Depreciation and amaortization Q 133 39,293 0 39,426
Provision fer doubtful accounts 0 0 18,283 0 18,283
Impairment of intangible and long-lived assets 0 0 0 0 0
Loss on dispesal of assels 0 0 310 4] 310
Tatal operating expenses 56,041 326 554,356 ¥ 610,723
Interest expense 50,362 4 2,469 ¢ 52,835
Interest income and other income (56) {79) {1,420} o {1,55%)
Loss {gain} on sale of investments 272 4,019 (5,652} ] {1,381}
Equity in net income of noncensclidated atliliates 0 {7.817) {7.480) 1] {15,297}
{Income) loss from operations of consolidaled affiliates {52,517 {21,653) o] 74,470 ¢
Management fees {39,193) {685} 39,878 0 0
Income from continuing operations before income tax
expense {14.509) 25,885 158,331 {74,170} 95,137
Provision for income tax expense 1] 15,872 403 1] 16,275
Income from continuing operalions {14,8509) 10,013 157,928 {74170] 78,862
Loss from discontinued operations, net of income tax
axpense 0 1 (9.473) 0 {9,473)
Net {loss) income {14,909) 10,013 148,455 [74,170) 69,389
Less: Net income attributable to noncaontrolling interests 0 1] |84,298) 0 184,298)
Net {loss) income aftributable ta SCA $ (14,809 $ 10,013 $ 64,157 $ (74,170) $  (14,909)
Surglcal Care Guarantor Non-Guarantor Ellmination Consolidated
Affiliates, LLC Subsidiaries Subsidiaries Ad|ustments Total
Year Ended December 31, 2009
Net oparating revenues [3 0 $ 0 $ 715537 $ 0 § 715,537
Operating expenses:
Salaries and benefits 32,289 1 194,275 4] 226,565
Supplies 818 4 165,981 0 166,804
Other operating expenses 30,295 434 117,662 ] 148,391
Depreciation and amortization 0 391 37.818 ] 38,209
Praovision far doubttul accaunts 0 0 18,269 0 18,269
Impairmant of intangible and long-lived assets 4] 0 o952 o 952
Gain on disposal of assets 0 0 {148) 0 (148)
Total operating expenses 63,403 830 534,809 0 599,042
Interest expanse 52,330 0 1,316 0 53,646
Imerest income and ather income {2.817) H 1,291 0 {1,326)
{Gain) loss on sale of invostments {6,035) 7,644 {(978) 1] 631
Equity in net income of nonconsolidated affiliales a {7.533) {2,967} 0 {10,500)
{Income) loss irom operations of consolidated affiliates {43.212) (5,826) 0 49,038 0
Management fees {38.113] {1,087) 39,210 0 Q
{t 0ss) income from continuing operations belore income tax
expense (25,756) 5,982 142,856 {49,038 74,044
Provision for income 1ax expense ja] 12,943 563 0 13,508
{Loss) income from continuing operations {25,756) {6,961) 142,293 (49,038) 60,538
Loss from discontinued operations, nel of income tax
expense 0 Q (2,883] D (2.893)
Net (loss) income {25,756) {6.961) 139,400 {49,038} 57,545
Less: Net income atiributable to noncontrolling interests 0 0 {83,401) 0 {83,401}
Net (loss) income attribulable to SCA $ (25,756) $ (6.961) $ 55,999 $ {49,038) $ (25.75B)
=




Condensed Consolidated Statements of Operations {Continued):

Surgical Care Guarantor Non-Guarantor Elimination Consclidated
Affillates, LLC Supsidiaries Subsidlaries Adjustments Total
Year Ended Decembar 31, 2008
Net operaling revenues $ 0 % V] $ 675,514 % 4] $ 676514
Operating expenses:
Salaries and benefils 30,245 a0 199,020 0 229,345
Supplies 25 151,261 0 151,286
Other operating expenses 37,434 472 111,546 0 149,452
Depreciation and amortization 0 783 35,685 o] 36,468
Pravision for doubtful accounts 0 ] 14,951 o 14,951
Impairmen! of intangible and long-lived assets o o 2,131 0 2,131
Loss on disposal of assels 8] 101 459 0 570
Total aperating expenses 67,679 1,461 515,063 . 0 584,203
Interes! expense 55,961 o] 1,160 0 57,121
Interest income and other income (896) {19) {482} 0 {1,397}
Lass (gain) on sale of investments 3,737 105 {1,159) 0 2,683
Eguity in ngt income of nonconsolidated affiliates o {5,998) {7.114) 0 (13,112)
{Income) lass from operaticns of consolidated affiliales {30,314) {317 Q 33,4314 Q
Management fees {38,93%) {2,275} 41,214 0 ]
{Loss) income from continuing operations before income tax
expense (57,228 9,843 127,832 {33,431} 47,016
Pravision for income tax expense 1] 25,144 304 0 25,448
_{Loss) income from continuing operations {57,228) {15,301) 127,528 {33,431) 21,568
Loss from discantinued operations, net of income tax
expense [t} 0 {4,631} 0 {4,631)
Net (loss) income {57,228) {15,301} 122,897 (33,431) 16,837
Less: Net incorne attributable to noncontralling interests ] 1] {74,165) 4] {74, 165)
Net (loss) income attributable to SCA $ (57,228} $ (15,301) $ 48,732 $ (33.431) $ (57,228)
!
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Condensed Consoalidated Statements of Cash Flows:

Surgical Care Guarantor Non-Guarantor Eliminatlon  Consolidated
Affiliates, LLC Subsidiaries Subsidiaries Adjustments Total

Year Ended December 31, 2010
Net cash {used In) provided by operating actlvitles $ (53.062} $  [(1.746) $ 198,582 $§ © $ 143,774
Cash flows from investing actlvities o

Capital expenditures 0 0 {28.702) o (28.702)

Praceeds from disposal of assets ] 0 2,805 0 2,805

Proceads from sale of equity interests of

nonconsolidated affiliates 0 0 3.301 0 3,301

Proceads from sale of equity interests of consolidated

affiliates in deconsolidation transactions 0 0 8,277 0 8,277

Decrease in cash relaled 1o conversion of consolidated

affiliates to equity method affiliates ¢ 0 {278) 0 {278)

Net change in restricted cash 0 0 {4,032} 0 (4,032)

Nel settlemeants on inlerest rate swaps {10,230} 0 0 0 (10,230)

Business acquisitions, net of cash acquired 8] 0 {17,044) {17,044)

MNet cash used in investing actlvitles {10,230} 0 {35,673} 1] {43,903)
Cash flows from financing actlvities

Checks issued in excess of bank balance 0 0 (766) o (766)

Principal payments on line of credit arrangements ang

long term debt . {2,664) 0 {3,569) o {6,233)

Principal payments under capital lease obligations [} 0 {2,780) 0 (2,780}

Distributions to noncontralling interests of consclidated

affiliates 4 0 {82,594) 0 {82,594}

Contributions from noncontralling inferesis of

consglidated affiliates i} 0 1,621 ] 1,621

Froceeds from sale of equity interests of cansolidated

affiliales [V} 0 3,290 0 3,290

Repurchase of equity interests of consofidated affiliates 0 0 {13,683) 0 {13,683}

Change in intercompany advances 65,036 1,746 {66.782) 0 0

Net cash provided by {used In) financing activities 62,372 1,746 {165,263) 0 {101,145}
Changa in cash and cash equivalents {920} ] {2,354} 0 (3,274)
Cash and cash equlvalents at beginning of period 23,345 0 10,310 0 33,655
Cash and cash equivalenta of discontinued operations

at beginning of period 0 4] 205 0 205
Less: Cash and cash equlvalents of discontinued

oparations at end of pariod 0 4] {9) 0 {9)
Cash and cash equivalents at end of period $ 22,425 $ D § B152 $ 0 $ 30,577
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Condensed Consolidated Statements of Cash Flows (Continued):

Surgleal Care Guarantor Non-Guarantor Elimination Consolldated
Atilliates, | LC Subsidiaries Subsidiarles Adjustments Total

Yoar Ended Dacember 31, 2009
Net cash (used In) provided by operating activities $ (63805 & (5596) $ 211,837 $ 0 % 142436
Cash flows from Investing activities 0

Capital expendilures 0 0 {32,399) 0 {32,399)

Proceeds fram disposal of assets 0 0 761 0 761

Proceeds from sale of equity interests of

nancaensolidated affiliates 0 0 1,800 0 1,800

Net change in restricted cash 0 0 {8,689} 0 {8,689)

Net settlements on interest rate swaps {9,206) 0 0 0 {9,2086)

Business acquisitions, net of cash acquired 0 0 {7.485) 0 {7,485)

Net cash used in investing activities of discontinued

operations ¢ 0 0 (597} 0 {597)

Net cash used In Investing activities {9.208) 0 {46,609) [1] {55815}
Cash flows from financing actlvities y

Checks issused in excess of bank balance 0 0 (2,718 1] {2,718}

Proceeds under line of credit arrangements and )

long term debt 0 0 1,835 0 1,835

Arincipal paymenis on line of ¢redit arrangements and

long term debt (47,554) 0 (227 0 {47,781)

Principal payments under capital lsase abligations 0 [\ (2,195) 0 {2,195)

Distributions to noncontrolling interests of consalidated

affiliates 0 0 (81,942 0 (81,942)

Contributions from noncontrolling interests of

consolidated affiliates 0 o 3,759 0 3,759

Proceeds from sale of equity interesis of consolidated

affiliates ¢ 1] 11,207 0 11,207

Repurchase of equity interests of consolidated affiliates i} 0 {9,562} 0 (9,562}

Change in intercompany advances 83,959 5596 {89,555} [ 0

Net cash provided by (used in) financing activities 36,405 5,596 {169,398} 1] {127,397}
Changs in cash and cash equivalents {36,606) 0 {4,170} o] {40,7786)
Cash and cash equivalents at beginning of perlod 59,951 0 14,325 o 74,276
Cash and cash equivalents of discontinued operations

at beginning of perlod 0 0 360 0 360
Less: Cash and cash equivalents of discontinued

operations at end of period 4] 0 (205) 0 [205)
Casbh and cash equivalents at eng of period £ 23345 $ 0 % 10,310 $ O $ 33655

yoo
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Condensed Consolidated Statements of Cash Flows {Continued):

Surgical Care Guarantor Non-Guarantor Consolidated
Affillates, LLC Subsidlaries Subsldiaries Ad|ustmsnts Total

Year Ended December 31, 2008
Net cash (used In) provided by operating activities $ (59,924) $ 5890 $ 140971 0 $ 95937
Cash flows from Investing activities 0

Capital expenditures 0 0 (35,108) 0 {35,108)

Praceeds from disposal of assets 0 0 . 1,719 o 1,719

Decrease in cash related to conversion of consalidated

atfiliates to equity method affiliates 0 0 (625) 0 (625)

Net change in restricted cash i} ] 4,601 ) 4,601

Nat settlements on interest rate swaps {2,871} 0 0 0 {2.871)

Business acquisitions, net of cash acquired Q 0 {7,528) {7.529)

Other invesling activities, net 0 0 {47) ] {47)

Net cash used in investing activities of discontinued

operations 0 0 16,322 0 16,322

Net cash used in Investing activitles (2,871) 0 {20,667) 0 (23,538}
Cash flows from financing aclivities

Checks issued in excess of bank balance 0 ] {482} 0 {482)

Proceeds under line of credit arrangements and

{ong term debt 30,000 0 o] 0 30,000

Principal payments on line of credil arrangemenis and

lang 1erm debt {3,550) [} {299} 0 {3.849)

Principal payments under capital lease obligations 0 H {1,489} 0 [1.489)

Distributions to noncontrolling interests of consolidated

affiliates 0 0 (68,931} 0 (68,931)

Contributions from noncontrolling interests of

consolidated affiliates 0 o 579 0 579

Proceeds from sale of eguity interests of consolidated

affiliates 0 0 8,955 0 8,938

Repurchase of equity inlerests of consolidated affiliates 0 0 {5,767) ] (5,767)

Changes in intercompany advances 70,945 {5,898) {65,047) 0 0

Net cash provided by (used in) financing activitles 97 365 (5,898) {132,481} ¢ (40,984)
Change In cash and cash aquivalents 34,600 [1:}] {3177} 0 415
Cash and cash equivalents at beginning of perlod 25,351 a8 16,584 0 41,343
Cash and cash equivalents of discontinued operations

at beginning of period 0 0 1,278 0 1,278
Lass: Cash and cash equivalents of discontinued

operations at end of perlod 0 0 {360} 0 {360}
Cash and cash equivalents at end of period 3 59,951 $ 0 % 14,325 0 $ 74,276

o8
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Report of Independent Auditors
To the Board of Directors and Member of Surgical Care Affiliates, LLC:

In our opinion, the accompanying consclidated balance sheets as of December 31, 2009 and 2008
and the related consolidated statements of operations, of comprehensive loss, of changes in
members' equity and of cash {lows for the years ended December 31, 2009 and
December 31, 2008 and the period from June 30, 2007 through December 31, 2007 present fairly,
in all material respects, the financial position of Surgical Care Affiliates, LLC { a wholly owned
subsidiary of ASC Acquisition, LLC) {the "Successor"} at December 31, 2009 and 2008, and the
results of its operations and its cash flows for the years ended December 31, 2009 and 2008 and
the period from June 30, 2007 through December 31, 2007, in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the
respensibility of the Company's management. Qur responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and periorm the audit to obtain reascnable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion,

As discussed in Note 3 to the consolidated financial statements, the Company changed the manner
in which it accounts for noncentrelling interests in 2009,

/s/PricewaterhouseCoopers LLP

Birmingham, Alabama
March 31, 2010
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Report of Independent Auditors
To the Board of Directors and Member of Surgical Care Affiliates, LLC:

In our epinion, the combined statement of operations, of comprehensive income (loss), of changes
in invested equity and of cash flows for the period from January 1, 2007 through June 29, 2007,
present fairly, in all material respects, the results of operations of HealthSouth Surgery Centers
Division {the "Predecessor"} and its cash fiows for the period from January 1, 2007 through
Jung 29, 2007, in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company's management. Our
respensibility is to express an opinion on these financial statements based on our audit. We
conducted our audit of these statements in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinicn.

As discussed in Note 13, on January 1, 2007, the Company adopted FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes. As discussed in Note 3 to the combined financial
statements, the Company changed the manner in which it accounts for noncontrolling interests in
2009.

/s/PricewaterhouseCoopers LLP
Birmingham, Alabama

March 30, 2008, except for the change discussed in Note 3 to the financial statements as to which
the date is March 31, 2010




SURGICAL CARE AFFILIATES, LLC
Consolidated Balance Sheets
{In thousands of U, S. dollars}

DECEMBER 31 DECEMBER 31
2009 2008
Assets As Adjusted
Current assets {Note 3)
Cash and cash equivalents $§ 33805 $ 74597
Restricted cash 30,508 21,819
Accounts receivable, net of allowance for doubtful accounts (2009 - $5,896; 2008 - $6,491) 81,329 77,353
Prepaid expenses 8,310 15,580
Other current assets 5,120 5,672
Current assets related to discontinued operations 526 1,271
Total current assets 159,598 196,292
Property and equipment, net of accumulated depreciation {2009 - $51,048; 2008 - $29,502) 197,120 191,386
Goodwill 677,073 659,893
Intangible assets, net of accumulated amorization (2009 - $12,564, 2008 - $16,599) 62,074 69,294
Deferred bond issue costs 13,288 15,832
Investment in and advances to nonconsolidated affiliates 65,219 74,949
Other Ion?-term assels 970 2,547
Assets related to discontinued operations 587 2.809
Total assets $ 1,175929 $ 1,213,002
Ltabilities and Equity
Current liabilities
Current portion of long-term debt $ 6,734 $ 5,301
Checks ssued in excess of bank balance 7,109 9,827
Accounis payable 18,813 21,457
Accrued payroll 20,764 25,671
Accrued Interest 6,963 13,189
Accrued distributions 23,035 18,458
Payable to nonconsclidated affiliates 14,878 11,055
Refunds due patients and other third-party payors 3,648 3844
Deferred income tax liability 2,475 2,497
Other current liabilities 15,813 16,600
Current ligbilities related to discontinued operations 519 612
Total current liabilities 120,751 126,511
Long-term debt, net of current portion 671,417 704,200
Deferred income tax liability 48,588 34,337
Professional liability risks 4,749 4,205
Other long-term liabilities 22,359 21,592
Total lighilities 867,864 890,845
Commitments and contingent liabilities (Note 16)
Noncontrolling interests—redeemable (Note 3) 25,894 25384
Equity
SCA's Equity
Contributed capital 287,042 288,215
Other comprehensive loss {11.415) {14,082)
Accumulated deficit {112,036) {86,280}
Total SCA equity 163,591 187,853
Noncontrolling interests—non-redeemable {Note 3} 118,580 108,920
Total equity 282171 296,773
$ 1,175929 $ 1,213,002

Total fiabilities and equity

Sea Notes to Consolidated and Combined Financial Statements.




SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Operations for the Years Ended
December 31, 2009 and December 31, 2008 (Successor)
and for the Period June 30, 2007 to December 31, 2007 {Successor) and
Combined Statement of Operations for the Period

January 1, 2007 1o June 29, 2007 (Predecessor)
{In thousands of U. S, dollars)

Year Year Perlod Perlod
Ended Ended Juneg 30 - Januvary 1 -
December 31 December 31 Dacember 11 June 29
2009 2008 2007 2007
(Successor) (Successor)  {Successor) (Predecessor)
{As Adjusted, (As Adjusted, (As Adjusted,
See Note 3) See Note 3) See Note 3)
Net operating revenues $ 737,220 $ 698,930 §$ 319,860 $ 333,809
Cperating expenses:
Salaries and benefits 234,801 238,377 112,715 117,453
Suppiies 170,638 154,775 74,774 73517
Cther operating expenses 112,916 117,262 55,096 48,973
Depreciation ang amortization 38,758 37,046 18,353 13,397
Cccupancy cosis 30,467 28,808 13,510 12,878
Provision for doubtiu) accounts 19,401 15,786 5,892 6,021
Impairment of intangible and long-lived assets 952 2,569 72 0
Professional and medical director fees 11,153 10,099 3,937 3,553
(Gainj loss on disposal of assets (108) 568 98 {1,508)
Government, class action, and related settlements
expense 0 0 0 (9.204)
Professional fees—accounting, tax, and legal 0 0 0 3,599
Total operating expenses 619,008 605,290 284 447 268,679
Interest expense 53,851 57,279 30,302 2,242
Interest income and other income {1,331} {1,425) 843) {3,355)
Loss {gain) on safe of invesiments 631 2,683 382 (6,297)
Equity in net income of nonconsolidated affiliates {10,500} (13,112] (5,868} {5,659}
Income from continuing eperaticns before income tax
expense 75,561 48.215 11,441 78,199
Provision for income tax expense 14,434 27,028 8,130 16,944
Income from continuing operations 61,127 21,187 3.311 61,255
Laoss from discontinued operations, net of income tax
expense (2,641) (3.083} (2,593) {5.873)
Net income 58,486 18,104 718 55382
Less: Net income attributable to noncontrolling
interests _{84,242) {75,332) {29,770)_ {34,709)
Net {loss) income atiributable 1o SCA $ (25756) $ (57.228) $ (29,052) $ 20673

See Notes to Consolidated and Cormbined Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Comprehensive Income (Loss)
For the Years Ended December 31, 2009 and December 31, 2008 (Successor)
and for the Period June 30, 2007 to December 31, 2007 (Successor}
and Combined Statement of Comprehensive Income for the Period
January 1, 2007 to June 29, 2007 (Predecessor)
{In thousands of L). S. dollars)

YEAR YEAR PERIOD PERIOD
EnpED ENDED JUNE 30 - JANUARY 1 -
DecemBer 31 DECEMBER 31 DECEMBER 31 JuNE 29
2009 2008 2007 2007
{Successor}  {Successor) {Successor) | (Predecessor)
As Adjusted As Adjusted As Adjusted
{Note 3) (Note 3} (Note 3}
Net income $ 58486 % 18,104 $ 718 $ 55,382
Other comprehensive gain {loss):
Unrealized gain {loss) en interest rate swaps 2,667 {8,619) {5,463)
Total other comprehensive income (loss) 2,667 {8,619) {5,463} -
Comprehensive income 61,153 9,485 (4,745} 55,382
Comprehensive income attributable to nonconrolling
interests (84,242) (75,332) (29,770} (34,709)
Comprehensive (loss) income attributable to SCA $ (23,08%) § (65847 $ (34,515) $ 20,673

See Notes to Consolidated and Combingd Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Changes in Equity
For the Years Ended December 31, 2009 and December 31, 2008
And for the Period June 30, 2007 to December 31, 2007
(In thousands of U. S. dollars)

Other Total Noncontrolling
Contributed Comprehenslve Accumulated SCA Interests-- Total

As Adjusted (Note 3} Capltal Loss Deficit Equlity non-redeemable Equity
Balance at June 30, 2007 $ - $ - $ - 8 - $ 108,316 $ 108,316
Original contributed capital 279,000 - 279,000 - 279,000
Net {loss) income - {29,052} (29,052} 20,156 (8,896)
Other comprehensive loss - {5,463) - {5,463) - (5,463)
Stock compensation 496 - 496 - 496
Additional contributions 7,000 7,000 - 7.000
Net change in equily related to

purchase/sale of ownership

interests - - 6,651 6,651
Contributions from noncontrolling

interests - - 229 229
Change in distribution accrual - - - {14,621} {14,521)
Distributions to noncontrolling

interests - - - - {20,894} (20,894)
Balance at December 31, 2007 $ 286,496 $ (5.463) $(20052) § 251981 § 99937 $ 351,918
Net {loss) income - - (57,228) (57,228} 50,016 (7,212}
Other comprehensive loss - (8,619) - {8.619) - (8,619)
Stock compensation 1,719 - 1,719 1,719
Net change in equity related to

purchase/sale of ownership

interests - 3,385 3,385
Contributiens from noncentrolling

interests - - 558 558
Change in distribution accerual - - - 1,158 1,158
Distributions to noncontrolling

interests - - - - (46,134) (46.134)
Balance at December 31, 2008 $ 288215 $ {14,082 $ (86,280) $ 187,853 § 108,920 $ 296,773
Net {loss} income - - {25,756) (25,756) 57,375 31,619
Other comprehensive income - 2,667 - 2,667 - 2,667
Stock compensation 1,076 - 1,076 1,076
Net change in equity related to

purchase/sale of ownership

interests {2,249} - {2,249) 10,474 8,225
Contributions from noncontrolling

interests - - - 3,737 3,737
Change in distribution accrual - - - {5,342) (5,342)
Distributions to noncontrolling

interests - - - - {56,584) {56,584)
Balance at Dacember 31, 2009 $ 287042 $ (11,415 $ (112,036) $ 163,591 $ 118,580 $ 282171

See Notas to Consolidated and Combined Financial Staternents.
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SURGICAL CARE AFFILIATES, LLC
Combined Statement of Changes in Invested Equity
For the Period January 1, 2007 to June 29, 2007 {Predecessor}
(In thousands of U. 8. dollars})

HealthSouth's

Net
lnvestment
Balance at December 31, 2006 $ 551,997
Net income attributable to SCA 20,673
Net advances to HealthSouth (7,687)
Batance at June 29, 2007 $ 564,983

Saa Notes to Consofidated and Combined Financial Statemants.
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SURGICAL CARE AFFILIATES, LLC

Consolidated Statements of Cash Flows for the Years Ended
December 31, 2009 and December 31, 2008 (Successor)

and for the Period June 30, 2007 to December 31, 2007 {(Successor) and
Combined Statement of Cash Flows for the Period

January 1, 2007 to June 29, 2007 (Predecessor)
{In thousands of U. 8. dollars)

YEAR YEAR FERIOD PERIOD
ENDED ENDED JUNE 30 - JANUARY 1~
DECEMRER 31 DECEMBER 31 DECEMBER 31 JUNE 29
2008 2008 2007 2007
{Successor) {Successor} (Successor} {Fredecessor)
Cash flows from operating activities
Netincome $ 58,486 $ 15,104 $ 718 $55,382
Loss from discontinued operations 2,641 3,083 2,593 5,873
Adjustments fo reconcile net income to net cash provided by
operating activilies
Provision for doubtiul accounis 19,401 15,786 5,892 6,021
Government, class action, and related settlements expense 0 o] 0 {9.204}
Depraciation and amortization 38,758 37,046 18,353 13,397
Amortization of deferred issuance costs 2,544 2,584 1,278 }
Impairment of intangible and long-lived assels 952 2,569 72 a
Impairment of investment in noncansolidated affiliate 3,100 0 0 1]
Realized investment losses {gains} on sale of investments 631 2,683 ag2 {6,297)
{Gain} lass on disposal of assets {108} 568 ag {1,508)
Equity in net income of nonconsolidated affiliates {10,500) {13.112) {5.869) {5,659)
Distributions from nonconsolidated affiliates 13,817 12,729 10,702 5,699
Deferred income tax 14,230 28,767 8,067 15,547
Stack Compensation 1,076 1,719 4986 4]
{Increase) decrease in assets
Accounts receivable {20,380) {15,124) {8,498} {3.026)
Other assets 9,170 8,290 10,783 2,644
{Decrease) increase in liabilities
Accounts payabla {3,629) {5,494) 10,396 (2,968)
Accrued payroll {5,064) 8,784 5,038 {286)
Accrued interest 992 {1,302) 14,384 121
Aelunds due patients and other third-party payors (198) 279 {111} 38
Professiona! fiability risks 543 2,825 1,380 0
Qther liabilities 12,507 (603} {23,999} (6,812)
Cther, net 687 236 615 0
Net cash provided by {used in} operating aclivities of discontinued operations 2,778 {14,480 1,512 {12,254
Not cash provided by operaling activities 142,436 85,937 54,280 56,708
Cash flows from investing actlvities
Capital 2xpendilures (32,996) {35,203} {13,658) {6,883)
Proceeds from disposal of assets 761 1,718 0 95
Proceeds from sale of equily interesis of nonconsolidated affiliates 1,600 Q 400 1,627
Advances to nonconsolidated affiliates 0 0 (250} 0
Repurchase of equity interests of nonconsalidated affiliates 0 0 0 {3.502)
Capital cantribution 0 0 0 521
Decrease in cash related to conversion of consolidated affiliates to equity
method affiliates 0 {97 1) 0 {238)
increase in cash related to conversion of consclidated affiliates 1o equity
method affiliates V] 346 a H
Net change in restricted cash (8,689) 4,601 7.0%6 3,678
Nel settlements on interest rate swap (8,206) {2,871) 342 0
Business acquisilions, net of cash acquired (7,485) {7,529} (923,245) ]
Other investing activities, nel ] {47} {213) 0
Net cash provided by investing activities of discontinued ogsrations 0 16,417 575 122
Net cash used in investing actlvitles $(55815) $(23,538) ${(929.023) $ (5,280}
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Cash Flows for the Years Ended
December 31, 2009 and December 31, 2008 (Successor) and for the Period
June 30, 2007 to December 31, 2007 (Successor} and
Combined Statement of Cash Flows for the Period
January 1, 2007 to June 29, 2007 (Predecessor)

{Continued)
(In thousands of U. S. dollars)

YEAR YEAR PERIOD PERICD
ENDED ENDED JUNE 30 - JANUARY 1 =
DECEMBER 31 DECEMBER 31 DECEMBER 31 JUNE 28
2009 2008 2007 2007
{Successar) {Successor]  {Successor) {Predecgssor)
Cash flows from flnancing actlvitles
Checks issued in excess of bank balance $ (2718 $ (482) $ 1,696 $ 4,187
Progeeds under line of credit arrangements and fong term debt 1,835 30,000 649,352 0
Principal paymenits on line of credit arrangements and long term debt {47,781} {3,849) {1.785) {1,055}
Principal payments under capital ease obligations {2,195) {1,488) (473) {460}
Distributiens 10 nenconirolling interests of consolidaled affiliates {81,942} {68,931) {32,479) {34,884)
Confributions from noncontrolling interests of consolidated affiliates 3,759 579 229 [+
Proceeds from sale of equity interests of consalidated affiliales 11,207 8955 8.531 4,833
Repurchase of equity interests of consolidated affiliates (9,562) {5.767) (4,646} (4,472}
Member contributions 0 0 286,000 0
Net advances 1¢ HealthSouth 0 0 0 {17,339)
Net cash used in financing activities of discontinued operations 0 0 [181) {1,253}
Nst cash {used In} provided by financing activitles (127,397) {40,984) 906,244 {50,443)
Change in cash and cash equivalents (40,776) 31,415 31,491 985
Ceash and cash equivalents at beginning of pariod 74,597 42,200 10,684 11,780
Cash and cash squivalents of discontinued operations at beginning of
perlod 40 1,022 1,047 0
Less: Cash and cash aquivalents of discontinued operatlons at end of
parlod {58) {40} {1,022} {2,081)
Cash and cash equivalents al end of period $ 33,805 $ 74,597 $ 42200 3 10,684
Supplemental cash flow information:
Cash paid during the year for interest $42,098 $55,876 $15.021 32131
Supplemental schedule of noncash Investing and financlng aclivitles
Property and eguipment acquired through capital leases $ 2,156 $ 1,133 $ 0 $ 0
Termination of and adjustments to capita! leases 0 57 25 0
Goodwill fram repurchase of equity interests in joint venture entities 0 1,501 2,162 4,419
Goodwill atiributable to sale of surgery centers 0 3,187 2,965 ]
Goodwill atiributable to held-for-sale surgery centers o 0 587 v
MNet investment in consolidated affiliates that became equity method facililies 0 699 0 1,011
Nel investment in equity method facililies that became consclidated affiliates 0 5,000 0 0
Noncontrofling interes! associated with conversion of consolidated affiliates to
equity method affiliates 0 1,384 0 2,924
Asset transfers from olher HealthSouth divisions 0 a o 8342
Net noncash advances from HealthSouth 0 o 0 1,311
Cther 0 0 0 3,194

Sae Notes to Consolidated and Combined Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Notes to Consolidated and
Combined Financial Statements
(Amounts in tables are in thousands of U. S. dollars unless otherwise indicated)

Unless the context otherwise indicates or requires, the terms “SCA,” *we,” ‘us,” "our,” “Successor”
and "Company” refer to Surgical Care Affiliates, LL.C and its subsidiaries. However, with respect to
periods prior to June 30, 2007, such references are to the HealthSouth Surgery Centers Division
for, the “Predecessor”).

1. DESCRIPTION OF BUSINESS
Nature of Operations and Ownership of the Company

Surgical Care Affiliates, LLC, a Delaware limited liability company, was formed on
June 29, 2007, primarily to own and operate a network of ambulatory surgery centers ("ASCs"} and
surgical hospitals in the United States of America. On June 28, 2007, the Company, which
previously comprised the Surgery Centers Division of HealthSouth Corporation, was purchased by
and became a wholly-owned subsidiary of ASC Acquisition LLC ("ASC Acquisition” or the “Parent™,
a Delaware limited liability company which is owned by an investor group that includes TPG
Partners V, L.P. ("TPG"), members of our management and other investors. This transaction,
including the specific terms and financing of the purchase, is further described in Note 2, Purchase
Transaction. As of December 31, 2009, the Company, which is headquartered in Birmingham,
Alabama, operated 121 ASCs and four surgical hospitals in 31 states, with a concentration of
facilities in California, Texas, Florida, North Carclina and Alabama. The Company’s ASCs and
surgical hospitals specialize in short-term care and primarily provide non-emergency surgical and
other procedures in several specialties, including orthopedics, ophthalmology, gastroenterology,
pain management, otolaryngology (ear, nose and thrpat, or ENT), urology, gynecology and other
general surgery procedures. Our ASCs and surgical hospitals provide the faciliies and medical
suppon staff necessary for physicians to perform such procedures. Physictans perform same-day
surgical procedures at our ASCs. At our four surgical hospitals, physicians perform a broader range
of surgical procedures and patients may stay up 1o three days. During 2009, three facilities were
closed, our interest in one equity method facility was sold, we acquired an equity interest in one
facility, and we acquired one surgical hospital that is consolidated.

Business Structure

We operate our facilities through strategic relationships with physicians and, in some cases,
with healthcare systems that have strong local market positions and reputations for clinical
excellence. Of the 125 facilities operated by the Company as of December 31, 2009, the Company
consolidates the results of 105 faclliities, accounts for 19 facilities under the equity method, and
holds no ownership in the remaining facility, which contracts with SCA to provide management
services. The Company’s ASCs are operated as general partnerships, limited partnerships or
limited liability companies in which the Company serves as the general partner, limited partner,
member, or managing member. The majority of our facilities are jointly owned with local
physicians, although, in some cases, local healthcare systems participate in the venture.

i2
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Basis of Presentation

The Company maintains its books and records on the accrual basis of accounting, and the
accompanying consolidated and combined financial statements (together the “financial statements”)
have been prepared in accordance with accounting principles generally accepted in the United
States of America (“U.S. GAAP". Such financial statements include the assets, liabifities,
revenues, and expenses of all wholly-owned subsidiaries and majority-owned subsidiaries over
which we exercise control and, when applicable, entities in which we have a controlling financial
interest.

Due to the purchase transaction described above and in Note 2, the Company’s financial
position and results of operations prior to the purchase are presented separately in these financial
staternents as “Predecessor” financial statements, while the Company's finangial position and
results of operations following the purchase are presented as "Successor” financial statements.
Due to the nature and terms of the purchase, which substantially increased the Company's debt
and interest expense, and the revaluation of assets and liabilities as a result of purchase
accounting and the allocation of cerain costs in the prior periods presented, the Predecessor
financial statements are not comparable with the Successor financial statements in certain
respects.

The combined financial statements of the Predecessor have been derived from the financial
statements and accounting records of the Predecessor using the historical results of operations and
historical basis of assets and liabilities of the Predecessor's operations. We believe the allocations
underlying the combined financial stalements are reasonable. However, the combined financial
statements included herein may not necessarily represent what the Predecessor's financial
position, results of operations, and cash flows would have been had the Predecessor operated as a
stand-alone entity during the periods presented.

Additionally, the Predecessor's combined financial statements include allocations of certain
HealthSouth Corporation (“HealthSouth”) corporate expenses of $11.7 million for the period
January 1, 2007 to June 29, 2007. Approximately $20.9 million of these costs for the period
January 1, 2007 to June 29, 2007, represent the Predecessor's allocated administrative expenses
such as accounting, internal controls, legal, information technology services, a pro rata share of the
occupancy costs of the corporate office facilities, and centain professional fees. Allocations of
administrative expenses were made primarily based on a percentage of revenues, physical
operating locations, or full-time equivalent employees, which we believe represents a reasonable
allocation methodology. Some corporate services, such as information technology, legal services,
and corporate aircraft, were recorded in the Predecessor’s combined financial statements based on
usage. The remaining expense allocations included in the Predecessor’'s combined financial
statements represent charges associated with government, class action and related settlements
(see Note 16, Commitments and Contingent Liabilities.) The allocated expenses that related to
government, class action and related settliements amounted to a $9.2 million gain for the period
January 1, 2007 to June 29,2007. During the reconstruction and restatement period of
HealthSouth's historical financial statements, it was determined that the equity balances of certain
of HealthSouth's partners had been historically overstated. During the period January 1, 2007 to
June 29, 2007, HealthSouth settled with certain of these partners. The reduction of equity balances
of the partners resulted in an approximate $9.2 million gain. We believe the allocated amount of
these corporate services is a reasonable representation of the services performed or benefited by
the Predecessor as a segment of HealthSouth. However, these allocations and estimates are
neither necessarily indicative of the costs and expenses thal would have resulted if the
Predecesser had been operated as a stand-alone entity during the period January 1, 2007 to
June 29, 2007, nor necessarily indicative of the costs and expenses of SCA going forward.
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2. PURCHASE TRANSACTIONS

Purchase of the Company

Pursuant to a definitive stock purchase agreement dated as of March 25, 2007 (the
“Purchase Agreement’), between ASC Acquisition and HealthSouth, the Company became a
wholly-owned subsigiary of ASC Acquisition on June 29, 2007 (the "Transaction”).

The purchase was financed by:
+ aninvestment of cash by TPG and other equity investors of $270.0 million;
+ borrowings by the Company of $355.0 millicn in new senior secured credit
facilities; and
« the issuance by the Company of $150.0 million in aggregate principal amount of
10% senior subordinated notes, due 2017, and $150.0 millien in aggregate
principal amount of 8.875% / 9.625% senior PiK-election notes, due 2015.

The Transaction was accounted for under the purchase method of accounting prescribed by
authoritative guidance. This authoritative guidance requires that the total purchase price be
allocated to the assets acquired and liabilities assurned based on their fair values at the acquisition
date. The $305.4 miilion purchase price was allocated to the Company's specific identifiable
tangible and intangible assets and liabilittes assumed based on their fair values at the acquisition
date, with the remainder allocated to goodwill. The Company's allocation of the purchase price was
adjusted during the first six months of 2008, and was finalized on June 30, 2008.

In connection with the Transaction, TPG contributed an additionai $9.0 million for working
capital purposes, and the Company incurred approximately $19.7 million of fees related to debt
issuance costs which are being amortized into interest expense over the respective terms of the
debt. Goodwill associated with this transaction was deductible for tax purposes.

Fort Worth Acquisition

As a part of the Transaction, HealthSouth agreed to sell two ASCs in Fort Worth, Texas to
us. However, at the gate of the closing, there was a court order enjoining the transfer of these two
facilities to us, and, as a result, HealthSouth could not legally transfer those facilities to us at that
time. During the third quarter of 2007, the court order was vacated, and the purchase of these two
facilities from HealthSouth was completed by the Company for a net purchase price of
$21.2 million. This transaction was also accounted for under the purchase method of accounting as
prescribed by autheritative guidance. The results of operations for these two facilities are included
in the Company's consolidated results of operations beginning August 1, 2007.  Goodwill
associated with this transaction was deductible for tax purposes.
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Pro Forma Consolidated Results of Operations (Unaudited)

Unaudited pro forma results as if these transactions had occurred on January 1, 2007 are as
follows:

Year Ended
December 31, 2007
{unaudited}
Net operating revenues $ 654,350
Net loss $ {8231)

The above pro forma information is presented for informational purposes only and is not
necessarily indicative of the results of cperations that actually would have been achieved had the
transactions been consummated as of January 1, 2007, nor is the pro forma information intended to
be a projection of future results.

Surgical Hospital of Okiahoma Acquisition

On September 1, 2009, SCA purchased a 60% ownership interest in Surgical Hospital of
QOklahoma {"SHO". The entity is consolidated for financial reporting purposes. The total purchase
price paid by SCA was approximately $11.3 million, of which $8.3 million was paid in cash,
$0.8 million is held in escrow, and $2.2 million will be paid contingent upon achievement of certain
target thresholds. Net assets of SHO at September 1, 2009 were approximately $1.9 million.
Goodwill recorded at the acquisition date was approximately $17.0 million, of which $7.6 million is
attributable to the non-controlling interest's share of SHO. The purchase price of SHO was largely
determined on the basis of management's expectations of future earnings and cash flows of the
surgical hospital, resulting in the recognition of goodwill. Goodwill associated with this transaction
is expected to be deductible for tax purposes. No pro forma information is disclosed herein
because this is not considered to be a material business combination as it refates to SCA.

Marin Acquisition

On August 1, 2008, SCA purchased a 51% ownership interest in Marin Specialty Surgery
Center, LLC (“Marin Specialty”), which is the sole owner of Marin Health Ventures, Inc (“Marin
Health™. The Marin Specialty acquisition provided the opportunity of adding a multi-specialty
surgery center with an attractive case mix and geographic footprint. This entity is consolidated for
financial reporting purposes. The total purchase price paid by SCA was $8.2 million. Net assets of
Marin Health Ventures, Inc. at August 1, 2008 were approximately $1.7 million. Goodwill and other
intangible assets recorded by SCA at the acquisition date were approximately $5.4 million and
$1.9 million, respectively, based on preliminary estimates of the fair value of identifiable tangible
and intangible assets and liabilities acquired. The purchase price of Marin Specialty was largely
determined on the basis of management's expectations of future earnings and cash flows of Marin
Health, resulting in the recognition of goodwill Goodwill associated with this transaction is
expecied to be deductible for tax purposes. No pro forma information is disclosed herein as this is
not considered to be a material business combination as it relates to SCA.

Post-Transaction Regulatory Approvals
Pursuant to a definitive stock purchase agreement dated as of March 25, 2007 (the

“Purchase Agreement™), between ASC Acquisition and HealthSouth, the Company became a
wholly-owned subsidiary of ASC Acquisition on June 29, 2007 (the “Transaction”).
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Prior to the Transaction, HealthSouth was unable tc obtain reguiatory approvals for the
change in contrel from HealthSouth to us of six of HealthSouth’s ASCs in lllinois. We entered into
management arrangements with HealthSouth that enabled us 1o close the Transaction before the
receipt of such regulatory approvals, while placing us in a position similar to which we would have
occupied had all required approvals been obtained prior to closing. We obtained regulatory
approval of the change in controt over five of the six HealthSouth ASCs in Wlinois on
January 28, 2008. The five facilities were transferred to us in the first half of 2008. The sixth ASC
had an outstanding relocation project, and HealthSouth and SCA were advised to wait to file the
¢change in control application for that particular tacility until the facility relocated, which occurred on
May 4, 2009. The change in owner exemption letter for this facility was granted on October 1, 2009
and ownership transferred from HealthSouth to a subsidiary of SCA on November 1, 2009.

Option Agreement

In connection with the transaction, ASC Acquisition and HealthSouth entered intoc an Option
Agreement whereby ASC Acquisition granted HealthSouth an option to purchase limited liability
company interests ("Units”) of ASC Acquisition constituting 5% of the Units issued and outstanding
as of the closing of the Transaction on a fully diluted basis, at a price equal to the original issuance
price of the units subscribed for by TPG in connection with the Transaction plus a 15% annual
premium, compoungded annually. The Option is exercisable upon certain customary liquidity events
and includes customary tag-along, drag-along and piggyback registration rights.

3, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principfes of Consolidation

The conselidated financial statements include the accounts of the Company and its
subsidiaries. All significant intercompany transactions and accounts have been eliminated. We
evaluate partially owned subsidiaries and joint ventures held in partnership form in accordance with
authoritative guidance to determine whether the rights held by other investors constitute ‘important
rights” as defined therein. '

For general partners of all new limited partnerships formed, and for existing limited
partnerships for which the partnership agreements were modified on or subsequent lo
June 29, 2005, we evaluate parially owned subsidiaries and joint ventures held in partnership form
using Financial Accounting Standards Board (“FASB") Accounting Standards Codification
("autheritative guidance”) that includes a framework for evaluating whether a general partner or a
group of general partners controls a limited partnership and therefore should consolidate it. The
framework includes the presumption that general partner control would be ocvercome only when the
limited partners have certain rights. Such rights include kick-out rights, the right to dissolve or
liquidate the partnership or otherwise remove the general partner “without cause,” or pariicipating
rights, which include the right to effectively participate in significant decisions made in the ordinary
course of the partnership’s business.

For partially owned subsidiaries or joint ventures, we consider the authoritative guidance
and, in particular, whether rights held by other investors would be viewed as “participating rights” as
defined therein. To the extent that any mincrity investor has important rights in a parinership or
participating rights in a corporation that inhibit our ability to control the entity, including substantive
veto rights, we generally will not consolidate the entity.

We also consider the authoritative guidance that addresses consclidation by business
enterprises  that have controlling financial interests of variable interest entilies. As of
December 31, 2009, we have no arrangements or relationships where consolidation was required.
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We use the equity method to account for our investments in entities we do not control, but
where we have the ability to exercise significant influence over operating and finangial policies.
Consolidated net income includes our share of the net earnings of these entities. The difference
between consolidation and the equity method impacts cenrtain of our financial ratios because of the
presentation of the detailed line items reported in the consolidated financial statements for
consolidated entities compared to a one line presentation of equity method investments,

Reclassifications

Certain amounts in the consolicated and combined financial statements for prior periods
have been reclassified to conform to the current period presentation. Such reclassifications
primarily relate to facilities we closed or sold since the Transaction, which qualily for reporiing as
discontinued operations under authoritative guidance.

In addition, as of January 1, 2009, we have reclassified, in'accordance with changes in
authoritative guidance, our noncontrolling interests (formerly known as "minerity interests™) as a
component of equity and now report net income and comprehensive income attributable to our
noncentrolling interests separately from net income and comprehensive income attributable to SCA.
Proceeds from sales and amounts paid for repurchase of equity interests of consolidated affiliates
are now shown as financing activities, rather than investing activities, in the Consolidated
Statements of Cash Flows. These reclassifications are reflected in amounts presented as of and
for each of the years ended December 31, 2009, 2008 and 2007.

Also, certain of the Company's noncontrolling interests have industry-specific redemption
features, such as a change in law that would prohibit the noncontrolling interests’ current form of
ownership in ambulatory surgery centers, which change is not solely within the control of the
Company. The Company is not aware of events that would make a redemption probable.
According to autharitative guidance, classification of these noncontrolling interests outside of
permanent equity is required due to the redemption features. The changes in authoritative
guidance required retroactive applicaticn for all amounts presented. Accordingly, noncantrolling
interests of $25.4 milion and $23.2 million, which include redemption features, have been
presented as noncontrolling interests—redeemable outside of permanent equity, as of
December 31, 2008 and 2007, respectively.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reporied amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. The most significant estimates include, but are not limited to:
{1) altowance for contractual revenue adjustments; (2} allowance for doubtful accounts; (3) asset
impairments, including goodwill; (4) depreciable lives of assets; (5) useful lives of intangible assets;
{6) economic lives and fair value of leased assets; {7) provision for income taxes, including
valuation allowances; (8) allocations of certain HealthSouth corporate expenses; (9) reserves for
contingent liabilities; and (10) reserves for losses in connection with unresolved legal matters.
Future events and their effects cannot be predicted with certainty; accordingly, our accounting
estimates require the exercise of judgment. The accounting estimates used in the preparation of
our consolidated financial statements will change as new events occur, as more experience is
acquired, as additional information is obtained, and as our operating environment changes. We
evaluate and update our assumptions and estimates on an cngoing basis and may employ outsige
experts {0 assist in our gvaluation, as considered necessary. Actual resulls could differ from those
estimates.
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Risks and Uncertainties

SCA operates in a highly regulated industry and is required o comply with extensive and
complex laws and regulations at the federal, state, and local government levels. These laws and
regulations relate to, among other things:

¢ licensure, certification, and accreditation,

s coding and billing for services,

» relationships with physicians and other referral sources, including physician self-referral
and anti-kickback laws,

guality of medical care,

use and maintenance of medical supplies and equipment,

maintenance and security of medical records,

acquisition and dispensing of pharmaceuticals and controlled substances, and

disposal of medical and hazardous waste.

Many of these laws and regulations are expansive, and we do not have the benefit of
significant regulatory or judicial interpretation of them. In the future, different interpretations or
enforcement of these laws and regulations could subject eur current or past practices to allegations
of impropriety or illegality or could require us to make changes in our investment structure, facilities,
equipment, personnel, services, capital expenditure programs, operating procedures and
contractual arrangements.

If we fall to comply with applicable laws and regulations, we could be subjected to liabilities,
including (1) criminal penalties, (2} civil penalties, including monetary penalties and the loss of our
licenses to operate one or more of our ASCs and hospitals, and (3) exclusion or suspension of one
or more of our ASCs and hospitals from participation in the Medicare, Medicaid, and other federal
and state healthcare programs.

Historically, the United States Congress and some state legislatures have periodically
proposed significant changes in regulations governing the healthcare system. Many of these
changes have resulted in limitations on and, in some cases, significant reductions in the levels of
payments to healthcare providers for services under many government reimbursement programs.
Because we receive a significant percentage of our revenues from Medicare, such proposed
changes in legislation might have a material adverse effect on our financial position, results of
operations, and cash flows, if any such changes were 10 occur.

As discussed in Note 16, Commitments and Contingent Liabilities, we are a party 10 a
number of lawsuits. We cannot predict the cutcome of litigation filed against us. Substantial

damages or other monetary remedies assessed against us ¢ould have a material adverse effect on
our business, financial position, results of operations, and cash flows.
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Revenue Recognition

Revenues consist primarily of net patient service revenues that are recorded based upon
established billing rates less allowances for contractual adjustments. Revenues are recorded during
the period the healthcare services are provided, based upon the estimated amounts due from
patients and third-party payors, including federal and state agencies {under the Medicare and
Medicaid programs), managed care health plans, commercial insurance companies, and
smployers. Estimates of contractual allowances under third-party payor arrangements are based
upon the payment terms specified in the related contractual agreements. Third-party payor
contractual payment terms are generally based upon predetermined rates per procedure or
discounted fee-for-service rates,

-

During the years ended December 31, 2009, 2008, and 2007, approximately 62%, 61%, and
61%, respectively, of our net operating revenues related to patients participating in managed care
and other discount plans. The managed c¢are industry is highly competitive and healthcare services
providers are under increasing pressure to accept reduced reimbursement for services on these
contracts. Continved reductions could have a material adverse impact on our financial positien,
results of operations, and cash flows.

During each of the years ended December 31, 2009, 2008, and 2007, approximately 22% of
our net operating revenues related to patients participating in the Medicare and Medicaid programs.
Laws and regulations governing the Medicare and Medicaid programs are complex, subject to
interpretation, and are routinely modified for provider reimbursement. The Centers for Medicare and
Medicaid Services (“CMS") has been granted authority to suspend payments, in wholfe or in part, to
Medicare providers if CMS possesses reliable information that an overpayment, fraud, or willful
misrepresentation exists. If CMS suspects that payments are being made as the result of fraud or
misrepresentation, CMS may suspend payment at any time without providing us with prior notice.
The initial suspensicn period is limited to 180 days. However, the payment suspension period can
be extended almost indefinitely if the matter is under investigation by the United States Department
of Health & Human Services Office of Inspector General {the "OIG") or the Depariment of Justice
{the “DOJ"). Therefore, we are unable to predict if or when we may be subject to a suspension of
payments by the Medicare and/er Medicaid programs, the possible length of the suspension period,
or the potential cash flow impact of a payment suspension. Any such suspension would adversely
impact our financial position, results of operations, and cash flows.

Cash and Cash Equivalents

Cash and cash equivalents include all demand deposits reduced by the amount of
outstanding checks and drafts where the right of offset exists for these bank accounts. As a result
of the Company's cash management system, checks issued but not presented to banks for
payment may create negative bock cash balances. Such negative balances are included in current
liabilities as “checks issued in excess of bank balance” and totaled $7.1 million at
December 31, 2009, and $9.8 million at December 31, 2008. The Company has deposits with
certain financial institutions which exceed federally insured limits. The Company has reviewed the
creditworthiness of these financial institutions and we have not experienced any losses on such
deposits.
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Restricted Cash

As of December 31, 2009 and December 31, 2008, we had approximately $30.5 million and
$21.8 million, respectively, of restricted cash in affiliate cash accounts maintained by partnerships
in which we participate where one or more external partners requested, and we agreed, that the
partnership’s cash not be commingled with other Company cash and be used only to fund the
operations of those partnerships.

Accounts Receivable

We report accounts receivable at estimated net realizable amounts from services rendered
from federal and state agencies {under the Medicare and Medicaid programs), managed care
health plans, commercial insurance companies, workers' compensation, employers, and patients.
Our accounts receivable are geographically dispersed, but a significant portion of our accounts
receivable are concentrated by type of payors. The concentration of net palient service accounts
receivable by payor class, as a percentage of total net patient service accounts receivable, as of
the end of each of the reporting periods, is as follows:

As of December 31

2008 2008
Managed care and other discount plans 65% 60%
Medicare 14 17
Workers' compensation 13 14
Other third-party payors 4 5
Medicaid 3 3
Patients 1 1
Total 100% 100%

We recognize that revenues and accounts receivable from government agencies are
significant to our operations; however, we do not believe there are significant credit risks associated
with these government agencies.

We also recognize that revenue and accounts receivable from managed care and other
discount plans are significant to our operations. Because the category of managed care and other
discount plans is composed of numerous individual payors which are gecgraphically dispersed, our
management does not believe there are any significant concentrations of revenues from any
individual payor that would subject us to significant credit risks in the collection of our accounts
receivable.

Additions to the allowance for doubtful accounts are made by means of the Provision for
doubtful accounts. We write off uncollectible agcounts against the allowance for doubtful accounts
after exhausting coflection efforts and adding subsequent recoveries. Net accounts receivable
include only these amcunts we estimate we will coltect.

We performed an analysis of our historical cash collection patterns and considered the
impact of any known material events in determining the allowance for doubtful accounts. In
performing our analysis, we considered the impact of any adverse changes in general economic
conditions, business office operations, bayor mix, or trends in federal or state governmental
healthcare coverage. At December 31, 2009 and 2008, our allowance for doubtful accounts
represented approximately 6.8% and 7.7%, respectively, of the $87.2 million and $83.8 million,
respectively, total patient due accounts receivable balance. The decrease in the allowance at
December 31, 2009 compared to December 31, 2008 is primarily the result of an ingrease in
write-ofis during 2009.
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Long-Lived Assets

We report land, buildings, improvements, and equipment at cost, net of asset impairment.
Woe repont assets under capital lease obligations at the lower of fair value or the present value of the
aggregate future minimum lease payments at the beginning of the lease term. We depreciate our
assets using the straight-line method over the shorter of the estimated useful life of the assets or
life of the lease term, excluding any lease renewals, unless the lease renewals are reasonably
assured. Useful lives are as follows:

Years
Buildings 19 t0 30
Leasehold improvements 5to 20
Furniture, fixtures, and equipment o010
Assets under capita! lease obligations:
Real estate 151025
Equipment 3105

Maintenance and repairs of property and equipment are expensed as incurred. We
capitalize replacements and improvements that increase the estimated useful life of an asset. We
capitalize interest expense on major construction and development projects while in progress. No
interest was capitalized during the years ended December 31, 2009, 2008, or 2007.

Woe retain fully depreciated assets in property and accumulated depreciation accounts until
we remove them from service. In the case of sale, retirement or disposal, the asset ¢ost and related
accumulated depreciation balance is removed from the respective account, and the resulting net
amount, less any proceeds, is included as a component of income from continuing operations in the
consolidated statements of operations. However, if the sale, retirement, or disposal involves a
discontinued operation, the resulting net amount, less any proceeds, is included in the results of
discontinued operations. -

We account for operating leases under the provisions of authoritative guidance. These
pronouncements require us to recognize escalated rents, ingluding any rent holidays, on a
straight-line basis over the term of the lease for those lease agreements where we receive the right
to control the use of the entire leased property at the beginning of the lease term.

Goodwill and Other Intangible Assels

In accordance with authoritative guidance, we test goodwill for impairment using a fair value
approach. We are required {0 test for impairment at least annually, absent some triggering event
that would require an impairment assessment. Absent any impairment indicators, we perform our
goodwill impairment testing as of October 1* of each year.

Since a quoted market price for the Company's equity is not available, the Company applies
judgment in determining the fair value of its equity for purposes of performing the goodwill
impairment test. The Company relies on widely accepted valuation techniques, ‘including
discounted cash flow and, when available and apprepriate, market multiple analyses approaches,
which capture both the future income potential of the Company and the market behaviors and
actions of market participants in the industry in which the Company operates. These types of
analyses require the Company to make assumptions and estimates regarding future cash flows,
industry-specific economic factors and the profitability of future business strategies. The discounted
cash flow approach uses a projection of estimated operating results and cash flows that are
discounted using a weighted average cost of capital. Under the discounted cash flow approach, the
projection uses management's best estimates of economic and market conditions over the
projected period, including growth rates in the number of cases, reimbursement rates, operating
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costs, rent expense and capital expenditures. Other significant estimates and assumptions include
terminal value growth rates, changes in working capita! requirements and weighted average cost of
capital. The market multiple analysis estimates fair value by applying cash flow multiples to the
reporting unit's operating results, The multiples are derived from comparable publicly traded
companies with similar operating and investment characteristics to the Company. Finally, when we
dispose of a hospital or an ASC, goodwill is allocated to the gain or loss on disposition using the
relative fair value methodology, as prescribed in authoritative guidance.

We recognize an impairment charge for any amount by which the carrying amount of
goodwill exceeds its implied fair value. We present a goodwill impairment charge as a separate line
item within income from centinuing operations in the consolidated statements of operations, unless
the goodwill impairment is associated with a discontinued operation. In that case, we include the
goodwili impairment charge, on a net-of-tax basis, within the results of discontinued operations.

In accordance with authoritative guidance, we amortize the cost of intangible assets with
definite useful lives over their respective estimated useful lives to their estimated residual value. As
of December 31, 2009, none of our definite useful lived intangible assets has an estimated residual
value. We also review those assets for impairment in accordance with authoritative guidance
whenever events or changes in circumstances indicate we may not be able to recover the asset’s
carrying amount. As of December 31, 2009, we do not have any intangible assets with indefinite
usefut lives. The range of estimated useful lives of our other intangible assets is as follows:

Years
Centificates of need 15
Management agreements 15
Licenses 3to 15
Noncompete agreements 2105
Favorable lease obligations 5

impairment of Long-Lived Assets and Other infangible Assets

Under authoritative guidance, we assess the recoverability of long-lived assets {excluding
goodwill} and identifiable acquired intangible assets with definite useful lives, whenever events or
changes in circumstances indicate we may not be able to recover the asset’s carrying amount. We
measure the recoverability of assets to be held and used by a comparison of the carrying amount of
the asset to the expected net future cash flows to be generated by that asset, or, for identifiable
intangibles with definite useful lives, by determining whether the amortization of the intangible asset
batance over its remaining life can be recovered through undiscounted future cash flows, The
amount of impairment of identifiable intangible assets with definite useful lives, if any, 10 be
recognized is measured based on projected discounted future cash flows. We measure the amount
of impairment of other long-lived assets (excluding goodwill} as the amount by which the carrying
value of the asset exceeds the fair market value of the asset, which is generally determined based
on projected discounted future cash fiows or appraised values. We present an impairment charge
as a separate ling item within income from continuing operations in our consolidated statements of
operations, unless the impairment is associated with a discontinued operation. In that case, we
include the impairment charge, on a net-of-tax basis, within the results of discontinued operations.
We classify long-lived assets to be disposed of other than by sale as held and used until they are
disposed. We report long-lived assels to be disposed of by sale as held for sale and recognize
those assets in the balance sheet at the lower of carrying amount er fair value less cost to sell, and
cease depreciation.
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invesiment in and Advances to Nonconsolidated Affiliates

Investments in entities we do not control, but in which we have the ability to exercise
significant influence over the operating and financial policies of the investee, are accounted for
under the equity method. Equity method investments are recorded at original cost and adjusted
periodically to recognize our propcrtionate share of the investees' net income or losses after the
date of investment, additicnal contributions made and distributions received, and impairment losses
resulting from adjustments to net realizable value. We record equity method losses in excess of the
carrying amount of an investment when we guarantee obligations or we are otherwise committed to
provide further financial support to the affiliate.

Management periodically assesses the recoverability of our equity method investments for
impairment. We consider all available information, including the recoverability of the investment,
the earnings and near-term prospects of the affiliate, factors related to the industry, conditions of
the affiliate, and our ability, if any, to influence the management of the affiliale. We assess fair
value based on valuation methodologies, as appropriate, including discounted cash flows,
estimates of sales proceeds and external appraisals, as appropriate. If an equity method
investment or equity method goodwill is considered to be impaired and the decline in value is other
than temporary, we record an appropriate write-down.

Financing Costs

We amortize financing costs using the effective interest method over the life of the related
debt. The related expense is included in Interest expense in our consclidated statements of

operations.
Fair Value of Financial instruments

Autharitative guidance requires certain disclosures regarding the fair value of financial
instruments. Our financial instruments consist mainly of cash and cash eguivalents, restricted
cash, accounts receivable, accounts payable, letters of credit, long-term debt, and interest rate
swap agreements. The carrying amounts of cash and cash equivalents, restricted cash, accounts
receivable, and accounts payable approximate fair value because of the short-term matutity of
these instruments. The fair value of our letters of credit is deemed to be the amount of payment
guaranteed on our behalf by third-party financial institutions. We determine the fair value of our
long-term debt based on various factors, including maturity schedules, call features, and current
market rates. We also use quoted market prices, when available, or discounted cash flows to
determine fair values of long-term debt. The fair value of our interest rate swaps is determined
using information provided by a third-panrty financial institution and discounted cash flows.

Derivative Instruments
Authoritative guidance requires that all derivative instruments be recorded on the balance
sheet at their fair value. Changes in the fair value of derivatives are recorded each period in current

earnings or in other comprehensive income, depending on whether a derivative is designated as
part of a hedging relationship and, if it is, depending on the type of hedging relationship.
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As of December 31, 2009 and 2008, we held interest rate swaps to hedge the interest rate
risk on a portion of our long-term debt. These swaps are designated as a cash flow hedge.
Therefore, in accordance with authoritative guidance, all changes in the fair value of these intergst
rate swaps are reported in other comprehensive income on the consolidated statement of changes
in equity. Net cash settlements on our interest rate swaps are included in investing activities in our
consolidated statements of cash flows. For additional information regarding these interest rate
swaps, see Note 8, Long-Term Debt.

Refunds Due Patients and Other Third-Party Payors

Refunds due patients and other third-party payors of approximately $3.6 millien and
$3.8 million as of December 31, 2009 and 2008, respectively, consist primarily of overpayments
received from our patients and other third-party payors. In instances where we are unable to
determine the party due the refund, these amounts may become subject to escheat properiy laws
and censeguently payable te various state tax jurisdictions.

Noncontrofling interest in Consolidated Affiliates

The consclidated and combined financial statements include all assets, liabilities, revenues,
and expenses of less-than-100%-owned affiliates that we control. Accerdingly, we have recorded a
noncontrolling interest in the earnings and equity of such affiliates. We record adjustments to
noncontrolling interest for the allocable portion of income or loss to which the noncontrolling interest
holders are entitled based upon the portion of the subsidiaries they own. Distributions 1o holders ol
nencontrolling interest reduce the respective noncontrotling interest holders’ balance.

Equity-Based Compensation

SCA’s parent, ASC Acquisition, has two equity-based compensation plans that provide for
the granting of options to purchase membership units of ASC Acquisition to certain employees,
directors, service providers, and consultants of the Company and its affiliates. Under authoritative
guidance, the fair value of equity-based compensation is measured at the date of grant and
recognized as expense over the employee's requisite service period. The Company accounts for
equity instruments issued to non-employees in accordance with the provisions of authoritative
guidance. These plans are described more fully in Note 11, Equity-Based Compensation.

Income Taxes

We provide for income taxes using the asset and liability method as required by authoritative
guidance. This approach recognizes the amount of federal, state and local taxes payable or
refundable for the current year, as well as deferred tax assets and liabilities for the future tax
censeguence of events recognized in the consolidated financial statements and income tax returns.
Deferred income tax assets and liabilities are adjusted to recognize the effects of changes in tax
laws or enacted tax rates,

Under authoritative guidance, a valuation allowance is required when it is more likely than not
that some portion of the deferred tax assets will not be realized. Realization is dependent on
generating sufficient future taxable income.
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SCA is included in the consolidated federal income tax return of its parent, ASC. State
income tax refurns are filed on a separate, combined, or consolidated basis in accordance with
relevant state laws and regulations. Partnerships, limited liability partnerships, limited liability
companies, and other pass-through entities that we consolidate or account for using the equity
method of accounting file separate federal and state income tax returns. We include the allocable
portion of each pass-through entity’s income or loss in our federal income tax return. We allocate
the remaining income or loss of each pass-through entity to the other partners or members who are
responsible fer their portion of the taxes.

Assels Held for Sale and Resulls of Discontinued Operations

We account for assets held for sale and discontinued operations under authoritative
guidance, which requires that a component of an entity that has been disposed of or is classified as
held for sale and has operations and cash flows that can be clearly distinguished from the rest of
the entity be reporied as assets held for sale and discontinued operations. In the period a
compenent of an entity has been disposed of or classified as held {or sale, we reclassify the resulis
of operations for current and prior peripds into a single caption titled Leoss from discontinued
operations, net of income tax expense. In agddition, we classify the assets and liabilities of those
components as current and noncurrent assets and liabilities held for sale in our consolidated
balance sheets. We also classify cash flows related to discontinued operations as one line item

within each category of cash flows in our consolidated statements of cash flows.

Assessment of Loss Contingencies

We have legal and other contingencies that could result in significant losses upon the
ultimate resalution of such contingencies. We have provided for losses in situations where we have
concluded that it is probable that a loss has been or will be incurred and the amount of the loss is
reasonably estimable. A significant amount of judgment is involved in determining whether a loss is
probable and reasonably estimable due to the uncertainty involved in determining the likelihood of
future events and estimating the financial statement impact of such events. If further developments
or resolution of a contingent matter are not consistent with our assumptions and judgments, we
may need to recognize a significant charge in a future period related to an existing contingent
matter.

Recent Revisions to Authoritative Guidance

Business Combinations. In December 2007, the authoritative guidance was revised for
business combinations, which changed how business acquisitions are accounted for and impacts
financial statements at the acquisition date and in subsequent pericds. Further, certain of the
changes introduce more volatility into earnings and thus may impact a company’s acquisition
strategy. This guidance is effective for the Company's business combinations for which the
acquisition date is on or after January 1, 2009. Under the revised guidance, the Company is
required to recognize the assets acquired, liabilities assumed, contractual contingencies and
contingent consideration at their estimated fair value at the acquisition date. Any changes in the
estimated {air value are recognized in earnings. In addition, the revised guidance requires that
acquisition-related costs are to be recognized separately from the acquisition and expensed as
incurred, See Note 2, Purchase Transactions, for disclosures related to the acquisition completed
in 2009, The adoption of the revised authoritative guidance did not have a material impact on the
Company's consolidated financial statements.




Noncontrolling Interests in Consolidated Financial Statements. In December 2007, the
authoritative guidance was revised for noncontrolling interests, which establishes accounting and
reporting standards for minority interests in our subsidiaries {recharacterized as noncontrolling
interests and classified as a component of equity) and for the loss of control or deconsolidation of a
subsidiary. This guidance was adopted by the Company on January 1, 2009 and applied
prospectively; hawever, the presentation and disclosure requirements of the authoritative guidance
have been applied retrospectively for all periods presented in our interim and annual reports issued
for periods beginning on or after January 1, 2009. The revised authoritative guidance impacted the
presentation of our consolidated financial position, results of operations, and cash flows for the year
ended December 31, 2009. Although not material t¢ SCA during the year ended
December 31, 2009, one of the effects of the change in the authoritative guidance is the
reclassification of excess distributions to nonconsolidated interests from other operating expenses
beginning January 1, 2009. Also, beginning January 1, 2008, excess losses are reported in
nancontrolling interests, rather than as a decrease in SCA's equity. |n addition, the revisions in
autheritative guidance changed the manner in which we present amounts of and changes in
noncontrolling interests in our nonconsolidated affiliates. In the future, it will also change the
manner in which we report the loss of control or deconsalidation of a subsidiary. See Note 3,
Summary of Significant Accounting Policies—-Reclassifications, and Note 9, Noncontrolling
Interests, for further discussion.

Disclosures about Derivative Instruments and Hedging Activities. In March 2008, the
authoritative guidance for derivatives and hedging instruments was revised, which is intended to
help investors better understand how derivative instruments and hedging activities affect an entity's
financial position, operations, and cash flows through enhanced disclosure requirements. These
revisions were adopted by the Company on January 1, 2009. As of December 31, 2009, we
maintained only one type of derivative instrument. See Note 8, Long Term Debt, and Note 10, Fair
Value of Financial Instruments, for the disclosures required under the revised authoritative
guidance.

Determination of Useful Life of Intangible Assets. In April 2008, the autheritative
guidance for intangible assets was revised to change the factors that should be considered in
developing renewal ¢or extension assumptions used to determine the usefu! life of a recognized
intangible asset. The intent is to improve the consistency between the useful life of a recognized
intangible asset and the period of expected cash flows used 10 measure the fair value of the asset.
The revisions were adopted by the Company on January 1, 2008 for interim and annual reports
issued for fiscal periods beginning on or after January 1, 2009. The guidance for determining the
useful life of a recognized intangible asset has been applied prospectively 1o intangible assets
acquired after the effective date. Any impact in regards to the determination of the useful life of a
recognized intangible asset would only affect intangible asset acquisitions made by the Company
beginning January 1, 2009. There were no material additions of intangible assets during the year
ended December 31, 2009, other than additions related to the Oklahoma acquisition described in
Note 2, Purchase Transactions. Additional disclosure requirements of the authoritative guidance
have been applied prospectively to all intangible assets recognized as of, and subsequent to, the
efiective date. There were no material changes in our disclosures of inlangible assets. For
additional information regarding our intangible assets, see Note 3, Summary of Significant
Accounting FPolicies—Gooadwill and Other Intangible Assets and Note 6, Goodwill and Other
intangible Assets.
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Interim Disclosures about Fair Value of Financial Instruments. In April 2009, the
authoritative guidance was revised for the disclosures about fair value of financial instruments to
require disclosures about fair value of financial instruments for interim reporting periods of pubticly
traded companies as well as in annual financial statements. See Note 10, Fair Value of Financial
Instruments, for disclosures required under the revised authoritative guidance.

Accounting for Assets Acquired and Liabilities Assumed in a Business Combination
that Arise from Contingencies. In April 2009, the autheritative guidance for business
combinations was revised to address application issues on initial recognition and measurement,
subsequent measurement and accounting, and disclosure of assets and liabilities arising from
contingencies in a business combination. This authoritative guidance applies to any business
combinations for which the acquisition date is on or after January 1, 2009 and where assets
acquired or liabilities assumed arise from contingencies. Any adjustments to initial measurements
of the fair value of assets and liabilities arising from contingencies in a business combination after
the acquisition date are required to be recorded through current earnings. Any future adjustments
1o initial measurements could have a matenial impact on the consolidated financial statements.

Determining Falr Value When the Volume and Level of Aclivity for the Asset or
Liability Have Significantly Decreased and identifying Transactions That Are Not Orderly. In
April 2009, the authoritative guidance related to {air value was revised to clarify factors to be
considered in determining whether there has been a significant decrease in market activity for an
asset in relatien to normal activity. The literature provides additional guidance on when the use of
multiple (or different) valuation techniques may be warranted and considerations for determining
the weight that should be applied to the various techniques. The literaiure also establishes a
requirement that conctusions about whether transactions are orderly be based on the weight of the
evidence. Entities are required to disclose any changes to valuation techniques (and related inputs)
that result from a conclusion that markets are not orderly and to disclose the effect of the change, i
practicable. SCA implemented the revised authoritative guidance on April 1, 2009, which did not
have a material impact on the Company's financial position, results of operations or cash flows.

Subsequent Events. In May 2009, the authoritative guidance for the disclosure of
subsequent events was revised, which establishes general standards of accounting for and
disclosure of events that occur after the balance sheet date but before financial statements are
issued or are available to be issued. The Company implemented the revised authoritative guidance
on June 30, 2009 and it did not have a material impact on the Company’s consolidated financial
statements.

Consolidation of Variable Interest Entities. In June 2009, the authoritative guidance for
the consolidation of variable interest entities was revised, which changes how a reporting entity
determines when an entity that is insufficiently capitalized or is not controlled through voting (or
similar) interests should be consolidated. The determination of whether a reporting entity is reguired
to consolidate another entity is based on, among other things, the other entity's purpose and design
and the reporting entity’s ability to direct the activities that most significantly impact the other entity’s
econemic performance. The guidance revisions also require @ number of additional disclosures
about an entity's involvement with variable interest entities and any significant changes in risk
exposure due to that involvement. The authoritative guidance revisions apply to the Company
beginning on January 1, 2010. The Company is currently evaluating what impact these changes to
the authoritative guidance will have on its consolidated financial statements and disclosures.
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FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles. In June 2009, the FASB esiablished the FASB Accounting Standards
Codification to become the source of authoritative U.S. GAAP recognized by the FASB fo be
applied by nongovernmental entities. Rules and interpretive releases of the SEC are also sources
of U.S. GAAP for SEC registrants. This source of authoritative guidance was effective for tinancial
statements issued for interim and annual periods ending after September 15, 2009. The
imptementation of the new source of authoritative guidance did not have any material impact on our
consolidated financial statements.

Measuring Liabilities at Fair Value. In August 2009, the authoritative guidance on
measuring the tair value of liabilities was revised to clariy that a quoted price in an active market for
the identical liability is a Level 1 measurement for that liability when no adjustment to the quoted
price is required. In the absence of a Level 1 measurement, an entity must use one or more of the
valuation techniques prescribed by the guidance to estimate fair value (in a manner consistent with
the principles in the authoritative guidance). The valuation techniques use (a) the quoted price of
either the identical liability when traded as an asset, similar liabilities, or similar liabilities when
traded as assets or (b) another valuation technique that is consistent with the principles in the
authoritative guidance {e.g., a market approach or an income approach), including a technique
either based on the amount an entity would pay to transfer the identical liability or the amount an
entity would receive to enter into an identical liability. The Company implemented the revised
authoritative guidance on September 30, 2009, which did not have a material impact on the
Company's consolidated financial statements.

We do not believe any other recently issued, but not yet effective, revisions to authoritative

guidance will have a material effect on our consolidated financial position, results of operations, or
cash flows.

4, ACCOUNTS RECEIVABLE

Accounts receivable consists of the faollowing {in thousands):

As of December 31

2009 2008
Patient accounts receivable $ 87,225 $ 83,844
Less: Alowance for doubtful accounts {5,896) {6,491}
Accounts receivable, net $ 81,329 $ 77,353

The following is the activity related to our allowance for doubtful accounts {in thousands):

YEAR YEAR PeRrIOD PERIOD
ENDED ENDED JUNE 30 - JANUARY 1 -
DECEMBER 31 DECEMBER 31 DECEMBER 31 JUNE 29
2009 2008 2007 2007
{Successor} {Successor) {Successor) {Predecessor)
Balance at Beginning of Period $ 6497 $ 5,842 $ o $ 9716
Provision for Doubtful Accounts 19,404 15,786 5,892 6,021
Deductions and Accounts Written Off {19,596) {15,137} {50) {8.225)
Balance at End of Period $ 5,886 $ 6,491 $ 5842 § 7512
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5. PROPERTY AND EQUIPMENT

Property and equipment consists of the following {in thousands);

2009 2008
Lang... . & 24937 § 23137
Bundmgs 47,686 46,031
Leasehold rmprovemems .............................................................................. 38,188 35,273
Furniture, fixtures, and equipmENt...........c.ccoeeeei et inrrr s eeremnssisne e 126,417 105,780
237,228 210,221
Less: Accumulated depreciation and amortization ........ccccoeviineneeneneecen (51,048} {29,502)
186,180 180,719
CONSITUCHION IN PIOGIESS -...e..eveiiiiritneeeeeesreecareeseseeaesteertareseeseenerraaesrresnnaneees 10,940 10,667
Property and equipment, NBL......coii i meete $ 197,120 $ 191,386

As ot December 31

The amount of fully depreciated assets, depreciation expense, amortization expense and
accumulated amortization relating to assets under capital lease obligations, and rent expense under

operating leases is as follows (in thousands):

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30 - JANUARY 1 —
DecemBER 31 DECEMEER 31 DECEMBER 31 JUNE 29
2008 2008 2007 2007
{Successor) (Successor) (Successor) | {Predecessor)
Depreciation BXPENSE. ... .ccereierrssrreeseiemrersnresssnsssesnmnecs D 28,137 % 23643 % 12017 | $ 12407
Assets under capnal lease obiigaﬂons
Buildings... e rttaa e neennnenane s a3 e s eareereenrrassareseareeneraer s B 14,059 % 11,282 $ 10157 | $ 20,033
Equapment 2,318 309 144 553
16,377 11,591 10,304 20,586
Accumulated amortiZation ... {4,865) (2,946) t270) {9,943)
Assets under capital lease obligations, net........oeeeeeeees $ 11,512 § 8,645 % 10,031 | § 10,643
AMOTIZANION BXPENSE .c.ceeeeecetriirs e s s ee e essrenes % 2,031 % 1,776 & 668 | § 699
Rent expense:
Minimum rent BaYMENtS .....ccccoeeee v $ 24962 § 23621 % 11,336 | & 10,245
Contingent and other rents ... cvvvvnesic e 5,505 15,143 6,676 6,719
Total rent EXPENSE ..o e ccave e cermersn e srsnsseene D 30,467 & 38764 & 18,012 | § 16,964
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Leases

We lease certain land, buildings and equiprment under non-cancelable operating leases
expiring at various dates through 2022. We also lease certain buildings and equipment under
capital leases expiring at various dates through 2023. Operating leases generally have 1 to 22 year
terms, with one or more renewal options, with terms to be negotiated at the time of renewal,
Various facility leases include provisions for rent escalation to recognize increased operating costs
or require us to pay certain maintenance and utility costs. Contingent rents are included in rent
expense in the year incurred. Some facilities are subleased to other parties. Rental income from
subleases approximated $1.2 million, $1.4 million, $0.9 million, and $0.7 million for the Successor
years ended December 31, 2009 and December 31, 2008, the Successor period of June 30, 2007
to December 31, 2007, and the Predecessor periog of January 1, 2007 to June 29, 2007,
respectively. Certain leases contain annual escalation clauses based on changes in the Consumer
Price Index while others have fixed escalation terms., The excess of cumulative rent expense
(recognized on a straight-line basis) over cumulative rent payments made on leases with fixed
escalation terms is recognized as straight-line rental accrual and is included in Cther long-term
fiabilities in the accampanying combined balance sheets.

Qur ASCs, as well as our four surgical hospitals, lease land, buildings and equipment, with
most leases being for periods of 3 to 10 years. Additicnally, the lease for our principal executive
offices, which commenced on March 1, 2008, is for an initiat term of five years.

Future minimum lease payments at December 31, 2009 for those leases of SCA and its
subsidiaries having an initial or remaining non-cancelable lease term of cne year or more are as
follows (in thousands):

Capltal
Qperating Lease
Year ending Dacember 31, Leases Obligations Tatal
P2 U 1 OO OO OO U OU R PRUOUSUUUUPRT.. 22,262 § 3,737 § 25,999
18,848 3,442 22,290
15,625 3,410 19,035
11,769 3,134 14,903
9,196 2,638 11,834
25,554 5,630 31,184
$ 103,254 21,991 $ 125245
_——ee—————— ————
Less: interest POrioN.........cooeeiinr et e (5,674)
Qbligations under capital I8ases .........cccvverenn e $ 18317

Obligations Under Lease Guarantees

In conjunctien with the sale of certain surgery centers in prior years, the Predecessor
assigned the leases of certain properties to certain purchasers and, as a condition of the lease,
agreed 1o act as a guarantor of the purchaser’s performance on the lease. Shouid the purchaser fail
to pay the rent due on these leases, the lessor would have contractual recourse against the
Company. We have not recorded a liability for these guarantees, as we do not believe it is
probable we will have to perform under these agreements.
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The Company has not recorded a liability for these guarantees, as it does not believe it is
probable it will have to perform under these agreements. If the Company is required to perform
under these guarantees, it could potentially have recourse against the purchaser for recovery of
any ameounts paid. These guarantees are not secured by any assets under the leases. As of
December 31, 2009, the Company has not been required to perform under any such lease
guarantees,

Impairment of Long-Lived Assels

During 2009, 2008, and 2007, we examined our long-lived assets for impairment due to
facility closings and facilities experiencing negative cash flow from operations. Based on this
review, we recorded an impairment charge of approximately $1.0 million, $2.6 million and
$0.1 million for the years ended December 31, 2009 and December 31, 2008 and for the period
June 30, 2007 to December 31, 2007 (Successor), respectively. There were no impairment
charges for the period January 1, 2007 to June 28, 2007 {Predecessor). For all periods presented,
the fair value of the impaired long-lived assets at cur facilities was determined primarily based on
the assets’ estimated fair value using valuation techniques that included discounted future cash
flows.

6. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the unallocated excess amount of purchase price over the fair valug of
identifiable assets and ligbilities acquired in business combinations. Other definite-lived intangibles
consist primarily of cerificates of need, licenses, noncompete agreements, and management
agreements.

The following table shows changes in the carrying amount of goodwill for the years ended
December 31, 2009 and December 31, 2008 (in thousands):

YEAR YEAR
ENDED ENDED
DecemBer 31 DecemBER 31

2009 2008
Balance at beginning of period $ 659,893 $ 642,155
Purchase transaction goodwill {Note 2) - 8,780
Acquisitions (Note 2) 17,049 5,438
Acquisition of equity interests In joint venture entities - 1,501
Conversion of equity method facilities to consofidated

facilities - 5,206

Goodwill attributable to closure/sale of surgery center - (3,187)
Cther 131 -
Balance at end of period $ 677,073 $ 659,893

We performed impairment reviews as required by authoritative guidance as of
October 1, 2009 and 2008, and concluded that ne goodwill impairment existed.

»
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The following table provides information regarding our other intangible assets {in thousands):

As oF DECEMBER 31
2009 2008

Certificates of need

Gross carrying amount $ 24,537 $ 24,483

Accumulated amortization 4123 2,453

Net $ 20,414 $ 22,030
Management agreements

Gross carrying amount $ 359836 $ 35,936

Accumulated amortization 5,539 3,107

Net $ 30,397 $ 32,829
Licenses

Gross carrying amount $ 10,083 $ 9,651

Accumulated amortization 1,654 906

Net $ 8429 $ 8,745
Noncompete agreements

Gross carrying ameunt $ 2,679 $ 14,334

Accumulated amortization 516 9,591

Net $ 2,163 $ 4,743
Favorable lease obllgations

Gross carrying amount $ 1,403 $ 1,489

Accumulated amertization 732 542

Net $ 671 $ 547
Total Intangible assets

Gross carrying amount $74638 ~ § 85892

Accumulated amertization 12,564 16,599

Net 3 62,074 $ 69,294

During 2009, 2008, and 2007, we examined our intangible assets for impairment due to
facility closings and facilities experiencing negative cash flow from operations. In all periods
presented, no impairment charge was deemed nacessary for intangible assets.

Amortization expense for other intangible assets is as follows (in thousands):

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30 - JANUARY 1 —
DecemBER 31 DEceEMBERA1  DECEMBER 31 JUNE 29
2009 2008 2007 2007
{Successor) (Successor) (Successor} | (Predecessor)
Amortization BXPENSE .....ivceee v $ 8,590 $ 11627 & 5668 | 291

Total estimated amortization expense for our pther intangible assets for the next five years is
as follows (in thousands):

Estimated
Amortization

Year ending December 31, Expense
P21 T ¢ DS UU U PO OO OO TR RSOGO UPUPORRRP. 5,914
=1 0 I OO U PGP 5,685
P £ O O eSO PTTURS 5,172
P21 I OO U O PR SU ORI 4,905
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7. INVESTMENT IN AND ADVANCES TO NONCONSOQLIDATED AFFILIATES

As of December 31, 2009, Investment in and advances te nonconsolidated affiliates
represents SCA’s investment in 19 partially owned entities, most of which are general or limited
partnerships, limited liability companies, or joint ventures in which SCA or one of cur subsidiaries is
a general or limited partner, managing member, member, or venturer, as applicable. We do not
control these affiliates, but have the ability to exercise significant influence over the operating and
financial policies of certain of these affiliates. Our ownership percentage in these affiliates
generally ranged from 20% to 51% as of December 31, 2009. Qur investment in these affiliates is
an integral part of our operations,

Effective October 1, 2008, one surgery center transitioned o being an equity method
investment from a consoclidated affiliate and two surgery centers transitioned into consolidated
affiliates from equity method investments as a result of changes of control of these entities.

During 2009 and 2008, we recorded impairment charges related to our investment in certain
of our nonconsalidated affiliates in conjunction with our quarterly impairment review, based upon
operating performance trends, of $6.1 million and $0.7 million, respectively. These impairments are
included in Equity in net income of nonconsolidated affiliate.

During 2009, a $3.1 million impairment charge related to our investment in another of our
nonconsolidated affiliates was recorded due te the settlement of a legal dispute with the physician
partners, which resulted in SCA accepting a purchase price for our ownership units in that facility
lower than our recorded investment. This impairment is included in Interest income and other

income.

In determining whether an impairment charge is necessary on a particular investment, we
consider all available information, including the recoverability of the investment, the earnings and
near-term prospects of the affiliate, factors related to the industry, conditions of the affiliate, and our
ability, if any, to influence the management of the affiliate. We assess fair value based on valuation
methodologies, including discounted cash flows, estimates of sales proceeds and external
appraisals, as appropriate.

We account for investments in noncensolidated affiliates primarily using the equity methed of
accounting. Our investments consist of the following (in thousands):

As of December 31

20089 2098

Investment in and advances to noncansolidated affiliates:

Beginning Balance. ..o e e $ 74848 & 76,825
Change in purchase price allocation (Note 2}.........coeeeveviiiiencinnnineceenen, 0] 4,156
Capital contributions, loans, and 2dvantes ..o e e ccirsrranseees 0 47
Share of income .........cocveeeeeee i ee - 14,768 12,075
Share of distributions............occeccecevnnne {13,817) {12,729)
Adjustments for Negative eqUILY ..........coice e meeee s meerc s s reenee D 112
Conversion to/from investments in nonconsolidated affiliates ........cccceeevve 0 (3.720)
Impairment of investments in nonconsolidated affiliates.........ccoeve ceeceereeenns {9,200 (733)
Sale/closure of investments in nonconsolidated affiliates {1,730 {1,247}
L0 (T O DU OO U U U OO YOS UR VUSRS UUUPPTSS 249 163
Total investment in and advances le nonconsolidated affiliates ................... $ 65219 § 74949
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The following summarizes the combined assets, liabilities, and equity of our nonconsclidated
affiliates (on a 100% basis, in thousands):

As of December 31

2008 2008
Assels
CUITENE ot ecssitsssassaesmnreessssanssnsnnsmenrssecssrsassessesrenseesesieneenneeenees 24,087 | § 39,089
INONGUITENL. ... vt s e s sscn s e e eee e resssve s rbessnneestes s rinvsransnmmnreennsenss 108,105 112,243
B 1o G LT ToT= OO SO U RRUUOTOURN $150,202 | $151,332
Liabllitles
CUITBNT oot vv s s s rennn s enrm s s ssss s vasnm smmere sasassssmannnsnrtrsssssssnmemnnrnnreeereres B 10,819 | & 13,597
Noncurrent................ 12,289 12,771
Partners’ capltal and sharehoiders’ equity
L YOO P 65,219 74,949
OULSIAE PAMIES c.veveverrceeeee e e e e e e anra e 61,875 50,015

$150,202 | $151,332

The following summarizes the combined results of operations of our noncensolidated
affiliates (on a 100% basis, in thousands):

YEAR YEAR PERICD PERIOD
ENDED ENDED JUNE 30 — JANUARY 1~
DecemBeR 31 DecemBer 31 DeCEMBER 31 JUNE 29
2009 2008 2007 2007
{Successor) ([Successor) (Successor) |(Predecessor)
Net gperating revenues $ 163,278 $ 156,698 % 63,249 $ 56,271
_ Operating expenses {122,510) {121,899) {51,171) {41,683}
Income from continuing operations $ 40,768 $ 34,859 $ 12,078 $ 14,588
Net income $ 38,385 $ 32,457 $ 12,071 $ 14,304

8. LONG TERM DEBT

Our long-term debt outstanding consists of the following (in thousands):

As of December 31

2009 2008

Advances under $125.0 millien revolving credit facility due 2013 § - 8§ 44,000

Term loan facility 346,125 349,675
Bonds payable

9.625% Senior PIK-glection Notes due 2015 157,219 150,000

10.0% Senior Subordinated Notes due 2017 150,000 150,000

Notes payable to banks and others 8,480 1,824

Capital lease obligations 16,317 13,902

678,151 709,501

Ltess: Current portion (6,734} (5,301}

lL.ong-term debt, net of current portion $ 571,417 $ 704,200
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The following chart shows scheduled principal payments due on long-term debt for the next

five years and thereafter {in thousands):

Year Ending December 31

2010 % 6,734
2011 8,330
2012 6,774
2013 6,709
2014 334,801
Thereafter 314,803
Total $ 678,151

The following table provides information regarding our total /nterest expense presented in
our consolidated statements of operations for both continuing and discontinued operations (in

thousands):
YEAR YEAR PERIOD PERIOD
ENDED ENDED JUKE 30 - JANUARY 1~
DECEMBER 31 DECEMBER 31 DECEMBER31 JUNE 29
2009 2008 2007 2007
(Successor)  (Successor)  (Successor) | {Predecessor)
Continuing operations:
Interest expense $ 51,307 $ 54,695 $ 29,026 $ 2,242
Amortization of bond issue costs 2,544 2,584 1,276 0
Total interest expense and amortization of
bond issue costs for continuing operations 53,851 57,279 30,302 2,242
Discontinued operations:
Interest expense 5] 83 303 1,037
Total interest expense for discontinued operations 3] 83 303 1,037
Total interest expense and amortization of bond
(ssue costs $ 53857 $ 57,362 $ 30,605 $ 3,279

Capital Lease Obligations

We engage in a significant number of leasing transactions, including real estate, medical
equipment, computer equipment, and other equipment utilized in operations. Certain leases that
meet the lease capitalization criteria in accordance with authoritative guidance have been recorded
as an asset and liakility at the net present value of the minimum lease payments at the inception of
the lease. Interest rates used in computing the net present value of the lease payments generally
range from 2.3% to 10.1% based on the incremental borrowing rate at the inception of the lease.
Our leasing transactions include arrangements for equipment with major equipment finance
companies and manufacturers who retain ownership of the equipment during the term of the lease,
and with a variety of both small and large real estate owners.

As discussed in Notes 1 and 2, ASC Acquisition acquired the Company on June 29, 2007.
The acguisition was partially financed with new borrowings as described below.
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Senior Secured Credit Facility

The senior secured credit facility ("Credit Facility"} provides for borrowings of up to
$480.0 miltion, consisting of (a) a $125.0 million reveolving credit facility that matures on
June 28, 2013, including a $50.0 million letter of credit sub-facility and a $25.0 million swing-line
loan sub-facility; and [b) a $355.0 million term loan facility that matures on December 29, 2014. In
addition, the Company may request additional tranches of the term loans or additional
commitments to the revolving credit facility in an aggregate amount not to exceed $100.0 million,
subject to certain conditions.

The revolving credit facility bears interest at a base rate or at LIBOR, as elected by the
Company, plus a margin of between 0.75% and 1.25% per annum for base rate loans or between
1.75% and 2.0% per annum for LIBOR loans. Additionally, the Company pays quarterly
commitment fees of between 0.375% and 0.50% on the daily-unused commitment of the revolving
credit facility. The Company also pays a quarterly participation fee of 2,0% per ammum retfated to
outstanding letters of credit. At December 31, 2009, the Company had no debt ouistanding under
the revolving credit facility.

The term loan facility bears interest at a base rate or at LIBOR, as elected by the Company,
plus a margin of between 1.00% and 1.25% per annum for base rate loans or between 2.00% and
2.25% tor LIBOR Joans. The term loan requires principal payments each year in an amount of
1.00% per annum in equal quarterly installments, the first of which was made in September 2007.
At December 31, 2009, the Company had $346.1 million of debt outstanding under the term loan
facility at an interest rate of 2.25%.

The Credit Fagility is guaranteed by ASC Acquisition and certain of the Company's current
and future direct 100% owned domestic subsidiaries (the “guarantors”), subject te certain
exceptions, and borrowings under the Credit Facility are secured by a first priority security interest
in all equity interests of the Company and of each 100% owned domestic subsidiary directly held by
the Company or a guarantor. Additionally, the Credit Facility contains various restrictive covenants
that, subject to certain exceptions, prohibit us from prepaying certain subordinated indebtedness,
incluging the senior subordinated notes described below. In addition, the Credit Facility generally
restricts our and our restricted subsigiaries” ability to, among other things, incur indebtedness or
liens, make investments or declare or pay dividends. The Company believes it was in compliance
with these covenants as of December 31, 2009. Finally, our credit agreement governing our senior
secured credit facilities contains a provision that could require prepayment of a portion of our
indebtedness if the Company has excess cash flow, as defined by the agreement.

Senior Subordinated Notes and Senlor PlK-efection Notes

Also in connection with the Transaction, the Company issued $150.0 million in principal
amount of 10.0% senicr subordinated notes due in 2017 and $150.0 million in principal amount of
8.875% / 9.625% senior PIK-electicn notes due in 2015 (together, the "Notes”). Interest on the
Notes is payable on January 15 and July 15 of each year, commencing on January 15, 2008. All
interest payments on the senior subordinated notes and the initial interest payment on the senior
PIK-election notes are payable in cash. For any interest period after January 15, 2008 through
July 15, 2012, the Company may pay interest on the senior PIK-election notes (a) in cash, (b) by
increasing the principal amount of the outstanding senior PIK-glection notes or by issuing
payment-in-kind notes (“PIK Interest”); or {c) by paying interest on half the principal amount of the
senior PIK-election notes in cash and half in PIK Interest. PIK Interest is paid at 89.625% and cash
interest is paid at 8.875% per annum. The Notes are unsecured senior subordinated obligations of
the Company; however, the Notes are guaranteed by certain of the Company's current and future
direct 100% owned domestic subsidiaries. Additionally, the indentures pursuant to which the Notes
were issued contain various restrictive covenants, including covenants that generally limit the
Company's ability and the ability of its restricted subsidiaries to borrow money or guarantee other

36

Abb




indebtedness, incur liens, make certain investments, sell assets, or pay dividends. The Company
believes it was in compliance with these covenants as of December 31, 2009.

SCA elected to pay PIK Interest with respect to the interest payment for the six-month period
beginning January 16, 2009 and ending July 15, 2009 on the senior PIK-election notes as part of its
cash management strategy in light of conditions in the credit markets at that time. With respect to
the interest due on such notes on the July 15, 2009 interest payment date, SCA made such interest
payment by paying in kind at the PIK interest rate of 9.625% instead of paying interest in cash at
8.875%. As a result, the aggregate principal amount of senior PIK-election notes increased from
$150.0 million to $157.2 million effective July 15, 2009, SCA elected to continue to pay PIK interest
(at the PIK interest rate of 9.625%) with respect to the interest payment on its senior PiK-election
notes for the six-month interest period ending January 15, 2010 as part of its cash management
strategy. The accrual of PIK interest is recorded in the condensed consolidated balance sheets as
Other long-term liabilities until the applicable interest payment date, at which time the PIK interest
payment amount is transferred to Long-term debt, net of current poertion. The amount of PIK
interest included in Other long-term liabifities at December 31, 2009 is $7.0 million.

inferest Rate Swaps

The Company utilizes an interest rate risk management strategy that incorporates the use
of derivative financial instruments to limit its exposure to interest rate risk. On September 28, 2007,
we entered into interest rate swaps te hedge the interest rate risk on $250.0 million of the then
$355.0 million outstanding under our senior secured term loan facility. Interest rate swaps with
notional amounts of $25.0 million and $50.C million expired on September 30, 2008 and 2009,
respectively. The Company entered into an additional interest rate swap with a notional amount of
$140.0 million on September 30, 2009. Terms of this additional interest rate swap are consistent
with the other swaps previously entered into by the Company. At December 31, 2009, interest rate
swaps on $315.0 million of the $346.1 million term loan debt remained outstanding. The principal
amount of the swaps will continue to decrease annually on September 30 of each year through
2013. The swaps are “receive floating/pay fixed” instruments that define a fixed rate of interest on
the hedged debt that the Company will pay.

The authoritative guidance for derivatives and hedging instruments requires that all
derivative instruments be recognized on the balance sheet at fair value. At inception, the fair
values of the hedging instruments were zero based on the matching of the critical terms of the
hedging instrument and the hedged item. In subsequent reporting periods, the fair value of these
interest rate swaps is recorded in the Company's condensed consolidated balance sheets, either in
Other current liabilities and Other long-term liabilities or Other-current assels and Other long-term
assets, depending on the fair value {or changes in the fair value) of the swaps, with an offsetting
adjustment reported as a compenent of other comprehensive income. At December 31, 2008 and
2008, a liability of $10.9 million and $14.1 million, respectively, was recorded on the condensed
censolidated balance sheet based on the fair value of the hedging instruments, and was included in
Other current liabifities and Other long-term ifabilities. During the year ended December 31, 2009,
the fair value of the swaps increased, resulting in a $2.7 million decrease in Other long-term
liabilities, with a corresponding increase in Other comprehensive income. During the year ended
December 31, 2008, the fair value of the swaps decreased, resulting in an $8.6 million increase in
Other long-term liabilities, with a corresponding increase in Other comprehensive income.  Also
included in Other comprehensive income is $0.5 million, which represents the fair value of the
interest rate swap which expired on September 28, 2009 and which will be amortized into /nterest
expense as additional principal payments on the hedged debt are made.

The accounting for changes in fair value of a derivative instrument depends on whether it
has been designated and qualifies as part of a hedging relationship and, further, on the type of
hedging relationship. For those derivative instruments that are designated and qualify as hedging
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instruments, a company must designate the hedging instrument, based upon the exposure being
hedged, as a fair value hedge, cash flow hedge or a hedge related to foreign currency exposure,
The Company has designated its interest rate swaps as a cash flow hedge, and the effectiveness of
the Company's hedge relationship is assessed on a quarterly basis.

Credit risk occurs when a counterparty to a derivative instrument fails to perform according
to the terms of the agreement. Derivative instruments expose the Company to credit risk and could
resuit in material changes from period to period. The Company minimizes its credit risk by entering
into transactions with highly rated counterparties. In addition, at least quanterly, the Company
evaluates its exposure to counterparties who have experienced or may likely experience significant
threats to their ability to perform according to the terms of the derivative agreements to which we
are a parly. We have completed this review of the financial strength of the counterpanty to our
interest rate swaps using publicly available information, as well as qualitative inputs, as of
December 31, 2009. Based on this review, we do not believe there is a significant counterparty
credit risk associated with these derivative instruments. However, no assurances can be provided
regarding our potential exposure to counterparty credit risk in the future.

9. NONCONTROLLING INTERESTS

The following table shows the breakout of net loss atiributable to SCA between continuing
operations and discantinued eperations:

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30 - JANUARY 1 -
DECEMBER 31 DECEMBER 31 DECEMBER 31 JUNE 29
2008 2008 2007 2007
{Sut ) {Successor) [Succesgor) {Predecessor)
As Adjusted As Adjusted As Adjusted
{Note 3) {Note 3) {Note 3)
Net {loss) income from continuing
operations, net of {ax, attributable
to SCA § (23,115} $ {54,145) $ (26,459) $ 26,546
Net loss from discontinued cperations,
net of tax, attributable to SCA (2,641} {3,083) {2,593) (5,873)
Net {logs) income, net of tax,
attributable to SCA $ {25,756) § {57,228) $ (29,052) $ 20,673
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The following table shows the effects of changes io SCA's ownership interest in its

subsidiaries on SCA’s equity:

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30~ JANUARY 1 -
DECEMBER 31 DECEMBER 31 DECEMBER 31 JUNE 29
2009 2008 2007 2007
{Successor) {Successor) [Successor} {Predecessor)
As Adjusted As Adjusted As Adjusted
{Note 3) {Note 3} {Note 3)
Net {loss) income attributable to SCA $ (25,796) $ (57,228) $ (29,062} $ 20673
{Decrease} increase in equity due to
transfers to noncontrolling
interests {907) 442 1,615 (284)
Decrease in equity due to transters
from noncontrolling interests {2,209] {1,552] {2,162) {1,031)
Change from net {loss} income
attributable to SCA and transfers
(to} from noncontrolling interests $ (28,872 $ (58,338) $ (29,599} $ 19,358

Prior to January 1, 2009, the Company did not attribute losses of an affiliate to the
noncontrolling interest in the event that the losses exceeded the noncontrolling interest’s carrying
amount {"excess losses”}. Subsequent to the revisions to autharitative guidance for noncontrolling
interests on January 1, 2009, earnings or losses are proportionally allocated to the Company and
the noncontrolling interest, even if the allocation of such earnings or losses results in a deficit in the
noncontrolling interest’s balance. The following table reconciles net loss attributable to SCA as
reported to pro forma net loss attributable to SCA as if previous guidance had been followed:

YEAR ENDED
DeEceMBER 31
2009
Net loss attributable to SCA, as reported $ (25,756)
Excess losses atfributable to noncentrolling
interests (4,431}
Pro forma net loss attributable to SCA, under
previous guidance $ (30,187)

As further described in Note 3, Summary of Significant Accounting Policies—Reclassifications,
certain of the Company's noncontrolling interests have industry specific redemption tfeatures
whereby the Company could be obligated, under the terms of certain of its operating subsidiaries’
partnership and operating agreements, to purchase some or all of the noncontrelling interests of the
consolidated subsidiaries. As a result, these noncontrolling interests are not included as part of the
Company's equity and are carried as noncontrolling interests-redeemable on the Company's

consolidated balance sheet.
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The activity relating t¢ the Company's noncontrolling interests—redeemable is summarized
below:

YEAR YEAR PERIOD
EnpED ENDED JUNE 30 -
DEeECEMBER 31 DECEMBER 31 DECeEMBER 31
2009 2008 2007
{Successor) {Successor} (Successor)

Balance at Beginning of Period
{As Adjusted—Note 3) § 25,384 $ 231591 $ 28,080
Net income attributable to

noncontrolling interests-

redeemable 286,867 25,316 9614
Net change relaied to purchase/sale

of ownership interest!s-

redeemable 214 {37) 406
Contributions from noncentralling

interests 22 21 o
Change in distribution accrual (1,235} (270} (3,364)
Distributions to noncontrolling

interests-redeemable (25,358} {22,797 {11,585)
Balance at End of Period $ 25,894 $ 25,384 $ 23,151

10. FAIR VALUE OF FINANCIAL INSTRUMENTS

On January 1, 2008, the Company applied the authoritative quidance required for fair value
of financial instruments, which established a framework for measuring fair value in U.S. GAAP and
expanded disclosures about fair value measurements. Additionally, it clarifies that fair value is an
exit price, representing the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants. As such, fair value is a market-based
measurement that should be determined based on assumptions that market participants would use
in pricing an asset or liability. In April 2009, the authoritative guidance was revised to require
disclosures about fair value of financial instruments for interim reporting periods of publicly traded
companies as well as in annual finangial statements.

As a basis for considering assumptions, the authoritative guidance establishes a three-tier
fair value hierarchy, which prioritizes the inputs used in measuring fair value as follows:

« Level 1 — Observable inputs such as guoted prices in active markets;

« Level 2 — lnputs, other than the quoted prices in active markets, that are
observable either directly or indirectly; and

* Level 3 — Unobservable inputs in which there is little or no market data, which
require the reporting entity to develop its own assumptions.
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Assets and liabilities measured at fair value are based on one or more of three valuation
techniques, as follows:

s Market approach — Prices and other relevant information generated by market
transactions invalving identical or comparable assets or liabilities;

+ Cost approach — Amount that would be required to replace the service capacity of
an asset {i.e., replacement cost); and

+ Income approach — Technigues to convert future amounts to a single present
amount based on market expectations (including present value technigques,
option-pricing madels, and lattice models).

Cn a recurring basis, we are required to measure our interest rate swaps at fair value. The
fair value of our interest rate swaps is derived from models based upon well recagnized financial
principles and reasonable estimates about relevant future market conditions and calculations of the
present value of future cash flows and is discounted using market rates of interest. Further,
included in the fair value below is approximately $0.4 milion and $2.8 million related 1o the
non-performance risk associated with the interest rate swaps at December 31, 2009 and 2008,
respectively.

The f{air values of our financial liabilities that are measured on a recurring basis are as
follows (in millions):

Fair Value Measurements at Reporting Date Using

Significant
Quoted Prices in Other Significant
Active Markets for Observable Unobservable
Identical Assets Inpuis Inputs Valuation

December 31, 2009 Fair Value {Level 1) _[Level 2) fLevel 3)  Technique '
Other current liabilities $ (1.4 - $ (1.4) - |
Other long-term liabilities (9.5) - {9.5) - |
Decernber 31, 2008
Other current )iabilities $ (1.2 - $ (1.2) - I
Other long-term liabilities (12.9) - (12.9) - |

' Asdiscussed above, the authoritative guidance identifies three valuation techniques: market
approach (M), cost approach {C}, and income approach (l}.

Where applicable, on a nonrecurring basis, we are required to measure property and
equipment, goodwill, cther intangible assets, investments in nonconsolidated affiliates, ang assets
and liabilities of discontinued operations at fair value, The fair values of our property and
equipment and other intangible assets are determined using discounted cash flows and significant
unobservable inputs. The fair value of our investments in nonconsolidated affiliates is determined
using discounted cash flows or earnings, or market multiples derived from a set of comparables.
The fair value of our assets and liabilities of discontinued operaticns is determined using discounted
cash flows and significant unobservable inputs unless there is an offer to purchase such assets ang
liabilities, which would be the basis for determining fair value. The fair valve of our goodwill is
determined using discounted cash flows, and, when available and as approprate, we use
comparative market multiples to corroborate discounted cash flow results. Goodwill is tested for
impairment as of October 1 of gach year, absent any impairment indicators.
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Impairment charges of $1.0 million, $2.6 million, and $0.1 million were recorded during the
years ended December 31, 2009, and December 31, 2008, and the period June 30, 2007 to
December 31, 2007 (Successor), respectively, for intangible and long-lived assets. No impairment
charge was recorded for the period January 1, 2007 to June 29, 2007 {Predecessor). Facilities
experiencing declining trends of earnings from operations or triggering events, such as the loss of a
physician partner or increased local competition, resulted in the impairment charges in each of the
periods presented. The fair value of the impaired long-lived assets was determined based on the
assets’ estimated fair value using valuation techniques that included discounted cash flows and
third-party appraisals.

During 2009 and 2008, we recorded impairment charges related to our investments in
certain of our nonconsolidated affiliates in conjunction with our quarterly impairment review, based
upon operating performance trends, of $6.1 milion and $0.7 million, respectively. These
impairments are included in Equity in net income of nonconsolidated affiliate. in determining
whether an impairment charge is necessary on a particular investment, we consider all available
information, including the recoverability of the investment, the earnings and near-term prospects of
the affiliate, factors related to the industry, conditions of the affiliate, and our ability, if any, to
influence the management of the affiliate. We assess fair value based on valuation methodologies,
including discounted cash flows, estimates of sales proceeds and external appraisals, as
appropriate.

During 2009, a $3.1 million impairment charge related to ocur investment in anather of our
nonconsolidated affiliates was recerded due to the settlement of a legal dispute with the physician
parners, which resulted in SCA accepting a purchase price for our ownership units in that facility
lower than our recorded investment. This impairment is included in Inferest income and other

income.

No impairment charges were recorded on the investment in nonconsoclidated affiliates during
the periods June 30, 2007 to December 31, 2007 (Successer) or January 1, 2007 to June 29, 2007
(Predecessor).

Assets measured at fair value on a nonrecurring basis are as follows (in millions);

Fair Value Measurements at Reporting Date

Using Total Losses
Quoted
Prices in
Active
Net Markets Significant
Carrying for Other Significant
Value as of Identical Observable Unchservable
December Assets Inputs Inputs Year ended
2009 \ 31 {Level 1) _{Level 2) {Level 3) December 31
Investment in and advances to
nonconsolidated affiliates $ 652 - - $ 65.2 $ 9.2
2008
Investment in and advances to
nanconsolidated affiliates $ 749 - - $ 749 $ 07
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The foltowing table presents the carrying ameunts and estimated fair values of our financial
instruments that are classified as long-term liabilities in our consclidated balance sheets (in
thousands). The carrying value equals fair value for cur financial instruments that are classified as
current in cur consolidated balance sheets. The carrying amounts of a portion of our long-term
debt approximate fair value due to various characteristics of those issues, incluging shor-term
maturities, call features, and rates that are reflective of current market rates. For our long-term debt
without such characteristics, we determined the fair market value by using quoted market prices,
when available, or discounted cash flows to calculate their fair values.

As of December 31, 2009  As of December 31, 2008

Carrylng Estimated Carrying Estimated
Amount Falr Value Amount Fair Value
Interest rate swap agreements % 10,919 $10919 § 14082 $ 14,082
Long-term debt:
Advances under $125.0 miliion Revolving
Credit Facility - - 44,000 21,560
Term Loan Facility 348,125 318,435 349,675 187,587
8.875%/3.625% Senior PIK-Election Notes
due 2015 157,219 142,283 150,000 88,500
10% Senior Subordinated Notes due 2017 150,000 135,750 150,000 75,000
Notes payable to banks and others 8,450 8,490 1,924 1,924
Financial commitments 0 0 0 0

11, EQUITY-BASED COMPENSATION
Management Equity Incentive Plan

On August 22, 2007, ASC Acquisition adopted a Management Equity Incentive Plan (the
"Plan”) to promote the interests of the Company and its members by providing the key employees,
directors, service providers and consultants of the Company and its affiliates with an appropriate
incentive to encourage them to continue in the employ of the Company or affiliate and to improve
the growth and profitability of the Company. The Plan allows for the grant of options to purchase up
to 21,525,000 membership units of ASC Acquisition. Option awards are generally granted with an
exercise price equal to the market price of the Membership Unit at the date of grant. Vesting in the
optien awards varies where 50% of each option vests in equal amounts on each of the first live
anniversaries of the date of grant (the “Time-Based Option”). The remaining 50% of the option (the
“Performance Based Option") vests only upon the occurrence of a Liquidity Event (as defined in the
Plan) in which the Majority Unit Holder {collectively, TPG Partners V, LP, TPG FOF V-A, LP, TPG
FOF V-B, LP and/or their respective affiliates) achieves a minimum cash return on its original
investment. Under the terms of the Plan, the Performance Based Option vests 50% if the Majority
Unit Holder receives at least 2.0 times its original investment and vests 100% if the Majority Unit
Holder receives at least 3.0 times its original investment. Certain provisions of the Plan provide for
accelerated vesting of the Time Based Option when a participant is subject to a qualifying
termination, as defined within the Pian. Both the Time-Based Cptions and the Performance Based
Options expire 7 years from the date of grant, with the exception of options granted to Andrew
Hayek, the Company's Chief Executive Officer, which expire 10 years from the date of grant.

The fair value of each award is estimated on the date of grant utilizing two methodologies.
For the Time Based Options, the Company estimates the fair value of the grant utilizing the
Black-Scholes-Merton model that utilizes the assumptions shown in the table below. Expected
volatilities are based on observed historical trends in the industry and other factors. The expected
term of the options granted represents the period of time that options granted are expected to be
outstanding. The risk-free interest rate was based on the time horizon of the expected term and is
based on the U.S. Treasury yield curve in effect at the time of the grant. Compensation expense of
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$0.3 millien, $0.5 million and $0.2 million related to the Time Based Options was recognized during
the years ended December 31, 2009 and 2008 and the period June 30, 2007 to December 31,
2007, respectively. As of December 31, 2009, the remaining unrecognized compensation costs
related te unvested Time Based Options is $1.5 millicn and will be recognized on a straight-ling
basis over the remaining weighted average vesting period of 2.7 years. During the year ended
December 31, 2009, 1,210,000 of the Time Based Options vested, of which 80,000 have been
forteited. During the year ended December 31, 2008, 1,057,500 of the Time Based Options vested,
of which 112,500 were forfeited during 2008 and 307,500 were forfeited during 2009. None of the
Time Based Options vested during the period June 30, 2007 to December 31, 2007.

PeRioD
YEAR ENDED YEAR ENDED JUNE 30 -
DECEMBER 31,2009  DECEMBER 31, 2008 DECEMBER 31, 2007

Expected volatility 44% 36% - 38% 38.30%
Risk-free interest rate 2.6% 2.6% - 3.6% 4,34%
Expected term {years) 49-5.0 45-64 5.0

Dividend yield 0.00% 0.00% 0.00%

The fair value of the Performance Based Option is based on the application of a Monte
Carlo simulation madel based on the assumptiens shown below. Expected volatilities are based on
observed historical trends in the industry and other factors. The expected term of the options
granted is derived from the output of the option valuation model and represents the period of time
that options granted are expected to be outstanding. The risk-free interest rate was based on the
time horizon of the expected term and is based on the U.S. Treasury yield curve in effect at the time
of the grant. Compensation expense of $0.3 million, $0.4 million and $0.3 million related to the
Performance Based Options was recognized during the years ended December 31, 2009 and 2008
and the period June 30, 2007 to December 31, 2007, respectively. As of December 31, 2009, the
remaining unrecognized compensation costs related to unvested Performance Based Options is
$1.2 million and will be recognized on a straight-line basis over the remaining weighted average
vesting period of 2.6 years. None of the Performance Based Options vested during the years
ended December 31, 2009 or 2008 or during the period June 30, 2007 to December 31, 2007.

PERIOD
YEAR ENDED YEAR ENDED JUNE 30 -
DECEMBER 31, DECEMBER 31, DECEMBER 31,
2009 2008 2007
Expected volatility 38% - 44% 38% - 44% 43.00%
Risk-free interest rate 3.2% - 3.3% 2.6% - 3.6% 4.46%
Expected term (years) 3.66-4.15 341 -394 3.5
Dividend yield 0.00% 0.00% 0.00%

44

14




A summary of option activity under the Plan as of December 31, 2009, and changes during
the year ended December 31, 2009 are presented below:

Weighted-
Average Remalning Aggregate
Units Exerclse Contractual Intrinsic
{In 000’5} Price Lite {Years) Value

Outstanding, December 31, 2008 14,150 $1.00 46-8.6 C
Granted 1,478 $1.04 66-7.0 0
Exercised 0 nia
Forfeitures 3,050 $1.00 46-50 0
Cancellations 0 n/a
Expirations 0 nfa
Qutstanding, December 31, 2009 12,578 $1.00 46-856 0
Exercisable, December 31, 2009 1,768 0

A summary of option activity under the Plan as of December 31, 2008, and changes during
the year ended December 31, 2008 are presented below:

Weighted-
Average Remaining Aggregate
Units Exercise Caontractual Intringle
{in 000's}) Price Lifo (Years) Value
Qutstanding, December 31, 2007 16,245 $1.00 57-686 0
Granted 5,025 $1.00 6.6-9.6 0
Exercised 0 n/a
Forfeitures 7,120 $1.00 56-6.6 0
Cancetllations o nfa
Expirations o nfa
Qutstanding, December 31, 2008 14,150 $1.00 57-96 0
Exercisable, December 31, 2008 945 0

The weighted average grant-date fair value per option of all options granted during the year
ended December 31, 2009 was $0.251. The weighted average grant-date fair value per option of
alt options granted during the year ended December 31, 2008 was $0.360. The weighted average
grant-date fair valus per option of all options granted during the peripd June 30, 2007 through
December 31, 2007 was $0.376.

Directors and Consultants Equity Incentive Plan

On June 24, 2008, ASC Acquisition adopted a Directors and Consultants Equity Incentive
Plan (the “Directors Plan”) to promote the interests of ASC Acquisition and its members by
providing the key directors and consultants of the Company and its affiliates with an appropriate
incentive to encourage them to continue to provide services to the Company or any of its affiiates
and to improve the growth and profitability of the Company. The Directors Plan allows for the grant
of options to purchase up to 5,000,000 membership units of ASC Acquisition. Option awards are
generally granted with an exercise price equal to the fair market value of the Membership Unit at
the date of grant. Options granted to three directors on June 24, 2008 as payment for service on
the Company's Board vested on June 29, 2008, while options granted to three directors on June
24, 2008 as compensation for consulting services vest according to the following schedule: 33.3%
on June 29, 2007, 22.2% on June 29, 2008, 22.2% on June 29, 2009, and 22.3% on
June 29, 2010. Options granted to three directors on September 9, 2008 and July 23, 2009,
respectively, as payment for service on the Company's Board vested on June 29, 2009 and
June 29, 2010, respectively. Options granted under the Directors Plan become exercisable only
upon the occurrence of a Liquidity Event {as defined in the Directors Plan) in which the Majority Unit

45

g




Holder (collectively, TPG Partners V, LP, TPG FOF V-A, LP, TPG FOF V-B, LP and/or their
respective affiliates) achieves a minimum cash return on its original investment. Certain provisions
of the Directors Plan provide for accelerated vesting when a participant is subject to a qualifying
termination, as defined within the Directars Plan. The options expire 7 years from the date of grant,

The fair value of the options granted under the Directors Plan during 2009 and 2008 were
estimated on the date of grant utilizing a Monte Carlo simulation model based on the assumptions
shown below. Expected volatilities are based on observed historical trends in the industry and
other factors. The expected term of the opticns granted is derived from the output of the option
valuation model and represents the period of time that options granted are expectied to be
outstanding. The risk free rate was based on the time horizon of the expected term and is based
on the LS. Treasury yield curve in effect at the time of the grant. Director and consultant fee
expense of $0.3 million and $0.8 million related to the options granted under the Directors Plan was
recognized during 2009 and 2008, respectively. As of December 31, 2008, the remaining
unrecognized expense related to unvested options under the Directors Plan is $0.1 million and will
be recognized on a straight-line basis over the remaining weighted average vesting period.

YEAR ENDED YEAR ENDED
DECcemBER 31, 2009 DEcemBeER 31, 2008

Expected volatility 38% - 44% 39%
Risk-free interest rate 3.2% - 3.3% 3.76%
Expected life {(years) 3.62-3.70 35-4.16
Dividend vield 0.00% 0.00%

A summary of option activity under the Directers Plan during 2009 is presented below:

Woelghted-
Average Remaining Aggregate
Units Exercise Contractual Intrinsle
{in 000's) Price Life (Years) Value
Quistanding, December 31, 2008 3,250 $1.00 55-6.6 $0
Granted 706 $1.02 57-66 $0
Exercised 0 n/a
Forfeitures 0 nfa
Cancellations 0 nfa
Expirations 0 nfa
Outstanding, December 31, 2009 3,956 $1.00 55-66 $0
Exercisable, December 31, 2009 0 30
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A summary of option activity under the Directors Plan during 2008 is presented below:

Welghted-
Average Remaining Aggregate
Units Exarclse Contractual Intringic
{In 000's) Price Life (Years) Value
QOutstanding, December 31, 2007 0 n/a
Granted 3,250 $1.00 6.5 $0
Exercised 0 n/a
Forfeitures 0 n/a
Cancellations 0 nfa
Expirations 0 n/a
Cuistanding, December 31, 2008 3,250 $1.00 6.5 $0
Exercisable, December 31, 2008 ) $0

The weighted average grant-date fair value per option of all options granted during the year
ended December 31, 2009 and 2008 under the Directors Plan was $0.275 and $0.310,
respectively.

Restricted Equity Units

On July 24, 2008, ASC Acquisition entered into a Restricted Equity Unit Grant Agreement
(the “Agreement”) with the Chief Executive Officer of SCA (the “Grantee"} to promote the interests
of ASC Acquisition and its members by providing the Chief Executive Officer of the Company and
its affiliates with an appropriate incentive to encourage him {o continue to provide services 1o the
Company or any of its affiliates and to improve the growth and profitability of the Company. The
Agreement grants t¢ the Grantee the right to receive 700,000 membership units of ASC Acquisition
("Restricted Equity Units"), Each Restricted Equity Unit represents the right to receive one
membership unit of ASC Acquisition. The date of grant of the Restricted Equity Units was
July 24, 2008, and the Restricted Equity Units vest 20% on each of the first five anniversaries of the
date of grant, subject to the Grantee continuing to be employed by the Company or any of its
subsidiaries on each such Vesting Date. As of December 31, 2009, 140,000 Restricted Equity
Units have vested. Vested Restricted Equity Units shall be settled on the earlier of the termination
of the Grantee's employment by the Company or any of its affiliates or a change in ownership or
effective control of the Company or ASC Acquisition. Any portion of the Restricted Equity Units that
is unvested on the date that the Grantee's employment with the Company terminates for any
reason shall be forfeited, and the Grantee will cease to have any rights with respect thereto. The
Restricted Equity Units expire 10 years from the date of grant.

The grant-date fair value of each Restricted Equity Unit was $1.00. Compensation
expense of $0.1 million and $0.06 million related to the Restricted Equity Units was recognized
during 2009 and 2008, respectively. As of December 31, 2009, the remaining unrecognized
expense related to unvested Restricted Equity Units was $0.5 million and will be recognized on a
straight-line basis over the remaining vesting period.
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A summary of activity associated with the Restricted Equity Units during 2009 is presented

below:
Grant Date
Units Fair ¥alue
{in 000's) par Unit
Nonvested Restricted Equity Units at December 31, 2008 700 $1.00
Granted 0 r/a
Vested 140 $1.00
Forfeited 0 n/a
Nonvested Restricted Eqguity Unils at December 31, 2009 560 ~ $1.00
A summary of activity associated with the Restricted Equity Units during 2008 is presented
below:
Grant Date
Units Falr Value
{In Q00’s) per Unit
Nonvested Restricted Equity Units at December 31, 2007 0 n/a
Granted 700 $1.00
Vested 0 n‘a
Forfeited 0 nfa
Nonvested Restricted Equity Units at December 31, 2008 700 $1.00

12, EMPLOYEE BENEFIT PLANS
Predecessor Benefit Plans

HealthSouth provided employee benefit plans, including sponsored healthcare plans and a
401{k} savings plan, to its employees, including Predecessor employees. Additionally, HealthSouth
provided a Senior Management Bonus Program, a Key Executive Incentive Program, and a
Change in Control Benefits Plan to certain of its employees, including certain Predecessor
employees.

Substantially all HealthSouth employees, including Predecessor employees, were eligible to
enroll in HealthSouth sponsored healthcare plans, including coverage for medical and dental
benefits. HealthSouth’'s primary healthcare plans were national plans, administered by third-party
administrators. HealthSouth was self-insured for these plans.

The HealthSouth Retirement Investment Plan was a qualified 401(k) savings ptan. The plan
allowed eligible employees, including Predecessor employees, the option to contribute up to 100%
of their pay on a pre-tax basis into their individual retirement account in the plan subject to the
normal maximum annuat limits set by the Internal Revenue Service (“IRS"). During the period
January 1, 2007 to June 29, 2007, the Predecessor's employer matching contribution was 50% of
the first 4% of each participant's elective deferrals. All contributions to the plan were in the form of
cash. Predecessor employees who were at least 21 years of age were ¢ligible to participate in the
plan. Predecessor contributions vested over a six-year service peried. Participants were
immediately fully vested in their ownr contributions. Predecessor contributions to the HealthSeuth
Retirement  Investment Plan for Predecessor employees for the Predecesser period
January 1, 2007 to June 29, 2007 approximated $1.3 million.

In 2007, HealthSouth adopted a Senior Management Bonus Program to reward senior
management, including senior management of the Predecessor, for performance based on a
combination of corporate goals, divisicnal or regional goals, and individual goals. The corporate
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goals were based upon the Predecessor meeting a pre-determined financial gcal. The divisional or
regional goals were determined in accordance with the specific plans agreed upeon within each
HealthSouth division and approved by HealthSouth's board of directors as part of its routine
budgeting and financial planning process. The individual goals were weighted according to
importance and included some objectives common to all eligible persons, as determined by each
participant and his or her immediate supervisor. The program applied to certain persons who
joined the Predecessor in, or were promoted te, senior management positions. For the
Predecessor period January 1, 2007 to June 29, 2007, the Predecessor recorded expense of
approximately $0.6 million under the Senior Management Bonus Program.

HealthSouth adepted the HealthSouth Corporation Key Executive Incentive Program on
November 15, 2005, of which cerain Predecessor employees were paricipants. The Key
Executive Incentive Program was a supplement to the Predecessor's overall compensation
program for executives and was intended to provide incentives to key senior executives with equity
awards that vest and cash bonuses that were payable, in each case, through January 2009.
Payments for the Key Executive Incentive Program were not material to the Predecessor's financial
position, results of operations, or cash flows.

Successor Benefit Plans

In connection with the Transaction, SCA established certain employee benefit plans effective
July 1, 2007, including the following:

» Company sponsored healthcare plans, including coverage for medical and dental
benefits;

. The SCA Retirement Investment Plan, which is a qualified 401(k) savings plan; and
. The Senior Management Bonus Program.

Substantially all SCA employees are eligible to enroll in SCA sponsored healthcare plans,
including coverage for medical and dental benefits. Qur primary healthcare plans are national
‘plans, administered by third-party administrators, and for which we are self-insured. The cost
associated with these plans, net of amounts paid by employees, was approximately $18.9 million,
$14.8 million and $10.2 million for the years ended December 31, 2009, December 31, 2008 and
for the period June 30, 2007 to December 31, 2007, respectively.

The SCA Retirement Investment Plan is a qualified 401(k) savings plan. The plan allows
eligible employees to contribute up to 100% of their pay on a pre-tax basis into their individual
retirement account in the plan, subject to the maximum annual limits set by the IRS. SCA's
employer matching contribution is 50% of the first 4% of each participant's elective deferrals. All
contributions to the plan are in the form of cash. Substantially all employees who are af least 21
years of age are eligible to participate in the plan. Employer contributions vest over a 6-year
service pericd. Participants are immediately fully vested in their own contributions. Employer
contributions made to the SCA Retirement Investment Plan approximated $3.3 million, $3.2 million
and $1.7 million during the years ended December 31, 2009, December 31, 2008 and the period
June 30, 2007 to December 31, 2007, respectively.

SCA has a Senior Management Bonus Program designed to reward senior management for
performance, based on a combination of corporate, regional and individual goals. The corporate
geals are based upon SCA meeting a pre-determined financial goal. Similarly, regional goals are
based upon a pre-determined set of financial goals for the applicable region. The individual goals
are determined by each participant with the approval of his or her immediate supervisor. The
program applies te persons who join SCA in, or are premoted to, senior management positions,
We recorded expense of approximately $5.0 millien, $3.8 million and $1.3 million under the Senior

.
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Management Bonus Program for the years ended December 31, 2009 and 2008 and the period
June 30, 2007 to December 31, 2007, respectively.

13. INCOME TAXES

The Company is subject to U.S. federal, state, and local income taxes. The (Loss) Income
from conlinuing operations before income tax expense is as follows (in thousands):

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30 — JANUARY 1 —
DeceEmBeR 31 DecEMBER 31 DecEMEBER 31 JUNE 29
2009 2008 2007 2007
{Successor)  (Successor) {Successot) | (Predecessor)
Income from continuing operations
before income tax expense $75,561 $48,215 $11,441 $78,199

The significant components of the provision for income taxes related to continuing

operations are as follows {in thousands):

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30— JANUARY 1 —
DECEMBER 31 DECEMBER 31 DECEMBER 31 JUNE 29
2009 2008 2007 2007
{Successor) {Successor) {Successor) | {Predecessor)
Current:
Federal 5 - $ 17 $ 38 $16,682
State and local 604 386 324 3177
Total current expense {benefit) 604 403 362 19,859
Deferred:
Federal 11,397 21,658 6,594 (2,448)
State and locat 2,433 4,967 1,174 (467)
Total deferred expense {benefit] 13,830 26,625 7,768 2915
Total income tax expense related to
continuing operations £14,434 $27,028 $8,130 $16,944

A reconciliation of differences between the federat income tax at statutory rates and our
actual income tax expense on loss from continuing operations, which include federal, state, and

other income taxes, is as follows:

Tax benefil at statutory rate

Increase {decrease) in tax rate resulting from:

Federal income tax assumed by

nonaconirelling interests

Increase in valuation allowance

State income taxes, net of federal tax benefit

Qther, net

Income {ax expense

YEAR YEAR PERIOD PERIOD
ENDED ENDED JUNE 30— JANUARY 1 =
DeceEMBER M DECEMBER 31 DeceEMBER 31 JUNE 29
2009 2008 2007 2007
{(Successor) {Successor) {Successor (Predecessor)
35.0% 35.0% 35.0% 35.0%
(39.0) (54.7) {91.1) {15.5)
228 77.5 136.1 0.0
0.0 {2.2) {9.1) 21
0.3 0.5 0.2 0.1
19.1% 56.1% 71.1% 21.7%
50

R0




The income tax expense at the statutory rate is the expected income tax expense resulting
from the income from continuing cperations. Income tax expense, subseguent {o the removal of tax
expense related to noncontrolling interest income, is greater than the statutory rate for the year
ended December 31, 2009, the year ended December 31, 2008, and the six month period ended
December 31, 2007, due to a valuation allowance and goodwill amortization related to
indefinite-lived intangible assets. After consideration of all evidence, both positive and negative,
management concluded that it is more likely than not that the Company will not realize its net
deferred tax assets. Therefore, a full valuation allowance has been established on our net deferred
tax assets. The deferred tax liability resulting from the goodwill amortizaticn is considered an
indefinite-lived intangible and cannot be locked upon as a source of future taxable income to
support the realization of deferred tax assets for purposes of establishing a valuation allowance.

Income tax expense is greater than the statutory rate for the six menth pericd ended
June 30, 2007 due 1o state income taxes.

Deferred income taxes recognize the net tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and amounts used for
income tax purposes and the impact of available net operating loss {“NOL"} carryforwards. The
significant components of the Company's deferred tax assels and liabilities are as follows {in
thousands);

As of December 31

2009 2008
CURRENT
Deferred income tax assets:
Allowance for doubtful accounts $ 1,129 $ 1,528
Property, net 0 1,491
Accrued liabilities 3,875 3,375
Valuation allowance (4,934) {6,307)
Deferred income tax liabilities:
Prepaid expenses (2,169) {2,385)
Froperty, net (376) 0
Other 0 (599)
Net current deferred income tax liability (2,475} (2,497
NON-CURRENT
Deferred income tax assets:
Net operating loss 66,088 41,619
Capital loss 15,192 11,133
Other comprehensive income 4,556 5576
Intangible assets 4,039 5,591
Other 4,878 4,055
Valuation allowance {93,422) {63,296)
Ceferred income tax liabilities:
Goodwill {49,917) {33,023)
Other 0 {5,992)
Net non-current deferred income tax Hability {48,588) {34,337}
Total deferred income tax liability $ (51,063 $ {36,834)

Authoritative guidance requires that we reduce our deferred income tax assets by a
valuation allowance if, based on the weight of the available evidence, it is more likely than not that
all or a porticn of a deferred tax asset will not be realized. We have established a full vatuation
allowance against net deferred tax assets other than the deferred tax liability resulting from the
goodwill amortization which is considered an indefinite-lived intangible. Based on these
conclusions, & valuation allowance of $98.4 million and $69.6 million is necessary as of
December 31, 2009 and 2008, respectively. For the year ended December 31, 2009, the net
increase in the valuation allowance was $28.8 million,
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At December 31, 2009, we had federal NOL carryforwards of approximately $139.1 million.
Such losses expire in varipus amounts at varying times beginning in 2027. These NOL
carryforwards are subject to a valuation allowance. At December 31, 2008, we had federal NOL
carryforwards of approximately $99.4 million.

The Company has nc tax liability for uncertain tax positions as of December 31, 2009 or
December 31, 2008.

14, ASSETS HELD FOR SALE AND DISCONTINUED OPERATIONS

Certain ASCs owned by the Predecessor were not acquired by the Successor. Additionally,
fifteen ASCs have been sold or closed since the formation of the Company on June 29, 2007.
During 2009, SCA discontinued operations of one surgery center following management’s
assessment of limited growth opporunities at this center. These faclities were sold at
management's gdiscretion. The assets and liabilities associated with these facilities are reflected in
the consolidated balance sheets as of December 31, 2009 and December 31, 2008 as current
assels related to discontinued operations, assets related to discontinued operations, and current
liabilities refated to discontinued operations.  Additionally, the consolidated and combined
statements of operations and cash flows reflect the net loss, net of tax, and the net cash provided
by (used in) operating, investing, and financing activities associated with these facilities as
discontinued operations

The operating results of discontinued operations are as follows (in thousands):

YEAR YEAR PERIQD PERIOD
ENDED ENDED JUNE 30— JANUARY 1 —
DECEMBEA 31 DECEMBER 31 DECEMBER 31 JUNE 29
2009 2008 2007 2007
(Successor) {Successor} (Successor) (Predecessor)
Net operating revenues 3 7.296 $ 15943 $ 20,727 $ 29,987
Costs and expenses {9,363) {14,935) {22,863) {36,659)
impairments - (1,875} {238) (3.000)
Loss from discontinued operations {2,067 (967) {2,374) (9.672}
Income tax {expense) benefit (574] (2,116} {218) 3,789
Net loss from discontinued operations $ (2,641) $ {3,083) $ (2,593) $ (5873)

The assets and liabilities of discontinued operations consist of the following (in thousands):

DECEMBER 31 DECEMBER 31
2009 2008
Assets
Current assets
Accounts receivable, net £ 358 $ 1,119
Other current assels 168 152
Total current assets 526 1,271
Property and eguipment, net 587 2,809
Total assels_ $ 1113 $_ 4080
Liabilities

Current liabllitles
Accounts payable and other current liabilities $ 519 $ 612
Total current liabilities 519 612
Total liabilities $ 519 $ 612
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15. RELATED PARTY TRANSACTIONS

The Company paid management fees to TPG Capital, L.P., an affiliate of TPG, the majority
owner of our Parent, of $2.0 million during each of the years ended December 31, 2009 and
December 31, 2008, respectively.

in 2009 and 2008, certain directors of the Company received options to purchase
membership units of ASC Acquisition under the Directors and Consultants Equity Incentive Plan as
part of their compensation for service on the Company's Board and for consulting services provided
te the Company. Total expense recognized by ASC Acquisition related to these options was
$0.3 million and $0.8 million for the years ended December 31, 2009 and 2008, respectively. See
Note 11, Equity-Based Compensation, for additional infarmation related to this Plan,

Included as interest income and other income in the consolidated statements of operations
for the year ended December 31, 2009 is $1.6 million related to the reduction of the settlement
accrual for various matters with HealthSouth. This settlement was finalized on July 10, 2009 and
the Company received $1.1 milion for settlement of these matters.

16, COMMITMENTS AND CONTINGENT LIABILITIES
Legal Proceedings

We operate in a highly regulated and litigious industry. As a result, we expect that various
lawsuits, claims and fegal and regulatory proceedings may be instituted or asserted against us,
including, without limitation, employment-related claims and medical negligence claims. The
resolution of any such lawsuits, claims, or legal or regulatory proceedings could materially,
adversely affect cur results of operations and financial position. Although the outcome of any such
litigation or proceedings cannot be predicted, we believe that at the present time there are no
pending or threatened lawsuits that are reasonably likely to have a material adverse effect on the
tinancial position, results of operations, or liquidity of the Company.

Predecessor Matters

During the reconstruction and restatement period of HealthSouth’s historical financial
statements, it was determined that the equity balances of certain of our pariners had been
historically overstated. During the period January 1, 2007 to June 29, 2007, HealthSouth favorably
settled with certain of these pariners. The reduction of the equity balances of these partners
resulted in the $9.2 million noncash gain included in tha fine entitled Government, class action, and
refated settlements expense in the Predecessor's combined statement of operations for the period
January 1, 2007 to June 29, 2007.

Successor Litigation

The following legal matters were either filed after the Transaction or were matters for which
we agreed to take at least some responsibility from HealthSouth under the terms of the Purchase
Agreement.

On or about September 19, 2007, David J. Chao, who is a limited partner in Arthroscopic &
Laser Surgery Center of San Diego, L.P. {the "Partnership™, which owns our center in
Kearny-Mesa, California {the “Center”), filed a lawsuit captioned David J. Chag v. HealthSouth
Corporation, et al, in San Diego County, California, Superior Court against HealthSouth, the
Partnership, SCA and two SCA subsidiaries, including the entity that is the general partner of the
Partnership. Dr. Chao makes claims of breach of contract, gross negligence, breach of the
covenant of good faith and fair dealing, breach of fiduciary duty, judicial dissolution and accounting,
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constructive trust, money had and received, intentional fraud and deceit, negligent
misrepresentation, failure to disclose, constructive fraud, and unfair business practices, all with
respect to the operation of the Center under HealthSouth’s management. HealthSouth is
responsible for these claims. However, on or about November 13, 2009, the court granted Dr.
Chao's motion to amend the complaint to add SCA as a defendant with respect to the
above-referenced claims. The court denied Dr. Chao's metion for summary adjudication seeking a
judicial dissolution of the Partnership. In addition, Dr. Chao originally made a claim of intentional
interference with prospective economic advantage against us. However, Dr. Chao has now
voluntarily dismissed his claims of intentional interference with prospective economic advantage
against SCA relating to his claim that we defaulted on our agreement to sell him our interest in our
surgery center in La Jolla, California and our subsequent venture with University California San
Diego. We intend to vigorously defend ourselves against the remaining claims. Dr. Chao
demangs an unspecified amount of compensatory and punitive damages. This case is currently in
the discovery phase and is set for trial call on April 30, 2010. It is not possible at this time to
estimate the amount of loss or range of possible loss that might resutt from an adverse judgment or
settlement of this case,

Woe agreed to take responsibility from HealthSouth for a tawsuit captioned David D. Beal, et
al v. HealthSouth Corporation, et al., which was filed on Apfit 14, 2003, in the Superior Court for
the State of Alaska, Third Judicial District at Anchorage, by David D. Beal, Steven E. Nathanson,
and others against HealthSouth Corporation, David A, McGuire, Alaska Surgery Center, Inc.,
Alaska Surgery Center, Ltd. (the "Partnership”}, Louise Bjornstad, and Lake Otis Professional
Center, LLC. We acquired Alaska Surgery Center, Inc. and its interest in the Partnership, which
owns our ASC in Anchorage, Alaska, in the Transaction. The plaintiffs, each of whom are partners
with SC Affiliates, LLC, a SCA subsidiary that is the parent of Alaska Surgery Center, inc., and Dr.
McGuire in a joint venture that owns certain real property in Anchorage, allege that the defendants
breached fiduciary duties to the joint venture by lobbying the Alaska State Legislature to alter the
state's Certificate of Need law in a manner which allowed the primary tenant in the joint venture’s
building to relocate. The plaintiffs seek to recover compensatory damages, punitive damages,
attorney's fees and costs. On October 13, 2006, the count granted defendants’ motion for summary
judgment on the plaintiffs’ claims and denied plaintiffs’ cross-motion for partiai summary judgment.
The plaintiffs appealed and, on September 25, 2009, the Supreme Court of Alaska reversed the
summary judgment as to the fiduciary duty and contract claims and remanded those claims to the
trial court for further proceedings against Dr. McGuire and HealthScuth Corporation. On
February 12, 2010, the plaintiffs requested leave to file a Second Amended Compiaint realleging
the contract and fiduciary duty claims, adding an unfair and deceptive trade practice claim that was
not pleaded originally and seeking to recover treble damages and eguitable relief, including a
constructive trust or equitable lien. At this time, we cannot estimate the amount of loss or range of
possible loss that might result to us from an adverse judgment or settlement of this case,

On or about August 14, 2009, Judy Ann Banz, a former SCA employee at Treasure Valley
Hospital, a surgical hospital in Boise, ldaho that is owned in part by an SCA subsidiary, fited a
lawsuit captioned Judy Ann Bartz v. Surgical Care Affiliates, LLC in the United States District Coun,
District of Idaho. Ms. Bartz alleges SCA discriminated against her as a result of her disability and
violated the American Disabilities Act by failing to engage in an interactive process following her
request to return to work after surgery. The lawsuit also assens class allegations on behalf of all
individuats presently and/or formerly employed by SCA who were denied the opportunity to return
to either modified duty work or regular work by SCA. The plaintiff is seeking compensatory and
punitive damages and to be designated the representative of the class. On bebhalf of the putative
class, Ms. Bartz seeks a prohibitory and permanent injunction ordering SCA to cease and desist
from alleged unfair discriminatory employment practices, compensatory and liquidated damages,
and costs. We intend to vigorously defend ourselves against all of these claims. At this time, we
cannot estimate the amount of loss or range of possible loss that might result to us from an adverse
judgment or settlement of this case.
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Corporate Integrity Agreement

In 2004, HealthSouth entered into a corporate integrity agreement (*CIA") with the QIG. We
inherited certain obligations under the CIA, such as reporting requirements and compliance training
requirements. The term of the CIA expired on January 1, 2010, but we must file our final annual
report {covering the 2009 calendar year) with the OIG by April 30, 2010. We maintain a robust
compliance program as mandated by the CIA. [f the OIG were to determine that we have failed to
comply with the CIA, we could be subject to further government investigation and possible
penaities, including fines, or we could be excluded from participating in the Medicare and Medicaid
programs.

Upon a review of each facility's relationships and arrangements with referral sources as well
as other business practices, HealthSouth terminated or restructured a number of such relationships
and practices and disclosed certain of such historical relationships and practices to the OIG
pursuant to the CIA. With respect to two ASCs that were the subject of disclosures, we understand
that HealthSouth has entered into a settlement with the government. At this time, we have no
reason to believe that any disclosures related to any of the other facilities, or the other reviewed
retationships or practices, will result in investigations or adverse actions against the facilities, but
there can be no assurance in this regard.

We routinely conduct audits and reviews of the accuracy of our billing systems and other
regulatory compliance matters. As a result of these reviews, we may make disclosures to the OIG
relating 1o amounts we suspect represent over-reimbursements from these programs, whether due
to inaccurate billing or otherwise. Any such disclosures could result in us refunding material
amounts to Medicare or cther federal healthcare programs.

Risk Insurance
FPredecessor

Historically, risk insurance for the Predecessor was provided through HealthSouth's risk
insurance program. HealthSouth insured a substantial portion of the Predecessor's professional
liability, general liability, and workers' compensation risks through a self-insured retention program
("SIR"y underwritten by its consolidated wholly owned offshore captive insurance subsidiary, HCS,
Ltd. (*HCS"), which was funded annually by HealthSouth. HealthSouth used HCS to fund part of its
first layer of insurance coverage up to $60 million. Risks in excess of specified limits per ¢laim and
in excess of HealthSouth's aggregate SIR amount were covered by unrelated commergial carriers.

The Predecessor was charged a premium for workers' compensation and professional and
general liability coverage by HealthSouth, and HealthSouth/HCS assumed the risk of coverage for
losses incurred by the Predecessor, subject to the limits described above. Premiums for workers’
compensation were charged on an occurrence basis. Premiums for professional and general
liability coverage were charged to the Predecessor based on all claims incurred during the policy
year, without regard to the date the claims are reporied {i.e., on an occurrence basis). Reserves for
all workers' compensation risks and for professional and general liability risks, with the exception of
incurred but not reported claims relating to policy years prior to 2005, are considered liabilities of
HealthSouth, Expenses related 1o professional and general liability risks were $2.1 million for the
period January 1, 2007 te June 29, 2007, and are classified in Other operating expenses in our
combined statement of operations, Expenses associated with workers' compensation were
$1.1 milion for the period January 1, 2007 to June 29, 2007, and are classified in Salaries and
benefits in our combined statements of operations.

Provisions for these risks are based upon actuarially determined estimates. Provisions for
losses represent the estimated ultimate net cost of all reported and unreported losses incurred
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through the combined balance sheet dates. Those estimates are subject to the effects of trends in
loss severity and frequency. While management believes the provisions for losses are adequate,
there can be no assurance that the ultimate costs will not exceed management's estimates.

Successor

Risk insurance for the Successor is provided through SCA's risk insurance program. We
insure a substantial portion of our professional liability, general liability, and workers’ compensation
risks through fully insured programs, with low or no deductibles, through unrelated carriers.

Provisions for these risks are based upon market based premiums and actuarially
determined estimates for incurred but not reported exposure under claims made policies.
Pravisions for losses within the policy deductibles represent the estimated ultimate net cost of all
reported and unreported losses incurred through the consolidated balance sheet dates. Those
estimates are subject to the effects of trends in loss severity and frequency. While management
believes the provisions for losses are adequate, there can be no assurance that the ultimate costs
will not exceed management's estimates.

Reserves for incurred but not reported professional and general liability risks were
approximately $4.7 million and $4.2 million at December 31, 2008 and December 31, 2008,
respectively, and are inctuded in Professional liability risks in the consclidated balance sheets.
Expenses related to professional and general liability risks were $5.2 million and $5.3 miflion for the
years ended December 31, 2009 and December 31, 2008, respectively, and are classified in Other
operaling expenses in our consolidated statements of operations. Expenses associated with
workers' compensation were $2.1 million and $2.0 million for the years ended December 31, 2009
and December 31, 2008, respectively, and are classified in Safaries and benefits in our
consolidated statements of operations.

17. SUBSEQUENT EVENTS

The Company's management has evaluated subsequent events through March 31, 2010,
and concluded that there were no material subsequent events other than described below.

With respect to the interest due on January 15, 2010 on its senior PIK-election notes, the
Company made its scheduled interest payment by paying in kind at the PIK interest rate of 9.625%.
As a result, the aggregate principal amount of senior PlK-election notes increased from
$157.2 million to $164.8 million effective January 15, 2010. Also on January 15, 2010, SCA elected
to pay cash interest for the interest period beginning January 16, 2010 and ending July 15, 2010 at
a rate of 8.875% as part of its cash management strategy. See further discussion in Note 8, Long
Term Debt.

On February 1, 2010, SCA acquired the general partnership interest and a 68.18% limited
partnership interest in Lakeside Surgery Center, L.P., which owns a surgery center located in
California, for a purchase price of $5.2 million.

18. CONDENSED CONSOLIDATED AND COMBINED FINANCIAL INFORMATION

The following condensed consolidated and combined finangial information is presented as
required by the Company's senior and senior subordinated notes indentures dated as of
Juneg 29, 2007, The operating and investing activities of the separate legal entities included in the
consolidated financial statements are fully interdependent and integrated. Accordingly, the
operating results of the separate iegal entities are not representative of what the operating resulis
would be on a stand-alone basis. Revenues and operating expenses of the separate legal entities
include intercompany charges for management and other services. Each of the subsidiary
guarantors are 100% owned by SCA, and all guarantees are full and unconditional and joint and
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several. 8CA's investments in its consolidated subsidiaries, as well as guarantor subsidiaries’
investments in non-guarantor subsidiaries and non-guarantor subsidiaries’ investments in guarantor
subsidiaries, are presented under the equity method of accounting and are included within
intercompany receivable and payable.

The $150.0 million of 10% senior subordinated notes due in 2017 and $150.0 million of
8.875% / 9.625% senior PIK-election notes due in 2015 (collectively, the “Notes") were issued in a
private offering by the Company on June 29, 2007, The aggregate principal amount of senior
PIK-election notes increased from $150.0 million to $157.2 million effective July 15, 2009 as a
result of the July 15, 2009 interest payment made by paying in kind at the PIK interest rate of
9.625% instead of paying interest in cash at 8.875%. The Notes are unsecured senior
subordinated obligations of the Company; however, the Notes are guaranteed by certain of the
Company’s current and future direct 100% owned domestic subsidiaries.

Our senior secured credit agreement contains various restrictive covenants that, subject to
cerfain exceptions, prohibit us from prepaying certain subordinated indebtedness, including our
senior subordinated notes. In addition, our senior secured credit agreement restricts our and our
restricted subsidiaries’ ability to, among other things, incur indebtedness or liens, make investments
or declare or pay dividends. Additionally, the indentures pursuant to which the notes were issued
contain varipus restrictive covenants, including covenants that generally limit the Company's ability
and the ability of its restricted subsidiaries to borrow money or guarantee other indebtedness, incur
liens, make certain investments, sell assets or pay dividends. However, the covenants in the senior
secured credit agreement and the indentures are subject to significant exceptions. As of
December 31, 2009, we believe we were in compliance with the covenants under our senior
secured credit agreement and the indentures.

As discussed in Note 1, Surgical Care Affiliates, LLC was formed in connection with the
Transaction and accordingly the combined statements of operations, balance sheets, and
statements of cash flows for the Predecessor reflect no activity.

The financial positions and results of operations (pages 120-128) of the respective
guarantors are based upen the guarantor relationship at the end of the latest period presented.
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Condensed Consolidated Balance Sheets:

Surglcal Care Guarantor Non-Guarantor Eliminatlon  Consolidated
Affillates, LLC Subsldiarles Subsidlaries Ad|ustmeants Total
As of December 31, 2005 (Successor) {ln thousands of U.S. dollars)
Assets
Current assets
Cash and cash equivalents $ 23348 % 0 $ 10,480 $ 0 $ 33805
Restricted cash 0 a 30,508 0 30,508
Accounis receivable, net of allowance for doubtiul accounts 0 0 81,329 o 81,329
Prepaid expenzes 0 [ 8,310 0 8,310
Other current assets 611 533 3,976 0 5,120
Current assets related to discontinued operations 0 0 526 0 526
Total current assets 23,956 533 135,108 [1] 159,598
Property and equipment, net of accumulated depreciation 0 3,642 193,478 0 187,120
Goodwill 0 0 677,073 0 877,073
Inlangible assets, nel of accumutated amortization 0 1,631 60,443 0 62,074
Deferred bond issue costs 13,288 0 0 0 13,268
investment in and advances 16 nonconsoclidated affiliates 0 12,449 52,770 0 65,219
Intercompany receivable 819,973 862,066 55,797 {1,737,836) 0
Cther tang-term assets 389 0 579 0 970
Assets related to discontinued operations 0 0 587 0 587
Totai assels $ 857,816 $ 880,321 $ 1,175,828 $ (1,737.836) % 1,175,929
Liabilities and Equity
Current liabllities
Current portion of long-term debt $ 3592 % 0 g 3,142 $ (4] 5 6,734
Checks issued in excess of bank balance 0 0 7,108 0 7,109
Accounts payable 0 & 18,807 h} 18,813
Accruad payroll 6,811 0 13,953 0 20,764
Accrued interest 6,940 0 23 0 6,963
Accrued distributions 0 0 23,035 g 23,035
Payable to nonconsglidated affiliates 0 0 14,878 0 14,878
Refunds due patients and other third-party payars 0 0 3,648 0 3,648
Deferred income tax liability 0 2,475 0 o 2475
Other current liabilities 9,220 14 6,579 o] 15,813
Current liabilities related to discontinued operations 0 0 519 0 518
Total currant liabilities 26,563 2,495 91,693 4] 120,751
Long-term debt, net of current partion 650,602 [ 20,815 0 671,417
Deferred income 1ax liability o 48,588 0 0 48,588
Protessional liabilily risks 0 0 4,749 0 4,749
intercompany payable 0 0 0 0 0
Other long-term liabilities 16,860 a 5,499 0 22,359
Total liabilities 694,025 51,083 122,756 0 867,864
Commitments and contingent fiabilities {(Note 16)
Noncantrolling interests—redesmable {Note 9) ] 0 25,894 ] 25,894
S8CA equity 163,591 829 238 808,598 {1,737,836} 163,591
Noncontrelling interests—non-redeemable (Note 9) 0 ] 118,580 0 118,580
Tolal equity 163,591 829,238 1,027,178 (1,737,836} 282371
Total liahilities and aquity $ 857616 $ B80,321 $ 1,175,828 $ (1,737.836) % 1,175,929
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Condensed Consolidated Balance Sheets (Continued):

Surgleal Care Guarantor Non-Guarantor  Efimination Consoclidated
Affillates, LLC Subsidiaries Subsidiarles Ad|ustments Total
As of Decomber 31, 2008 (Successor) {In thousands of L.S, dollars)
_ (As Ad|usted, See Note 3}
Assets

Current assets
Cash and cash equivalents $ 59,951 $ 0 $ 14,646 $ 0 § 74,597
Restricted cash 0 0 21,819 o 21,819
Accounts receivable, net of allowance for doubtful accounts 0 0 77,353 0 77,353
Prepaid expenses 0 7 15,573 0 15,580
Other current assels 188 656 4,828 0 5,672
Current assets refated to discontinued operations Q 0 1,271 0 1.271

Total eurrent asseis 60,138 663 135,490 0 196,292
Property and squipmant, net of accumulated depreciation o 3,710 187,676 0 191,386
Goodwill H ] 659,893 ] 659,893
Intangible assets, net of accumulated amortization ¢ 1,544 67,750 0 69,2594
Deferred bend issue costs 15,832 0 0 0 15,832
Investment in and advances to nonconsclidated affiliates 0 11,476 63,473 0 74,949
Intercompany receivable 851,153 765,536 0 {1,616,689) . 0
Other long-term assets 287 H 2,260 4] 2,547
Assets related to discontinugd operations 0 0 2,509 2 809

Total assets $ 927411 § 782,929 $ 1,119,351 $ [1,616,689) % 1,213,002

Llabllities and Eqguity

Current liabilities
Current portion of long-term debt $ 3,550 $ 0 $ 1,751 $ 0 $ 5,301
Checks issued in excass ol bank balanca 0 0 9.527 D 9,827
Accounts payable 0 30 21,427 0 21,457
Accrued payrolt 7,357 0 18,314 v} 25,671
Accrued interest 13,094 0 a5 ¢ 13,189
Accrued distributions 0 4] 16,458 0 16,453
Payable to noncensolidated affiliates ] 0 11,055 0 11,085
Refunds due patients and other third-party payors o 0 3,844 ] 3,844
Deferred income tax liability V] 2,497 ] 0] 2,497
Other current liabilities 12,094 17 4,489 0 16,600
Current liabililies related 1o discontinued operations 0 0 612 0 612

Total current liabilities 36,095 2.544 87,872 0 126,511
Long-term debt, net of current portion 690,125 0 14,075 0 704,200
Deferred income tax liability 0 34,337 0 0 34,337
Professional liability risks a 0 4,205 0 4,205
inlercompany payable 0 0 46,225 {46,225) 0
QOther long-term liahilities 13,338 0 8,254 0 21,592

Total liabilities 739,558 36,881 160,631 {46,225) 890,845
Commiiments and contingent liabilities {Note 16)
Noncontrolling interests—redeemable {Nole 9) 0 0 25,384 9] 25384
SCA equily 187,853 746,048 824,416 [1,570,464) 187,853
Noncontrolling interests—non-redeemable (Note 9) [ 0 108,920 Q 108,920

Total equity - 187,853 746,048 933,338 {1,570,464) 296,773

Total abilities and equity § 927,411 $ 782,009 $ 1,119,351 $ (1,616,689) $ 1,213,002
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Condensed Consolidated Statements of Operations:

Surgical Care Guarantor Non-Guarantor Elimination Consolidated
Affillates, LLC Subsidiaries Subsidiaries Ad|ustments Total
Year Ended December 31, 2009 (Successor) {In thousands of U.S. dollars)
Net operating revenugs $ [} $ o § 737,220 $ 0 $ 737,220
Operaling axpenses:
Salaries and benefits 32,288 1 202,541 [ 234,81
Supplies 819 4 169,815 0 170,638
OCther operating expenses 25,092 434 87,380 0 112,918
Depreciation and amorlization 0 391 38,367 0 38,758
Occupancy costs {1,882 0 28,585 0 30,467
Provision for doubtfu! accounts 0 0 19,401 0 19,401
Impairmant of intangible and long-lived assets 0 0 952 0 952
Professional and medical director fees 3,321 0 7,832 0 11,153
Gain on disposal of assels 0 0 {108) 0 {108)
Total operating expenses 63,403 830 554 775 0 619,008
Interest expense 52,330 0 1,521 0 53.851
Interest income and other income {2.617) 0 1,286 0 {1,331}
{Gain) ioss on sale of investments (6,035) 7,644 {a78) 0 631
Equity in nat income of nonconsolidaled afliliates H {7.533) {2,967) 0 {10,500}
{Income) ioss from operations of consolidaled afliliates {43,212) {4,675 1] 47 887 0
Management fees {38.113) {1,097} 39.210 0 0
{Loss) income from continuing operations before income 1ax
pxpense {25,756) 4.831 144 373 {47,887} 75,561
Provision ior income tax axpaense 1 13,865 569 0 14,434
_{Loss) incame from centinuing operations {25,756) {9.034) 143,804 {47,887) 61,127
Loss from disconlinued operations, net of income tax
expense 4] 0 (2.641) 0 {2,641}
Net {loss) income . {25,756) {9,034} 141,183 {47,887) 58,486
Less: Net Incame atiributable to noncontrolling interasts 0 0 {84,242y 0 {84,242}
Net {loss} income aftributable 1o SCA $ [25,756) $ (3,034} $ 56,921 $ (47,887) $ {25 756)
Surglcal Care Guarantor Non-Guarantor ElimInation Consclidated
Aftillates, LLC Subsidlaries Subsidiaries Adjustments Total
iYAe: ;ﬁ?:;:g;:?ﬁﬁ::;ﬁous (Successor) {In thousands of U.8, doflars)
Net operaling revenues % o $ v} $ 698,930 3 0 $ 698,930
Operating expenses:
Salaries and benelils 30,245 80 208,052 0 238,377
Supplies 0 25 154,750 0 154 775
Other operating expenses 32,527 465 84,270 0 117,262
Deprecialion and amortization 1] 783 36,263 0 37,046
Qccupancy costs 1,687 7 27,114 M) 28,808
Pravision for doubtiul accounts 0 0 15,786 0 15,786
Impairment of intangible and Iong-lived assets 0 Q 2,569 0 2,569
Profassional and medical director fees 3,220 0 6,879 0 10,099
Loss on disposal of assets 0 101 467 0 568
Total operating expenses 67,679 1,481 536,150 0 605,290
Interes! expense 55,961 i} 1,318 o 57,275
Interes! income and cther income (896) (19) {510} G {1,425)
Loss (gain) on sale of invesiments 3,737 105 {1.159} G 2,683
Equity in net inceme of nonconsaolidated affiliales 0 {5,998) (7114} o {13,112}
{Income) loss from operations of consolidated affiliates {30,214) {683) ] 30,997 V]
Management fees {38,939) {2,275) 41,214 0 0
{Lass} income from continuing cperations before income lax
expense {57.228) 7,409 129,031 {30,997) 48,215
Provigion far incame tax expense 1] 26,724 304 0 27,028
{Loss) income from continuing pperations {57,228) {19,315) 128,727 {30,997) 21,187
Loss from discontinued operations, net of income tax
axpense 0 4] {3.083) a (3,083}
Net {loss) income (57,228) {19.315) 125,644 [30.997) 18,104
Less: Nl income atiributable to nonconirolling interests 0 [ {(75332) 0 {75,332)
Net (loss) income aftributable to SCA $ (57.228) % (19,315} % 50,312 $ (30,997) $ (57.228)
60

el




Condensed Consolidated Statements of Operations (Continued):

Surgical Care Guarantor Non-Guarantor Ellmination Consolidated
Affillates, LLC Subsidiaries Subsidlares Adjustments Total
g’::ﬂﬁ:{: d‘fg‘;s’g;; chembem, 2007 (Successor} (In thousands of LS. doltars)
Nei operating revenues $ [ $ o % 319,860 § 0 % 319,860
Operating expenses:
Salaries and benefils 13475 a 99,240 Q 112,718
Supplies 1] 0 74,774 0 74,774
Other operating expenses 15,805 131 39,160 0 55,096
Depreciation and amortization 0 344 18,009 0 18,353
Oceupancy costs 226 0 13,284 0 13,510
Provision for doubtul accounts 0 0 5,892 4] 5,892
Impairment of intangible and fong-lived assets 0 0 72 0 72
Profassional and medical director feas 1,044 1 2,892 0 3,937
Loss on disposal of assets 0 0 98 0 98
Total operating expenses 30,550 476 253.421 0 284,447
interesi expense 29,844 1} 458 0 30,302
Interest income and olher income (559) {an {253} 0 (843}
Less (gain) on sale of invesiments 0 2,056 {1,674) 0 382
Equity in net income of nonconsolidated afliliales 0 {1,498) {4,371} 0 {5,869)
{Income) loss from operations of consolidated affiliates {12,572) {1,393} 0 13,965 Q
Management fees {18,211) (2,385) 20,596 0 0
{Lass) income from continuing operations belore income tax
expense (29,052) 2,775 51,683 {13,965) 11,441
Frovision for income lax expense 1] 7,984 146 0 B,130
~{Lass] income from continuing operations {29,052) {5.209) 51,837 {13,965) 3,311
Loss from discontinued operations, nat of income tax
axpense 1] 0 {2,503y 0 (2.583)
Net {loss) income {29,052) {5,208) 48,944 (13.965) 718
Less: Net income attributable to noncontrolling interests 0 0 {29,770} 0 {29.770)
Net {loss) income attributable to SCA $ (29,052} § (5,208} £ 19,174 $ (13965 $ [28.052)
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Condensed Combined Statements of Operations:

Surgical Care Guarantor Non-Guarantor Elimination Consolidated
Affillates, LLC Subsidiaries Subsidiarles Ad|ustments Total
Perlod from January 1 to Juna 29, 2007 (Predacessar)
" {As Adjusted, See Note 3} {In thousands of LS. dottars)
Net operating revenues % 0 [ 1] $ 333,809 % 0 $ 333,809
Operating expenses:
Salaries and benefits 0 2,552 114,901 0 117,453
Supplies 0 36 73,481 0 73,517
Other operating expenses 0 75t 48,222 0 48,973
Depreciation and amortization 0 252 13,145 0 13,397
Occupancy cosis 0 o 12,878 a 12,878
Pravision for doubtful accounts 0 0 6,021 0 6,021
Impairment of intangible and long-lived assets o o v} 0 o
Professional and medical director {ees 1] 15 3,538 0 3,553
Lass on disposal of assets 0 7 {1,515} i} {1.508)
Govarnment, class action, and related setilements
expenss 0 0 {9,204) 4] (9,204)
Professional fees-accounting, tax, legal 0 0 3,599 0 3,599
Total operating expenses 4] 3,613 265,066 0 268,679
Interest expense 0 3 2,239 0 2,242
Interest income and other income o {39) {3,.3185) 0 (3.355)
Gain on sale of investments o {5,226} {1.071) 0 {6,297}
Equity in net income of noncansolidated affiliates 0 {578) {5.081) 0 {5,659)
{Incame} loss from operations of consclidated affiliates 0 (55,602) 0 55,502 1]
Managemeny lees 0 {4,448) 4,446 0 0
(Loss) incame from continuing operaticns belare incoma tax
expense 1] 62,175 71,526 {55.502) 78,199
Provision for income tax expanse 0 2,602 14,342 0 16,944
_{Loss) income from continuing opegrations 0 59,573 57,184 {55,502} 61,255
Lass fram discontinued cperations, net of income tax
expense 0 0 [5.873) 0 [0,873)
Net {loss) income 0 59,5673 51,311 {55,502) 55,382
Less: Net income aitributable to nonconirglling interests 0 ] {34,709) 0 {34,709)
Net {loss) income attributable to SCA $0 $ 59,573 $ 16,6802 $ (55,502) $ 20673
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Condensed Consolidated Statements of Cash Flows:

Surgleal Care Guarantor Hon-Guarantor Ellminatieon  Consolidaled
Affiliates, LLC Subsidiaries Subsidiaries Adjustments Total

Year Ended December 31, 2009 {(Svccessor) {in housands o! U.S. dollars}
Net cash {used In) provided by operallng activities $ {63,805} 3 (6519 $ 212,759 $ 0 $ 142,435
Cash flows trom Investing aclivities o

Capital expentditures 0] 0 {32,995) 0 (32,996)

Proceeds from disposal of assels 0 0 761 0 761

Proceeds from sale of equity interesis of

nonconsolidaied alfiliates 0 0 1,800 Q 1,800

Nei change in restricted cash ¢ 0 (8,689) 1] {8,689)

Net setilements on inlerest rate swaps {9,206) 0 0 0 {9,206)

Busingss acquisitions, net ol cash acquired 0 0 {7,489) [7 483)

Net cash vsed in investing aclivities {9.206) 0 {46,609) 0 {55,815)
Cash flows from financing aclivities

Checks 1ssued in excess ol bank balance 0 0 {2.718) 0 {2,718)

Proceeds under line of credil arrangements and

long term debt 0 o 1,835 0 1.835

Principal payments on line ol ¢redil arrangements and

leng 1erm debl {47,554) 0 {227} 0 (47,781)

Principal payments under capital lease obligations 1] 0 (2,195) 0 (2.195)

Distributions to nonconirelling interests of cansalidaled

alfiliates 0 0 {81,942) o {81,842}

Coniributions fraom noncontrolling inlerests of

consolidated affilates o 0 3.759 0 3,759

Proceeds frorm sate of equily interests of consolidated

affifiates 1] 0 11,207 o} 11,207

Repurchase of equity interesis ol consclidated affiliales 0 o] {9,562) 0 {9,562)

Change in intercompany advances 83,959 68,518 {90,477) 0 0

Net cash used in (provided by) financing activities 36,405 6518 {170,320} 0 {127,397}
Change in cash and cash equivalenis {36,606) 0 (4,170) 0 {40,776)
Cash and cash equlvalents at beginning of period 59,951 0 14,646 0 74,587
Cash and cash equlvalents ol discontinved operations

at beginning of period 0 0 40 0 40
Less: Cash and cash equivalenis of discontinued

operatlons at end of perlod 1] 0 {56) 0 [56)
Cash and cash equivalenis al end of period § 23345 % [\ $ 10,460 $ 0 $ 33,805
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Condensed Consolidated Statements of Cash Flows (Continued):

‘

»
T { Surgical Care Guarantor Non-Guarantor  Elimlnation  Consolldated
Affillates, LLC Subsldlaries Subsldiaries Adjustments Total
Yaar Ended December 31, 2008 (Successor) {In thousands of U.5. dollars)
Net cash (used in} provided by operating activitles $ (59,924) $ 47294 $ 151,567 $ 0 $ 95937
Cash flows from Investing actlvitles [
Capilal expenditures i} 0 {35,203} 1} (35,203)
Procegds from disposal of assels 0 b} 1,719 0 1,719
Decrease in cash related 1o conversion of consolidated
affiliates to equily method affiliates v} 0 {971} 0 (971}
Increase in cash related 10 conversion of consolidated
affiliates to equily method affiliates 0 0 346 0 346
Net change in restricted cash o 0 4,601 0 4,601
Net seittements on interast rate swaps {2,871} 0 0 ¢ {2,871)
Business acquisilions, net of cash acguired v} 0 {7.529) {7.529)
Other investing activities, net ] 0 {47} ¢ {47)
Net cash used in investing activities of discantinued
operalions 0 0 16,417 0 16,417
Net cash used In investing activities (2,871% 0 (20,667) 0 (23,538)
Cash flows from financing activities
Checks issued in excess of bank balance 0 0 {482) 0 {482)
Proceeds under ling of credit arrangements and
long term debt 30,000 0 0 0 30,000
Principal paymaents on line of credit arrangements and
long term debt {3,950) 0 {299) 0 {3,845}
Principal payments under capital lease obligations g a {1,489) 0 {1,485}
Distributions to noncontrolling interests of consolidated
affiliates 0 H {68.931) 0 {68,931}
Conltributiens frem noncentrolling interests of
consolidated affiliates . 0 0 579 0 579
Proceeds trom sale of equity interests of consolidated
affiiates Q a 8,955 a 8,955
Repurchase of equity interests of consolidated affiliates 0 0 {5,767) 0 {5,767}
Change in intercompany advances 70,945 {4,302) {66,643} 0 0
Net cash used in (provided by) financing activities 97,385 {4,302] (134077} 0 (40,884
Change in cash and cash equivalents 34,600 (8) (3177 il 31,415
Cash and cash equivalents al beginning of period 25,351 8 16,841 0 42,200
Cash and cash equivalents of discontinued operations
at beginning of period 0 0 1,022 0 1,022
Less: Cash and cash equlvalents of discontlnuad
operations at end of perlod ] 0 {40) ] (40)
Cash and cash eguivalents at end of peried $ 59,951 § 0 $ 14,646 $§ 0 $ 74,597
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Condensed Combined Statements of Cash Flows {Continued):

f Surgical Care Guarantor Non-Guarantor Elimination Consolidated
Afflllates, LLC Subsldlaries Subsidiarles Ad|ustments Total
Perlod from Junse 30, 2007 1o December 31, 2007 (In thousands of U.S. dollars)
(Successor)
Net cash (used in) provided by operating activities $ 12,235 § {27128 $ 44757 3 0 § 54,280
Cash flows fram Investing activities
Capital expenditures 0 ¢ {13,658) ] {13,658
Praceeds {from disposal of assets Q o 0 Q 0
Proceeds from sale of equity imerests of nonconsolidated
affiliates 0 v} 400 0 400
Advances to nonconsclidated affiliates 0 ] {250) i {250)
Net change in restricted cash 0 0 7,016 ] 7,016
Net settlements on inlerest rate swaps 342 0 0 0 342
Business acquisitions [923,245) 0 0 0 {923,245)
Other investing activities, net 0 0 {213} ] (213)
Net cash provided by investing activities of discontinued
operations 0 0 575 575
Net cash used in Invasting activities (922,903) 0 {6,130} {929.033)
Cash flows from financing activities
Checks issued in excess of bank balance 0 0 1,696 0 1,696
Proceeds from igsuance of long-term debt 649,352 0 0 v} 649,352
Principal payments on nates payable (1,775) 0 {10 0 {1,785)
Principal payments under capital l[sase obligations [+ 0 (473) 0 (473)
Distributions to minority interests of consolidated affiliates ] 0 {32,479) 0 {32,479)
Contributions from minority interast of consolidated
affillates 0 0 229 0 229
Proceeds from sale of equity interests of consolidated
affiliates 0 0 8,531 0 853
Repurchase of equily interests of consclidated affiliates 0 0 {4,646) 0 (4.646]
Member contributions 286,000 0 0 0 286,000
Change in intercompany advances {9,058} 2,720 6,336 0 0
Net cash used in financing activities of discontinued
operglions 0 0 {181} 1] [181)
Meat cash provided by (used In) financing actlvitles 924,521 2,720 (20,997} 1] 906,244
Change in cash and ¢ash equivalernts 13.853 8 17,630 0 31,491
Cash and cash equivalents at beginning of period 11,489 0 (815} 0 10,684
Cash and cash equivalents of disconlinued operations at
beginning of periad 0 0 1,047 ] 1,047
Less: Cash and cash squivalents of discontinued
__operations at end of peried 0 0 {1,022} 0 (1,022}
Cash and cash equivalents at end ol period § 25,352 8 $ 16,840 $ 0 $ 42,200
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Condensed Combined Statements of Cash Flows (Continued): .

Surgical Care Guaranior Non-Guarantor Elimination Consolidated
Affiliates, LLC Subsidiaries Subsidiaries Adjustments Total
Perlod from January 1, 2007 to June 29, 2007
(Predecessor) {In thoysands of U.S. dollars}
Net cash (used in) provided by operating activitles $ 0 $ {7.073) $ 63,781 $ 0 $ 56,708
Cash flows from investing activities
Capital expenditures 0 {100) {6,783) 0 {6.883)
Proceeds from disposal of assets 0 ] 95 0 95
Pracaeds Irom sale of eguity interests of nanconsolidated
affiliates 0 1,627 0 0 1,627
Repurchase of equity interests of nonconsolidated afiiliates 0 [3.502) 0 0 {3,502)
Capital conlribution 0 0 521 0 521
Decrease in cash related to conversion of consolidated
affiliated to equity method affiliales ] {938} 0 0 (oag)
6 0 3.678 0 3,678

Net change in restricted cash
Net cash provided by investing activities of discontinued

operations a 0 122 i) 122
Net cash used In Investing activities 0 {2913} {2367 0 {5,280}
Cash flows from financing activities

Checks issued in excess of bank balance 0 0 4,187 o 4,187
Proceeds from issuance of long-term debt 0 0 o 0 o
Principal payments on notes payable o H {3.055) 0 {1.055)
Principal payments under capital lease abligations 0 0 {460) 0 (450
Distributions to noncantrolling interests of consolidated {34,884)
affiliales 0 0 (34,884) 4]
Proceeds from sale of equity interests of consolidaled
affiliates Q 0 4,833 0 4,833
Repurchase of equily interests of consalidated affiliates 0 0 (4,472) 0 {4,472)
Change in inter-company advances ] 9,944 {27.283) 0 (17,339)
Net cash used in financing activities of discontinued

operations 0 0 {1,253} 0 {1.253)
Net cash provided by {used In) financing activities 1} 9,544 {60,367 o {50,443}
Change in cash and cash equivalents a {42} 1,027 0 985
Cash and cash equivalents at beginning of period a 50 11,730 0 11,780

Cash and cash equivalents of discontinued operations

at beginning of period 0 0 0 0 1
Less: Cagh and cash equivalents of discontinued

operatlons at end of period - 0 0 {2,081} 0 {2.081)
Cash and cash equivalents at end of period $ 0 $ 8 $ 10,676 $ 0 $ 10,684
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Report of Independent Auditors
To the Board of Directors and Member of Surgicaf Care Affiliates, LLC:

In our opinion, the accompanying consolidated balance sheets as of December 31, 2008 and 2007
and the related consolidated statements of operations, statements of changes in members' equity
and statements of cash flows for the year ended December 31, 2008 and the period from June 30,
2007 through December 31, 2007 present fairly, in all material respects, the financial position of
Surgical Care Affiliates, LLC ( a wholly owned subsidiary of ASC Acquisition, LLC) (the
"Successor™) at December 31, 2008 and 2007, and the results of its operations and its cash flows
for the year ended December 31, 2008 and the period from June 30, 2007 through December 31,
2007, in conformity with accounting principles generally accepted in the United States of America.
These financial statements are the responsibility of the Company's management. Our responsibility
is to express an opinion on these financial statements based on our audits. We conducted our
audits of these statements in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we ptan and perferm the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reascnable basis for cur opinion.

/s/PricewaterhouseCoopers LLP

Birmingham, Alabama
March 30, 2009
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Report of Independent Auditors
To the Board of Directors and Member of Surgical Care Affiliates, LLC:

In our opinion, the combined statements of operations, statements of changes in invested equity
and statements of cash flows for the period from January 1, 2007 through June 28, 2007, and for
the year ended December 31, 2006 , present fairly, in all material respects, the results of operations
of HealthSouth Surgery Centers Division (the “Predecessor”) and its cash flows for the period from
January 1, 2007 through June 28, 2007, and for the year ended December 31, 2006 in conformity
with accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note 12, on January 1, 2007, the Company adopted FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes.

/s/PricewaterhouseCoopers LLP

Birmingham, Alabama
March 30, 2008
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SURGICAL CARE AFFILIATES, LLC
Consolidated Balance Sheets
{In thousands of U. S. dollars)

DECEMBER 31 Decemeer 31
2008 2007
Assets
Current assets
Cash and cash equivalenis $ 74622 $ 42395
Restricted cash 21,819 26,420
Accounts receivable, net of allowance for doubtful accounts {2008 - $6,486; 2007 - $5,995) 78,026 75,451
Prepaid expenses 15,691 7.648
Other current assels 5.696 11,549
Current assets held for sale 0 583
Current asseis related to discontinued operations 438 2,155
Total current assets 166,292 166,201
Property and equipment, net of agcumulated depreciation (2008 - $26,091; 2007 - $12,650) 194,196 193,099
Goodwill : 659,893 642,155
Intangible assets, net of accumulated amortization {2008 - $16,599; 2007 - $5,025) 69,294 78,828
Deferred bond issue costs 15,832 18,431
investment in and advances to nonconsolidated affiliates 74,948 76,825
Assets held for sale o 1,721
Assets related 1o giscontinued operations 0 10,714
Other long-term assets 2,546 4,056
Total assets $ 1,213,002 $ 1,192,030
Liabllitles and Equity
Current llabiflities R
Current portion of long-term debt $ 5301 $ 4808
Checks Issued in excess of bank balance 9.827 10,309
Accounts payable 21,672 26,724
Accrued payroll 25,869 16,877
Agcrued interest 13,189 14,487
Accrued distributions 16,458 17,886
Payable to nonconsolidated affiliates 11,055 7,495
Refunds due patients and other third-party payors 4,646 3,623
Deferred income tax liability 2,497 789
Other current liabilities 15,823 14,519
Current liabilities held for sale 0 447
Current liabilities related to discontinued operations 174 1,462
Total current liabilities 126,511 119,426
Long-term debt, net of current portion 704,200 677,057
Deferred income tax liability 34,337 7.278
Professional liability risks 4,205 1,380
Liabilities held for sale o 4
Other long-term liahilities 21,592 11,816
Toial liabilities 890,845 816,961
Commitments and contingent liabilities — Note 15
Minarity interest in equity of consclidated affiliates 134,304 123,088
Members' equig;
Contributed capital 288,215 286,408
Other comprehensive loss {14,082) (5.463)
Accumulated deficit [86,280) [29,052)
Total members’ equity 187,853 251,981
Total liabilities and equity $ 1,213,002 $1,192,030

See Notes to Consoiidated and Combined Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Operations for the Year Ended December 31, 2008
and for the Perlod June 30, 2007 to December 31, 2007 {Successor) and

Combined Statements of Operations for the Period January 1, 2007 to June 29, 2007
and for the Year Ended December 31, 2006 (Predecessor)
{In thousands of U. S. dollars}

YEAR PERIOD PERICD YEAR
ENDED JUNE 30~ JANUARY 1 — ENDED
DECEMBER DECEMBER 31 JUNE 29 DECEMBER 31
2008 2007 2007 2006
{Successor} {Successor) {Pradecessor) {Predecessor)
Net operating revenues $708.424 $325,810 $341058 $ 677,537
Operating expenses:
Salaries and benefits 241,526 114,751 119,450 232,933
Supplies 157,906 76,768 75,729 156,072
Cther operating expenses 118,788 55,952 49,834 98,806
Depreciation and amortization 37,417 18,562 13,618 29,108
Cccupancy costs 30,190 14,214 13,544 27,741
Provision for doubtful accounts 16,000 6,045 6,195 12,532
Impairment of intangible and {ong-lived assets 3.800 72 o 1,189
Professional and medical director fees 10,149 3,926 3,561 7,162
Loss (gain) on disposal of assets 568 95 {1,527) (2,666)
Government, class action, and related settlements expense 0 0 {9,204) 36,844
Professional fees—accounting, tax, and legal 0 0 3,599 24,204
Total operating expenses 616,344 290,385 274,799 623,895
Interest expense 57,279 30,302 2,245 4,603
Interest income {1,438) (863) {3,369) {5,354)
Loss (gain) on sale of investments 2,682 382 {6,297) 897
Equity in net income of nonconsolidated affiliates {13,845) (5.869) (5.659) (12,099}
Mincrity interest in earnings of consolidated affiliates 75,271 29,701 35,018 59,329
{Loss) income from continuing operations before income
tax expense (27,869) (18,228) 44 321 6,266
Provision for income tax expense 26,858 8,188 17,267 17,196
{Loss) income from continuing operations {54,727 (26,416) 27.054 (10,930}
Loss from discontinued operations, net of income tax expense {2,501) {2,636) (6,381) {2,242)
Net {foss) income $(57,228) $ {29,052) $ 20,673 $ (13,172)

See Notes to Consolfidatad and Combinead Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Changes in Members’ Equity and Comprehensive Loss for the
Year Ended December 31, 2008 and {for the Period June 30, 2007 to December 31, 2007
{in thousands of U. S. dollars)

Accumulated

Cther Total Total
Contributed Comprehensive Accumulated Membars’ Comprehenslve
Capital Loss Deflcit Equity Loss
Balance at June 30, 2007 $ 0 $ 0 $ 0 $ 0 $ 0
Original contributed capital 279,000 0 0 279,000 0
Net loss 0 0 {29,052} (29,052) {29,052)
Other comprehensive loss o {5,463) 0 (5,463) (5,463)
Stock compensation 496 0 0 496 0
Additional contributigns 7,000 0 0 7,000 0
Balance at December 31, 2007 286,496 (5,463) {29,052) 251,981 {34,515)
Net loss 0 0 (57,228) (57.228) {57,228}
Cther comprehensive loss 0 {8,619) 0 (8,619} {8,619)
Stock compensation 1,719 0 0 1,719 0
Balance at December 31, 2008 $ 288,215 $ (14,082 $ (86,280)  § 187,853 $ (65,847)

See Notes to Consolidated and Combined Financial Staterments.
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SURGICAL CARE AFFILIATES, LLC
Combined Statements of Changes in (nvested Equity
For the Period January 1, 2007 to June 29, 2007 and for the
Year Ended December 31, 2006 (Predecessor)
(In thousands of U. S. doltars)

HealthSouth's

Net

Investment
Balance at December 31, 2005 $ 614,355
Net loss {13,172)
Net advances to HealthSouth {49,186)
Balance at December 31, 2006 551,997
Net income 20,673
Net advances to HealthSouth {7,687)
Balance at June 29, 2007 $ 564,983

See Notas to Consolidated and Combined Financial Statements.
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SURGICAL CARE AFFILIATES, LLC

Consolidated Statements of Cash Flows for the Year Ended

December 31, 2008 and for the Period

June 30, 2007 to December 31, 2007 {Successor) and

Combined Statements of Cash Flows for the Period January 1, 2007 to

June 29, 2007 and for the Year Ended December 31, 2006 (Predecessor)
{In thousands of U. S. dollars)

YEAR PERIOD PeRioD YEAR
ENDED JUNE 30 - JANUARY 1 = ENDED
DECEMBER 31 DecEMBER 31 JuNE 29 DeCEMBER 31
2008 2007 2007 2006
{Successor) {Successor {Predecessor) {Predecessar)
Cash flows from operating activities
Net (loss) income ${57,228} ${29,052) $20,673 ${13,172)
Loss fraom discontinued operalions 2,501 2,636 6,381 2,242
Adjusiments to reconcile net {loss} income 1o net cash provided by
operaling activities
Provision for doubtful accounts 16,000 6,045 6,185 12,532
Government, class action, and related setilements expense 0 0 {9.204) 36,844
Degreciation and amortization 37,417 18,562 13618 29,108
Amortization of deferred issuance costs 2,584 1,276 0 0
Impairment of intangible and long-lived assets 3,800 72 o 1,189
Realized investment losses {gains) on sale of investments 3.405 2,047 {6,297) 1,105
Loss (gain) on disposal of assels 568 95 {1,527} {2,666)
{Gain) ioss on syndication of limited partnership interests {723) {1,665) 0 {208)
Equity in net income of nonconsolidated affiliates {13,845) {5,868) {5,659) {12,099)
Minority interests in earnings of consolidated affiliates 75271 29,701 35,018 59,328
Distributions {rom nonconsolidated affiliates 12,729 10,702 5,699 7,838
Dslerred income tax 28,767 8,067 15,547 21,473
Stock Cempensation 1,719 496 0 1,900
{Increase) decrease in assels
Accounts receivable {15,038] {8,195) (3,152) {13,466}
Qther assets 7,795 11,491 2.514 {13,188}
{Decrease) increase in Labilities
Accounis payable (5,532} 10,345 {2.821) (839)
Accrued payrolt 8,728 5,001 {332) 3,381
Accrued interast {1,302) 14,384 121 {72)
RAatunds due patlents and other third-party payors 1,019 {104} {25) {8,620)
Professicnal liability risks 2,825 1,380 0 (2.844)
Other lizbilities (1,367) (23,932} {6,411} {10,033)
Other, net 236 683 0 (31
Neit cash (used in} provided by operating activities of discontinued operations {14,392) 114 (13.630) {8.014)
Net cash provided by operating activitias 95,937 54,280 56,708 91,889
Cash flows from Investing activities
Capital expenditures (36,546) {13,103} {7.150) {22,448)
Proceeds from disposal of assets 1,719 0 95 1,183
Proceeds from sale of equity interests of nonconsolidated affiliates 0 400 1,627 2.997
Procesds from sale of equity interests of consolidated affiliates 8,955 8,531 4,833 22,346
Advances to nonconsolidated affiliates 0 (250) 0 {662)
Repurchase of eguity interesis of nonconsofidated affiliates ] 0 {3,502) {100)
Repurchase of equity interests of conseclidaled affiliates {5.767) {4,646) (4,472] {9,865)
Capital contribution 0 0 521 0
Decreass in cash refated to conversion of consolidated affiliales to equity
method affiliates (971) 0 {938) {1,595)
Increase in cash related to conversion of consolidated affillates to equity
method affiliates 346 0 v] {103)
Net change in restricted cash 4,601 7.016 3,678 16,224
Nei settlements on interest rate swap {2,871} 342 0 V]
Other investing aclivities, net (47} {213} 0 380
Businass acquisitions {7,529) {923,245} o Q
Net cash provided by invesling activities of discontinued operalions 17,760 20 389 23,376
Net cash {uged in) provided by investing activities $(20,350) {925,148} $ (4,919) $31,733
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SURGICAL CARE AFFILIATES, LLC
Consolidated Statements of Cash Flows for the Year Ended
December 31, 2008 and for the Period
June 30, 2007 to December 31, 2007 (Successor) and
Combined Statements of Cash Flows for the Period January 1, 2007 fo
June 29, 2007 and for the Year Ended December 31, 2006 (Predecessor)

{Continued)
(In thousands of U. S. dollars}

YEAR PERICD PERICD YEAR
ENCED JUNE 30 - JANUARY 1= ENDED
DECEMBER 31 DECEMBER 31 JuNE 29 DECEMBER 31
2008 2007 2007 2006
{Successor) {Successor} | {(Predecessor)  (Predecessor}
Cash flows from financing activitlos
Checks issued in excess of bank balance § (482) $ 1,698 5 4187 $ (6836}
Proceeds from issuance of long-term debt, net of issuance costs 30,000 649,352 0 4,747
Principal payments on notes payable (3,849) {1.785) {1.055) {2,711}
Principal payments under capital lease obfigations {1.489) {473) {460} {1.757)
Distributions to minority interests of consolidated affiliates (68,931} (32,478} {34 884} {61,751}
Contributions from minarity interests of consolidated affiliates 579 229 0 0
Mernber contributions 0 286,000 0 0
Net advances to HealthSouth 0 0 {17,339) {48,324}
Net cash used in financing activilies of discontinued operations 0 (181) [1.253) {3,401)
Net cash (used in) provided by financing activities {44 172) 502,359 (50,804) {120,033}
Change in cash and cash aqulvalents 31,415 31,491 985 3,589
Cash and cash equivalents at beginning of perliod 42,395 10,924 11,780 7,019
Cash and cash equivalents of discontinued operations at beginning of
period 828 808 o 1,172
Less: Cash and cash equivatents of discontinued operatiens at end of
period {16) _ {828) {1.641) 0
Cash and cash equivalents at end of period $ 74622 $ 42395 § 10,924 $ 11,780
Supplemental cash flow information:
Cash paid during the year for interest $55,876 $15,021 $2,13¢ $4,681
Supplemental schedule of noncash Investing and financing activities
Property and equipment acquired through capital leases $ 1,133 $ 0 5 0 $§ 0O
Termination of and adjustments ic capital leases a7 25 0 1,729
Goadwill from repurchase af equity interests in joint venture entities 1,501 2,162 4,418 4,345
Goodwill attributable to sale of surgery centers 3,187 2,965 0 0
Goodwill attributable 10 held-for-sale surgery centers Q 587 0 0
Net investiment in consolidated affitiates that became eguity method facilities 699 0 1,011 {1,771}
Net investment in equily method facilities that became consolidated affiliates 5,000 ] 0 357
Minority interest associated with conversion of consolidated affiliates to equily
method affiliates 1,384 0 2,924 237
Assel iransfers from (1o} other HeallhSouth divisions 0 0 8342 (3,868)
Net noncash advances from HealthSouth 0 0 1,311 3,006
Other 0 0 3,194 0

See Notes lo Consolidated and Combined Financial Statements.
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SURGICAL CARE AFFILIATES, LLC
Notes to Consolidated and

Combined Financial Statements
{Amounts in tables are in thousands of U. S. dollars unless otherwise indicated)

Unless the context otherwise indicates or requires, the terms "SCA," ‘we,” 'us,” "our,” "Successor,”
and “Company” refer to Surgical Care Affiliates, LLC and its subsidiaries. However, with respect to
periods prior to June 30, 2007, such references are to the HealthSouth Surgery Centers Division
{or, the "Predecessor”}).

1. DESCRIPTION OF BUSINESS
Nature of Operations and Ownership of the Company

Surgical Care Affiliates, LLC, a Delaware limited liability company, was formed @n
June 28, 2007, primarily to own and operate a network of ambulatory surgery centers {"ASCs”) and
surgical hospitals in the United States of America. On June 29, 2007, the Company, which
previously comprised the Surgery Centers Division of HealthSouth Corporation, was purchased by
and became a wholly-owned subsidiary of ASC Acquisition LLC ("ASC Acquisition” or the “Parent™),
a Delaware limited liability company which is owned by an investor group that includes TPG
Partners V, L.P. (*TPG"), members of our management and other investors. This transaction,
including the specific terms and financing of the purchase, is further described in Note 2, Purchase
Transaction. As of December 31, 2008, the Company, which is headquartered in Birmingham,
Alabama, operated 125 ASCs and three surgical hospitals in 32 states, with a concentration of
facilities in California, Texas, Florida, North Carclina and Alabama. The Company's ASCs
specialize in short-term care and primarily provide non-emergency surgical and other procedures in
several specialties, including orthopedics, ophthalmology, gastroenterology, pain management,
otolaryngology (ear, nose and throat, or ENT), urclogy, and gynecology. Qur ASCs provide the
facilities and medical support staff necessary for physicians to perform such procedures.
Physicians perform same-day surgical procedures at our ASCs; at our three surgical hospitals,
physicians perform a broader range of surgical procedures and patients may stay up to three days.
During 2008, seven facilities were sold or closed and two facilities were acquired.

Business Structure

We operate our facilities through strategic relationships with physicians and, in some cases,
with healthcare systems that have strong local market positions and reputations for clinical
excellence. Of the 128 facilities operated by the Company as of December 31, 2008, the Company
consolidates the results of 107 facilities, accounts for 20 facilities under the equity method, and
holds no ownership in the remaining facility, which contracts with SCA to provide management
services. The Company's ASCs are operated as general partnerships, limited pannerships or
limited liability companies in which the Company serves as the general partner, limited partner,
member, or managing member. The majority of our facilities are jointly owned with local
physicians; althcugh in some cases, local healthcare systems participate in the venture.

Basis of Preseniation

The Company maintains its books and records on the accrual basis of accounting, and the
accompanying consolidated and combined financial statements (together the financial statements”)
have been prepared in accordance with accounting principles generally accepted in the United
States of America ("U.S. GAAP") and include the assets, liabilities, revenues, and expenses of all
wholly-owned subsidiaries and majority-owned subsidiaries over which we exercise control and,
when applicable, entities in which we have a controlling financial interest.
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Due to the purchase transaction described above and in Note 2, the Company's financial
position and results of operations prior to the purchase are presented separately in these financial
statements as "Predecessor” financial statements, while the Company’s financial position and
results of operations following the purchase are presented as “Successor” financial statements.
Due to the nature and terms of the purchase, which substantially increased the Company’s debt
and interest expense, and the revaluation of assets and liabilities as a result of purchase
accounting ang the allocation of certain costs in the prior periods presented, the Predecessor
financial statements are not comparable with the Successor financial statements in certain
respects.

The combined financial statements of the Predecessor have been derived from the financial
statements and accounting records of the Predecessor using the historical results of operations and
historical basis of assets and liabilities of the Predecessor's operations. We believe the allocations
underlying the combined financial statements are reasonable. However, the combined financial
statements included herein may not necessarily represent what the Predecessor's financial
positien, results of aperations, and cash flows would have been had the Predecessor operated as a
stand-alone entity during the periods presented.

Additionally, the Predecessor's combined financial statements include allocations of certain
HealthSouth Corporation ("HeaithSouth®) corporate expenses of $11.7 million and $93.6 million for
the period January 1, 2007 to June 29, 2007 and the year ended December 31, 2006, respectively.
Approximately $20.9 million and $56.8 million of these costs for the period January 1, 2007 to
June 29, 2007 and the year ended December 31, 2006, respectively, represent the Predecessor's
allocated administrative expenses such as acceunting, internal controls, legal, information
technology services, a pro rata share of the occupancy costs of the corporate office facilities, and
certain professional fees. Allocations of administrative expenses were made primarily based on a
percentage of revenues, physical operating locations, or full-time equivalent employees, which we
believe represents a reasonable allocation methodolegy. Some comporate services, such as
information technology, legal services, and corporate aircraft, were recorded in the Predecessor's
combined financial statements based on usage. The remaining allocations inciuded in the
Predecessor's combined financial statements represent charges associated with government, class
action and related settlements (see Note 15, Commitments and Contingent Liabilities.) The
allocated expenses related to government, class agtion and related settlements amounted to a
$9.2 million gain for the period January 1, 2007 to June 29, 2007 compared to expenses of
$36.8 million for the year ended December 31, 2006. During the reconstruction and restatement
period of HealthSouth's historical financial statements, it was determined that the equity balances of
certain of their partiners had been historically overstated. During the period January 1, 2007 to
Jung 29, 2007, HealthSouth favorably settled with certain of these partners. The reduction of equity
balances of the parners resulted in an approximate $9.2 million gain. The expense in 2006
primarily related to an allocation by HealthSouth related to settlement negotiations with certain of
the Predecessor's subsidiary partnerships related to the restatement of their historical financial
statements. We believe the allocated amount of these services is a reasonable representation of
the services performed or benglited by the Predecessor as a segment of HealthSouth. However,
these allocations and estimates are neither necessarily indicative of the costs and expenses that
would have resulted if the Predecessor had been operated as a stand-alone entity, nor necessarily
indicative of the costs and expenses of SCA going forward.
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2, PURCHASE TRANSACTION

Purchase of the Company

Pursuant to a definitive stock purchase agreement dated as of March 25, 2007 (the
"Purchase Agreement”), between ASC Acquisition and HealthSouth, the Company became a
wholly-owned subsidiary of ASC Acquisition on June 29, 2007 (the “Transaction”).

The purchase was financed by:
+ an investment of cash by TPG and other equity investors of $270.0 million,
+ borrowings by the Company of $355.0 million in new senior secured credit
facilities; and
» the issuance by the Company of $150.0 million in aggregate principal amount of
10% senior subordinated notes, due 2017, and $150.0 million in aggregate
principal amount of 8.875% / 9.625% senior PIK-election notes, due 2015.

The Transaction was accounted for under the purchase methed of accounting prescribed by
Statement of Financial Accounting Standards No. 141, Business Combinations ("SFAS 141%).
SFAS 141 requires that the total purchase price be allocated to the assets acquired and liabilities
assumed based on their fair values at the acquisition date. The $905.4 million purchase price was
allocated to the Company's specific identifiable tangible and intangible assets and liabilities
assumed based on their fair values at the acquisition date, with the remainder allocated to goodwill.
The Company's allocation of the purchase price was adjusted during the first six months of 2008,
and finalized on June 30, 2008,
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The funding sources and the allocation of the $905.4 million aggregate purchase price to
the specific identifiable tangible and intangible assets and liabilities are as follows (in thousands):

Equity contributions from investors $ 270,046
Proceeds from borrawings, net of issuance costs of $19.7 million 635,352
Purchase price allocated $ 905,398

Fair value of net tangible and intangibte assets and fiabilities acquired (in thousands):

ASSETS
Cash and cash equivalents $ 14,281
Current portion of restricted cash 33,437
Accounts receivable 74,178
Other current assets 27,816
Property and equipment 199,947
Intangible assets 84,063
Investment in and advances to nonconsolidated affiliates 88,680
Other long-term assets 5,246
527648
LIABILITIES
Current portion of long-term debt 1,599
Accounts payable - 17,577
Accrued liabilities 12,344
Accrued interest payable 106
Refunds due patients and other third-party payors 3,892
Qther current liabilities 53,685
Long-term debt, net of curreni portion 13,008
QOther long-term liabflities 13,175
116,286
Minority interest in equity of nonconsolidated affiliates 137,774
NET ASSETS ACQUIRED 273,588
Goodwill 631,810
_$905,398

Acquired intangible assets consist of the following {dollar amounts in thousands):

Estimated
Value at Weighted-Average

June 29, 2007 Useful Lify
Certificates of Need $25,384 15 years
Management Agreements 35,000 15 years
Licenses 9,413 15 years
Non-Compete Agreements 12,807 2 years
Favorable Lease Obligations 1,459 5 years

$84,063 13 years

In connection with the Transaction, TPG contributed an additional $9.0 million for working
capital purposes, and the Company incurred approximately $19.7 millicn of fees related to debt
issuance costs which are being amortized into interest expense over the term of the debt. Goodwill
associated with this transaction is expected to be deductible for tax purposes.
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Fort Warth Acquisition

As a part of the Transaction, HealthSouth agreed to sell two ASCs in Fort Worth, Texas to
us, However, at the date of the closing, there was a court order enjoining the transfer of these two
facilities to us, and, as a result, HealthSouth could not legally transfer those facilities to us at that
time. During the third quarter of 2007, the court order was vacated, and the purchase of these two
facilities from HealthSouth was completed by the Company for a net purchase price of
$21.2 million. The results of operations for these two facilities are included in the Company's
consolidated resulis of operations beginning August 1, 2007.

This transaclion was also accounted for under the purchase method of accounting
prescried by SFAS 141. The funding sources and the allocation of the $21.2 million aggregate
purchase price to the specific identifiable tangible assets and liabilities are as follows (in
thousands):

Equity contributions from investors $& 7,000
Proceeds from borrowings 14,000
Cash on hand 242
Purchase price allocated $ 21,242

Fair value of net tangible assets and liabilities acquired {in thousands):

ASSETS
Cash and cash equivalents $§ 847
Accounts receivable 601
Property and eguipment 2,079
3,527

LIABILITIES

Accounts payable 189
Accrued liabilities 145
Refunds due patients and other third-party payors 19
Other current liabilities 266
629
Mingrity interest in equity of nonconsolidated affiliates 211
NET ASSETS ACQUIRED 727
Goodwill 20,515

$ 21,242
Goodwill associated with this transaction is expected to be deductible for tax purposes.

Pro Forma Consclidated Results of Operations {(Unaudited)

Following are the unaudited pro forma results for the periods presented as if these
transactions had occurred on January 1 of each year {in thousands):

Year Ended
December 31
2007 2006
{(Unaudited]
Net operating revenues $ 667,549 $ 677,537
Net loss $ (8,231) $ (13,172}
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The above pro forma information is presented for informational purposes only and is not
necessarily indicative of the results of operations that actually would have been achieved had the
transactions been consummated as of January 1 of each such year, nor is the pro forma
information intended fo be a projection of future results.

Marin Acquisition

On August 1, 2008, SCA purchased a 51% ownership interest in Marin Specialty Surgery
Center, LLC ("Marin Specialty”), which is the sole owner of Marin Health Ventures, inc (*Marin
Health"). The Marin Specialty acquisition provided the opportunity of adding a multi-specialty
surgery center with an attractive case mix and geographic footprint. This entity is consolidated for
financial reporting purposes. The total purchase price paid by SCA was $8.2 million. Net assets of
Marin Health Ventures, Inc. at August 1, 2008 were approximately $1.7 million. Goodwill and other
intangible assets recorded by SCA at the acquisition date were approximately $5.4 million and
$1.9 million, respectively, based on preliminary estimates of the fair value of identifiable tangible
and intangible assets and liabilities acquired. The purchase price of Marin Specialty was largely
determined on the basis of management’s expectations of future earnings and cash flows of Marin
Health, resulting in the recognition of goodwill. Future adjustments may occur as these preliminary
estimates are finalized. No pro-forma information is disclosed herein as this is not considered o be
a material business combination as it relates to SCA.

Post-Transaction Regulatory Approvals

Prior to the Transaction on June 29, 2007, HealthSouth was unable to obtain regulatory
approvals for the change in control from HealthScuth to us of six of HealthSouth's ASCs in [linois.
We entered into management arrangements with HealthSouth that erabled us to close the
Transaction before the receipt of such regulatory approvals, while placing us in approximately the
same economic position that we would have occupied had all required approvals been obtained
prior to closing. We obtained regulatory approval of the change in control over five of the six
HealthSouth ASCs in lllingis on January 28, 2008. The five facilities were transterred to us on
February 1, 2008. The sixth ASC has an outstanding relocation project, and HealthSouth and SCA
have been advised to wait to file the change in control application for that particular facility until that
project is completed, which we expect to occur during the second quarter of 2009. We have
reached an agreement with HealthSouth to work to secure the necessary approvals needed to
complete the relocation process by June 29, 2009, and expect that, provided we receive the
necessary approvals, ownership of this facility will be transferred to us from HealthSouth by such
date. In the interim, we will maintain our management arrangement with HealthSouth with respect
to the facility. ¥ Hlincis regulators refuse to approve cur application, we will be entitled to a
purchase price adjustment from HealthSouth, plus payment of our pro-rated financing costs related
to the Transaction in respect to that ASC.

Option Agreement

In connection with the transaction, ASC Acquisition and HealthSouth entered intc an Option
Agreement whereby ASC Acquisition granted HealthScuth an option to purchase limited liability
company interests ("Units”) of ASC Acquisition constituting 5% of the Units issued and outstanding
as of the closing of the Transaction en a fully diluted basis, at a price egual to the original issuance
price of the units subscribed for by TPG in connection with the Transaction plus a 15% annual
premium, compounded annually. The Option is exercisable upon certain customary liquidity events
and includes customary tag-atong, drag-along and piggyback registration rights.
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3. SUMMARY CF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its
subsidiaries. All significant intercompany transactions and accounts have been eliminated. We
evaluate partially owned subsidiaries and joint ventures held in partnership form in accordance with
the provisions of American Institute of Certified Public Accountants Statement of Position 78-9,
Accounting for Investments in Real Estate Venlures, and Emerging Issues Task Force ("EITF")
Issue No. 98-8, Investor's Accounting for an Investment in a Limited Partnership When the Investor
Is the Sole General Partner and the Limited Partners Have Certain Approval or Velo Rights, 1o
determine whether the rights held by other investors constitute *important rights” as defined therein.

For general panners of all new limited partnerships formed, and for existing limited
parnnerships for which the partnership agreements were modified on or subsequent to
June 29, 2008, we evaluvate partially owned subsidiaries and joint ventures held in partnership form
using the guidance in EITF Issue No. 04-5, Deterrnining Whether @ General Partner, or the General
Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners
Have Certain Rights, which includes a framework for evaluating whether a general partner or a
group of general pariners controls a limited partnership and therefore should consolidate it. The
framework includes the presumption that general partner control would be evercome only when the
limited partners have certain rights. Such rights include kick-out rights, the right to dissolve or
liquidate the partnership or otherwise remove the general partner “without cause,” or participating
rights, which include the right to effectively participate in significant decisions made in the ordinary
course of the partnership’s business.

For partially owned subsidiaries or joint ventures, we consider the guidance of FASB
Statement No. 94, Consolidation of All Majority-Owned Subsidiaries, and EITF issue No. 96-16,
investor’s Accounting for an Iinvestee When the Investor Has a Majority of the Voting interest but
the Minority Shareheolder or Shareholders Have Certain Approval or Velo Righis, and, in particular,
whether rights heid by other investors would be viewed as “participating rights” as defined therein.
Tao the extent that any mingrnty investor has important rights in a partnership or participating rights in
a corporation that inhibit cur ability to conifrot the entity, including substantive veto rights, we
generally will not consolidate the entity.

We also consider the guidance in FASB Interpretation No. 46 (Revised), Consolidation of
Variable Interest Entities ('FIN 46"). As of December 31, 2008, we have one arrangement ot
refationship where FIN 46 is applicable.

We use the equity method to account for our investments in entities we do not control, but
where we have the ability to exercise significant influence over operating and financial policies.
Consclidated net income includes our share of the net earnings of these entities. The difference
between consolidation and the equity method impacts certain of our financial ratios because of the
presentation of the detailed line items reported in the consclidated financial statements for
consolidated entities compared 1o a one line presentation of equity method investments.
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Reclassifications

Certain amounts in the combined financial statements for prior periods have been
reclassified to conform to the current period presentation. Such reclassifications relate to certain
ASCs, which were not acquired in the Transaction, and facilities we have closed or solg subsequent
to the Transaction, which qualify for reporting as discontinued operations under Financial
Accounting Standards Board Statement No. 144, Accounting for the impairment or Disposal of
Long-Lived Assets (“SFAS 144",

{Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reporied amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. The most significant estimates include, but are not limited to:
(1) allowance for contractual revenue adjustments; (2) allowance for doubtful accounts; {3) asset
impairments, including goodwill; {4) depreciable lives of assets; (5) useful lives of intangible assets;
(6) economic lives and fair value of leased assets; (7) provision for income taxes, including
valuation allowances; (8) allocations of certain HealthSouth corperate expenses; (9) reserves for
contingent liabilities; and (10) reserves for lpsses in connection with unresolved legal matters.
Future events and their effects cannot be predicted with certainty; accordingly, our accounting
estimates require the exercise of judgment. The accounting estimates used in the preparation of
our consolidated financial statements will change as new events occur, as more experience is
acquired, as additipnal information is obtained, and as our operating environment changes. We
evaluate and update cur assumgptions and estimates on an ongoing basis and may employ outside
experts ‘o assist in our evaluation, as considered necessary. Actual results could differ from those

estimates.
Risks and Uncertainties

SCA operates in a highty regulated industry and is required to comply with extensive and
complex laws and regulations at the federal, state, and local government levels. These laws and
regulations relate to, among other things:

¢ licensure, certification, and accreditation,

* coding and billing for services,

relationships with physicians and other referral sources, including physician seif-referral
and anti-kickback laws,

quality of medical care,

use and maintenance of medical supplies and equipment,

maintenance ang security of medical records,

acquisition and dispensing of pharmaceuticals and controlled substances, and

dispasal of medical and hazardous waste.

Many of these laws and regulations are expansive, and we do not have the benefit of
significant regutatory or judicial interpretation of them. In the future, different interpretations or
enforcement of these laws and regulations could subject our current or past practices to allegations
of impropriety or illegality or could require us to make changes in cur investment structure, facilities,
equipment, personnel, services, capital expendilure programs, operating procedures and
confractual arrangements.
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If we fail 1o comply with applicable laws and regulations, we could be subjected to liabilities,
including {1) criminal penalties, {2) civil penalties, including monetary penalties and the less of our
licenses to operate one or mere of our ASCs and hospitals, and (3) exclusion or suspension of one
or mere of our ASCs and hespitals from participation in the Medicare, Medicaid, and other federal
and state healthcare programs.

Historically, the United States Congress and some siate legislatures have periodically
proposed significant changes in regulations governing the healthcare system. Many of these
changes have resulted in limitations on and, in some cases, significant reductions in the levels of
payments to healthcare providers for services under many government reimbursement programs.
Because we receive a significant percentage of our revenues from Medicare, such proposed
changes in legislation might have a material adverse effect on our financial position, results of
operations, and cash flows, if any such changes were to occur.

]

As discussed in Note 15, Commitments and Contingent Liabilities, we are a pary to a
number of lawsuits, We cannot predict the outcome of litigation filed against us. Substantial
damages or other monetary remedies assessed against us could have a material adverse effect on
our business, financial position, results of operations, and cash flows.

Revenue Recognition

Revenues consist primarily of net patient service revenues that are recorded based upon
established billing rates less allowances for contractual adjustments. Revenues are recorded during
the period the healthcare services are provided, based upon the estimated amounts due from
patients and third-party payors, including federal and state agencies (under the Medicare and
Medicaid programs), managed care health plans, commercial insurance companies, and
employers. Estimates of contractual allowances under third-party payor arrangements are based
upon the payment terms specified in the related contractual agreements. Third-party payot
contractual payment terms are generally based upon predetermined rates per procedure or
discounted fee-for-service rates.

During the years ended December 31, 2008, 2007, and 20086, approximately 61%, 61%, and
60%, respectively, of our net operating revenues related to patients participating in managed care
and other discount plans. The managed care industry is highly competitive and healthcare services
providers are under increasing prassure 1o accept reduced reimbursement for services on these
contracts. Continued reductions could have a material adverse impact on our financial position,
results of operations, and cash fiows.

During the years ended December 31, 2008, 2007, and 2006, approximately 22%, 22%, and
21%, respectively, of our net operating revenues related to patients padticipating in the Madicare
and Medicaid programs. Laws and regulations governing the Medicare and Medicaid programs are
complex, subject to interpretation, and are routinely modified for provider reimbursement. The
Centers for Medicare and Medicaid Services ("CMS") has been granted authority to suspend
payments, in whole or in part, 1o Medicare providers if CMS possesses reliable information that an
overpayment, fraud, or willful misrepresentation exists. If CMS suspects that payments are being
made as the result of fraud or misrepresentation, CMS may suspend payment at any time without
providing us with prior notice. The initial suspension period is limited to 180 days. However, the
payment suspension petiod can be extended almost indefinitely if the matter is under investigation
by the United States Depantment of Health & Human Services Office of Inspector General {the
“OIG") ar the Depariment of Justice {the “DOJ"). Therefore, we are unable to predict if or when we
may be subject to a suspensicn of payments by the Medicare andfor Medicaid programs, the
possible length of the suspension period, or the potential cash flow impact of a payment
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suspension. Any such suspension would adversely impact our financial position, results of
operations, and cash flows.
*

Cash and Cash Equivalents

Cash and cash equivalents include all demand deposits reduced by the amount of
outstanding checks and drafts where the right of offset exists for these bank accounts. As a result
of the Company's cash management system, checks issued but not presented to banks for
payment may create negative book cash balances. Such negative balances are included in current
liabilities as “checks issued in excess of bank balance” and totaled $3.8 million at
December 31, 2008, and $10.3 million at December 31, 2007. The Company has deposits with
certain financial institutions which exceed federally insured limits. The Company has reviewed the
creditworthiness of these financial institutions and we have not experienced any losses en such
deposits.

Restricted Cash

As of December 31, 2008 and December 31, 2007, we had approximately $21.8 million and
$26.4 million, respectively, of restricted cash in affiliate cash accounts maintained by partnerships
in which we participate where one or more external partners requested, and we agreed, that the
partnership’s cash not be commingled with other Company cash and be used only to fund the
operations of those partnerships.

Accounts Recelvable

We report accounts receivable at estimated net realizable amounts from services rendered
from federal and state agencies (under the Medicare and Medicaid programs), managed care
health plans, commercial insurance companies, workers’ compensation, employers, and patients.
Our accounts receivable are geographically dispersed, but a significant portion of our accounts
receivable are concentrated by type of payors. The concentration of net patient service accounts
receivable by payor class, as a percentage of total net patient service accounts receivable as of the
end of each of the reporting periods, is as follows:

As of December 31

2008 2007
Managed care and other discount plans 60% 60%
Medicare 17 19
Workers' compansation 14 13
Other third-party payors 5 3
Medicaid 3 3
Patients 1 2
Total 100% 100%

We recognize that revenues and accounts receivable from government agencies are
significant to our gperations; however, we do not believe there are significant credit risks associated
with these government agencies.
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We also recognize that revenue and accounts receivable from managed care and other
discount plans are significant to our operations. Because the category of managed care and other
discount plans is composed of numerous individual payors which are geographically dispersed, our
management does nct believe there are any significant concentrations of revenues from any
individual payor that would subject us to significant credit risks in the collection of our accounts
receivable.

Additions to the allowance for doubtful accounts are made by means of the Provision for
doubtiu! accounts. We write off uncollectible accounts against the allowance for doubtful accounts
after exhausting collection efforts and adding subsequent recoveries. Net accounts receivable
include only those amecunts we estimate we will collect.

Woe performed an analysis of our historical cash collection patterns and considered the
impact of any known material events in determining the allowance for doubtful accounts. In
performing our analysis, we considered the impact of any adverse changes in general economic
conditions, business office operations, payor mix, or trends in federal or state governmental
healthcare coverage. At December 31, 2008 and 2007, our allowance for doubtful accounts
represented approximately 7.7% and 7.4%, respectively, of the $84.5 million and $81.3 millicn,
respectively, total patient due accounts receivable balance. The increase in the allowance at
December 31, 2008 compared to December 31, 2007 is primarily the result of higher patient
revenue across our facilities, as well as the Company's upward adjusiment in early 2008 of the
reserve percentage used for doubtful accounts based on actual bad debt experience over the
previous 24-month period.

Long-Lived Assets

We report land, buildings, improvements, and equipment at cost, net of asset impairment.
We report assets under capital lease obligations at the lower of fair value or the present value of the
aggregate future minimum lease payments at the beginning of the lease term. We depreciate our
assets using the straight-line method over the shorter of the estimated useful life of the assets or
life of the lease term, excluding any lease renewals, unless the lease renewals are reasonably
assured. Useful lives are as follows:

Years
Buildings 15 to 30
Leasehold improvements 5020
Furniture, fixtures, and equipment 3to 10
Assets under capital lease obligations:
Real esiate 15t0 25
Equipment 3to 5

Maintenance and repairs of property and equipment are expensed as incurred. We
capitalize replacements and improvements that increase the estimated useful life of an asset. We
capitalize interest expense on major construction and development projects while in progress. No
interest was capitalized during the years ended December 31, 2008, 2007, and 2006.

We retain fully depreciated assets in properly and accumulated depreciation accounts until
we remove them from service. In the case of sale, retirement or disposal, the asset cost and related
accumulated depreciation balance is removed from the respective account, and the resulting net
ameount, less any proceeds, is included as a component of income from continuing operations in the
consolidated statements of operations. However, if the sale, retirement, or disposal involves a
discontinued operation, the resulting net amount, less any proceeds, is included in the results of
discontinued operations.
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We account for operating leases under the provisions of FASB Statement No. 13,
Accounting for Leases, and FASB Technical Bulletin No. 85-3, Accounting for Operating Leases
with Scheduled Rent Increases. These pronouncements require us to recognize escalated rents,
including any rent holidays, on a straight-line basis over the term of the lease for those lease
agreements where we receive the right to control the use of the entire leased property at the
beginning of the lease term.

Goodwill and Other Intangible Assets

We account for goodwill and other intangibfes under the guidance in FASB Statement
No. 141, Business Combinations (“SFAS 141"), FASB Statement No. 142, Goodwill and Other
intangible Assets ("SFAS 142"), and FASB Statement No. 144, Accounting for the impairment or
Disposal of Long-Lived Assels ("SFAS 144"},

Under SFAS 142, we test goodwill for impairment using a fair value approach. We are
required to tesf for impairment at least annually, absent some triggering event that would require an
impairment assessment. Absent any impairment indicators, we perform our goodwill impairment
testing as of October 1% of each year.

We recognize an impairment charge for any amount by which the carrying amount of
goodwill exceeds its implied fair value. We present a goodwili impairment charge as a separate line
item within income from continuing operations in the consolidated statements of operations, unless
the goodwill impairment is associated with a discontinued operation. [n that case, we include the
goodwill impairment charge, on a net-of-tax basis, within the results of discontinued operations.

We use discounted cash flows to establish the fair value as of the testing dates. The
discounted cash flow approach includes many assumptions related to future growth rates, discount
factors, future tax rates, etc. Changes in economic and operating conditions impacting these
assumptions could result in goodwill impairment in future periods. When available and as
appropriate, we use comparative market multiples to corroborate discounted cash flow results.
When we dispose of a hospital or an ASC, goodwill is allocated to the gain or loss on disposition
using the relative fair value methodotogy, as prescribed in SFAS 142,

In accordance with SFAS 142, we amortize the cost of intangible assets with definite useful
lives over their respective estimated useful lives to their estimated residual value. As of
December 31, 2008, none of our definite useful lived intangible assets has an estimated residual
value. We also review those assets for impairment in accordance with SFAS 144 whenever events
or changes in circumstances indicate we may not be able to recover the asset's carrying amount.
As of December 31, 2008, we do not have any intangible assets with indefinite useful lives. The
range of estimated useful lives of our other intangible assets is as follows:

Years
Certificates of need 15
Management agreements 15
Licenses 15
Noncompete agreements 2
Favorable lease obligations 5
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Impairment of Long-Lived Assets and Other inlangible Assets

Under the guidance in SFAS 144, we assess the recoverability of long-lived assets
{excluding goodwill) and identifiable acquired intangible assets with definite useful lives, whenever
evenls or changes in circumstances indicate we may not be able to recover the asset's carrying
amount. We measure the recoverability of assets to be held and used by a comparison of the
carrying amount of the asset to the expected net future cash flows to be generated by that asset,
or, for identifiable intangibles with definite useful lives, by determining whether the amortization of
the intangible asset balance over its remaining life can be recovered through undiscounted future
cash flows. The amount of impairment of identifiable intangible assets with definite useful lives, if
any, to be recognized is measured based on projected discounted future cash flows. We measure
the amount of impairment of other long-lived assets (excluding goodwill) as the amount by which
the carrying value of the asset exceeds the fair market value of the asset, which is generally
determined based on projected discounted future cash flows or appraised values. We present an
impairment charge as a separate line item within income from continuing operations in our
consolidated statements of operations, unless the impairment is associated with a discontinued
operation. In that case, we include the impairment charge, cn a net-of-tax basis, within the results
of discontinued operations. We classify long-lived assets to be disposed of cther than by sale as
held and used until they are disposed. We report long-lived assets to be disposed of by sale as
held for sale and recognize those assets in the balance sheet at the lower of carrying amount or fair
value less cost to sell, and cease depreciation.

investment In and Advances to Nonconsolidated Affiliates

Investments in entities we do not control, but in which we have the ability to exercise
significant influence over the operating and financial policies of the investee, are accounied for
under the equity method. Equity method investments are recorded at eriginal cost and adjusted
periodically to recognize our proportionate share of the investees' net income or losses after the
date of investment, additional contributions made and distributions received, and impairment losses
resulting from adjustments to net realizable value. We record equity method losses in excess of the
carrying amount of an investment when we guarantee obligations or we are otherwise committed to
provide further financial support to the affiliate.

Management periodically assesses the recoverability of our equity method investments for
impairment. We consider all available information, including the recoverability of the investment,
the earnings and near-term prospects of the affiliate, factors related to the industry, conditions of
the affiliate, and our ability, if any, to influence the management of the affiliate. We assess fair
value based on valuation methodologies, as appropriate, including discounted cash flows,
estimates of sales proceeds and external appraisals, as appropriate. If an equity method
investment or equity method goodwill is considered to be impaired and the decline in value is other
than temporary, we record an appropriate write-down.

Financing Costs
We amortize financing costs using the effective interest method over the lite of the related

debt. The related expense is included in Interest expense in our consolidated statements of
operations.

23

a5




Fair Value of Financial Instruments

FASB Statement No. 107, Disclosures about Fair Value of Financial Instruments, requires
certain disclosures regarding the fair value of financial instruments. Qur financial instruments
consist mainly of cash and cash equivalents, restricted cash, accounts receivable, accounts
payable, letters of credit, long-term debt, and an interest rate swap agreement. The carrying
amounts of cash and cash equivalents, restricted cash, accounts receivable, and accounts payable
approximate fair value because of the short-term maturity of these instruments. The fair value of
our letters of credit is deemed to be the amount of payment guaranteed on our behalf by third-party
tinancial institutions. We determine the fair value of our long-term debt based on various factors,
including maturity schedules, call features, and current market rates. We also use quoted market
prices, when avaifable, or discounted cash flows to determine fair values of long-term debt. The fair
value of our interest rate swap is determined using information provided by a third-party financial
institution and discounted cash flows.

Derivative Instruments

We account for derivative instruments under the guidance in FASB Statement No. 133,
Accounting for Derivative Instrumenis and Hedging Activities ("SFAS 133"), and its related
amendments in FASB Statement No. 137, Deferral of the Effective Date of FASB Statement
No. 133 ("SFAS 137"}, FASB Statement No. 138, Accounting for Certain Derivative Instruments and
Certain Hedging Aclivities—an Amendment of FASB Statement No.133 ("SFAS 138", and FASB
Statement No. 149, Amendment of Staternent 133 on Derivative Instruments and Hedging Activities
(“SFAS 149", SFAS 133 requires that all derivative instruments be recorded cn the balance sheet
at their fair value. Changes in the fair value of derivatives are recorded each period in current
earnings or in other comprehensive income, depending on whether a derivative is designated as
part of a hedging relationship and, if it is, depending on the type of hedging relationship.

As of December 31, 2008, we held interest rate swaps to hedge the interest rate risk on a
portion of our long-term debt. These swaps are designated as a cash flow hedge. Therefore, in
accardance with SFAS 133, all changes in the fair value of these interest rate swaps are reported in
other comprehensive income ¢n the Statement of Changes in Members' Equity. Net cash
settlements on our interest rate swaps are included in investing activities in our consolidated
statements of cash flows. For additicnal information regarding these intérest rate swaps, see
Note 8, Long-Term Debi.

Refunds Due Patlents and Other Third-Party Payors

Refunds due patients and other third-party payors of approximately $4.6 million and
$3.6 million as of December 31, 2008 and 2007, respectively, consist primarily of overpayments
received from our patients and other third-party payors. In instances where we are unable to
determine the party due the refund, these amounts may become subject to escheat property laws
and consequently payable to varicus tax jurisdictions.

24

AbO




Minority interest in Consolidated Affillates

The consolidated and combined financial statements include all assets, liabilities, revenues,
and expenses of less-than-100%-owned affiliates that we control. Accordingly, we have recorded
minority interest in the earnings and equity of such affiliates. We record adjustments to mingrity
interest for the allocable portion of income or less to which the minority interest holders are entitled
based upon their portion of the subsidiaries they own. Distributions to holders of minority interest
reduce the respective minerity interest holders’ balance.

We suspend allocation of losses to minority interest holders when the minority interest
balance for a particular minority interest holder is reduced to zero and the minority interest holder
does not have an obligation to fund such losses. Any excess loss above the minority interest
holders’ balance is not charged to minority interest but rather is recognized by us until the affiliate
begins earning income again. We resume adjusting minority interest for the subsequent profits
earned by a subsidiary only after the cumulative income exceeds the previously unrecorded losses,

Equity-Based Compensation

8CA's parent, ASC Acquisition, has two equity-based compensation plans that provide for
the granting of options to purchase membership units of ASC Acquisition to certain employees,
directors, service providers, and consultants of the Company and its affiliates. The Company
accounts for equity-based compensation in accordance with FASB Statement No. 123 (revised
2004), Share-Based Payment, (SFAS 123R). Under SFAS 123R, the fair value of equity-based
compensation is measured at the date of grant and recognized as expense over the employee’s
requisite service period. The Company accounts for equity instruments issued to non-employees in
accordance with the provisions of SFAS 123R and Emerging Issues Task Force (EITF) Issue No.
896-18, Accounting for Equity Instruments That Are Issued to Cther Than Employees for Acquiring,
or in Conjunction with Selling, Goods, or Services. These plans are described more fully in Note
10, Equity-Based Compensation.

Income Taxes

We provide for income taxes using the asset and liability method as required by FASB
Statement No. 109, Accounting for income Taxes. This approach recognizes the amount of federal,
state, and local taxes payable or refundable for the current year, as well as deferred tax assets and
liabilities for the future tax consequence of events recognized in the consolidated financiaf
statements and income tax returns. Deferred income tax assets and liabilities are adjusted to
recognize the effects of changes in tax laws or enacted tax rates.

Under FASB Statement No. 109, a valuation allowance is required whan it is more likely than
neot that some portion of the deferred tax assets will not be realized. Realization is dependent on
generating sufficient future taxable income. :

SCA is included in the consolidated federal income tax return of its parent, ASC. State
income tax returns are filed on a separate, combined, or consolidated basis in accordance with
relevant state laws and regulations. Partnerships, limited liability partnerships, limited liabifity
companies, and other pass-through entities that we consolidate or account for using the equity
method of accounting file separate federal and state income tax returns. We include the allocable
portion of each pass-through entity's income or loss in our federal income tax return, We allocate
the remaining income or loss of each pass-through entity to the other pariners or members who are
responsible for their porticn of the taxes.
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Assets Held for Sale and Results of Discontinued Operations

We account for assets held for sale and discontinued operations under SFAS 144, which
requires that a component of an entity that has been disposed of or is classified as held for sale and
has operations and cash flows that can be clearly distinguished frem the rest of the entity be
reported as assets held for sale and discontinued cperations. In the period a component of an entity
has been disposed of or classified as held for sale, we reclassify the results of operations for
current and prior periods into a single caption titled (Loss) income from discontinued cperations, net
of income tax expense. In addition, we classify the assets and liabilities of those components as
current and noncurrent assets and liabilities held for sale in our consolidated balance sheets. We
also classify cash flows related to discontinued operations as one ling item within each category of

cash flows in our consolidated statements of cash flows.

Assessment of Loss Contingencies

We have legal and other contingencies that could result in significant losses upon the
ultimate resolution of such contingencies. We have provided for losses in situations where we have
concluded that it is probable that a loss has been or will be incurred and the amount of the loss is
reasonably estimable. A significant amount of judgment is involved in determining whether a loss is
probable and reasonably estimable due 10 the uncertainty involved in determining the likelihcod of
future events and estimating the financial statement impact of such events. If further developments
or resolution of a contingent matter are not consistent with our assumptions and judgments, we
may need to recognize a significant charge in a future period related to an existing contingent
matter.

Recent Accounting Pronouncements

SFAS No, 141(R) ~ Business Combinations. In December 2007, the FASB issued FASB
Statement No, 141(Revised 2007), Business Combinations ("SFAS 141(R}"). SFAS 141(R)
contains significant changes in the accounting for and reporting of business acqguisiticns and it
continues the movement toward the greater use of fair values in financial reporting and increased
transparency through expanded disclosures. It changes how business acquisitions are accounted
for and will impact financial statements at the acquisition date and in subsequent periods. Fusther,
certain of the changes will infroduce more volatility into earnings and thus may impact a company’s
acquisition strateqgy. SFAS 141(R) was adopted by the Company on January 1, 2009 and will be
applied prospectively to business combinations for which the acquisition date is on or after January
1, 2009. In addition, SFAS 141(R) will impact the annual goodwill impairment test, performed as of
Octlober 1 of each year, associated with SCA acquisitions that close both before and after January
1, 2009.

SFAS No. 157 - Fair Value Measurements. |n September 20086, the FASB issued FASB
Statement No. 157, Fair Value Measurements ("SFAS 157"), which established a framework for
measwing fair value in GAAP and expanded disclosures about fair value measurements.
SFAS 157 was adopted by the Company on January 1, 2008 for financial assets and liabilities.
This adoption resulted only in additional disclosures in our interim and annual reports. There was
nc impact on our financial position, resuits of operations, or cash flows, For additional information,
see Note 8, Fair Value Measurements.
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FASB Staff Position ("FSP") No. FAS 157-1, Application of FASB Statement No. 157 to
FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair Value
Measuremenls for Purposes of Lease Classification or Measurement under Statement 13,
amended SFAS 157 to exclude SFAS 13, Accounting for Leases, and its related interpretive
accounting pronouncements that address leasing transactions. FSP No. FAS 157-1 did not change
our conclusions regarding the impact of SFAS 157 on our consolidated financial position, results af
operations, or cash flows.

FSP No. FAS 157-2, Effective Date of FASB Statement No. 157, deferred the effective date
of SFAS 157 for nonfinancial assets and liabilities that are recognized or disclosed at fair value in
the tinancial statements on a non-recurring basis, to fiscal years beginning after
November 15, 2008, or January 1, 2009 for SCA, and interim periods within those fiscal years.
SFAS 157 was adopted by the Company on January 1, 2009 for items within the scope of this FSP.
This adoption will result only in additional disclosures in our interim and annual reports issued for
periods beginning on or after January 1, 2009. There was no material impact on our financial
position, results of operations, or cash flows, nor do we expect SFAS 157 to significantly change
the way in which we currently disclose our nonfinancial assets and liabilities that are measured at
fair value. At a minimum, any impairments recognized or disclosed in the financial statements will
be required 1o include additional gquantitative and gualitative information regarding our fair value
measurements,

FSP No. FAS 157-3, Determining the Fair Value of a Financial Asset in a Market That Is
Not Active, amends SFAS 157 to provide guidance regarding the manner in which SFAS 157
should be applied and provides an example to illustrate key considerations in determining fair value
of a financial asset when there is no active market for such asset at the measurement date. This
FSP applies to financial assets within the scope of accounting pronouncements that require or
permit fair value measurements in accordance with SFAS 157 and became effective upon
issuance, including prior periods for which financial statements have not been issued. FSP No.
FAS 157-3 did not change our conclusions regarding the impact of SFAS 157 on our consolidated
financial position, results of operations, or cash flows,

SFAS No. 159 - The Fair Value Option for Financial Assets and Financial Liabilities.
In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial
Assets and Financial Liabifities (“SFAS 159", which provides companies with an option to report
selected financial assets and liabilities at fair value. The objective of the new standard is to improve
financial reporting by providing companies with the opportunity to mitigate volatility in reported
earnings caused by measuring related assets and liabilities differently without having to apply
complex hedge accounting provisions. The new standard establishes presentation and disclosure
requirements designed to facilitate comparisons between companies that choose different
measurement attributes for similar types of assets and liabilities. It also requires companies o
provide additional information that will help investors and other users of financial statements more
easily undersiand the effect of a company’s choice to use fair value on its earnings. The Statement
also requires entities to display the fair value of those assets and liabilities for which the company
has chosen to use fair value on the face of the balance sheet. SFAS 159 does not eliminate
disclosure requirements included in other accounting standards, including requirements for
disctosures about fair value measurements included in SFAS 157 and FASB Statement No. 107,
Disclosures about Fair Value of Financial Instruments, SFAS 159 is effective as of the beginning
of an entity’'s first fiscal year that begins after November 15, 2007, or January 1, 2008 for SCA. We
did not elect to apply the fair value option of SFAS 158 on January 1, 2008. Therefore, the
adoption of SFAS 159 had no impact on our consolidated financial position, results of operations, or
cash flows.
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SFAS No. 160 — Noncontrolling Interests in Consolidated Financial Statements, an
amendment of ARB No. 51. In December 2007, the FASB issued FASB Statement No. 160,
Nencontroliing interests in Consolidated Financial Statements, an amendment of ARB Ng. 51
(“SFAS 160"). SFAS 160 establishes accounting and reporting standards for minority interests in
our subsidiaries (recharacterized as noncontrolling interests and classified as a component of
equity) and for the loss of control or deconsolidation of a subsidiary. SFAS 160 was adopted by the
Company on January 1, 2009. The Statement will be applied prospectively; however, the
presentation and disclosure requirements of the Statement will be applied retrospectively for all
periods presented in our interim and annual reports issued for periods beginning on or after
January 1, 2009. We are still evaluating the impact of the adoption of SFAS 160 on our
consolidated financial position, results of operations, and cash flows. At a minimum, it will change
the manner in which we repart changes in noncontrolling interests in our noncensolidated aftiliates,
as well as for the loss of control or deconsolidation of a subsidiary.

SFAS No. 161 - Disclosures about Derivative Instruments and Hedging Activities, an
amendment of FASB Statement No. 133. In March 2008, the FASB issued FASB Statement
No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB
Statement No. 133 ("SFAS 161"). SFAS 161 is intended to help investers better understand how
derivative instruments and hedging activities affect an entity's financial position, operations, and
cash flows through enhanced disclosure requirements. SFAS 161 was adopted by the Company on
January 1, 2009. The Statement encourages, but does not require, comparative disclosures for
earlier periods at initial adoption, We do not expect SFAS 161 to significantly change the way in
which we currenily disclose our derivative instruments in our interim and annual reports issued for
periods beginning on or after January 1, 2009. As of December 31, 2008, we maintained only one
type of derivative instrument under FASB Statement No. 133, Accounting for Derivative Instruments
and Hedging Activities. For additional information regarding our derivative instruments, see Note 3,
Summary of Significant Accounting FPolicies, "Derivative Instruments,” and Note 8, Long-term Debt,
“Interest Rate Swap”.

FASB Staff Position No. FAS 142-3 — Determination of the Useful Life of Intangible
Assets. In April 2008, the FASB issued FSP No. FAS 142-3, Determination of the Useful Life of
Intangible Assets. This FSP amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under
FASB Statement No. 142, Goodwill and Other Intangible Assets ("SFAS 142"). The intent of this
FSP is to improve the consistency between the useful life of a recognized intangible asset under
SFAS 142 and the period of expected cash flows used to measure the fair value of the asset under
SFAS 141(R) and other GAAP. The amendments made to SFAS 142 by this FSP were adopted by
the Company on January 1, 2008 for interim and annual reports issued for fiscal periods beginning
on or after January 1, 2009. The guidance within the FSP for determining the useful life of a
recognized intangible asset will be applied prospectively to intangible assets acquired after the
effective date. Any impact of FSP No. FAS 142-3 in regards to the determination of the useful life of
a recognized intangible asset would only affect future intangible asset acquisitions by the Company,
beginning January 1, 2009. Therefore, there is no current impact on our consolidated financial
position, results of operations, or cash flows. Additional disclosure requirements of the FSP will be
applied prospectively to all intangible assets recognized as of, and subsequent to, the effective
date. We do not expect FSP No. FAS 142-3 to significantly change the way in which we currently
disclose our intangible assets. For additional information regarding our intangible assets, see
Note 3, Summary of Significant Accounting Policies, "Goodwil! and Other Intangible Assets,” and
Note 6, Goodwill and Other intangible Assels.
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EITF Issue No. 08-6 — Equity Method Investment Accounting Considerations. In
November 2008, the Emerging Issues Task Force (“EITF" or the "Task Force™ reached a
consensus that an entity should determine the initial carrying value of an equity methed investment
by applying the cost accumulation model described in SFAS 141(R) and an entity should use the
other-than-temporary impairment model of Opinion 18, not some other method that disaggregates
the investment into the individual assets of the investee, when testing equity method investments
for impairment. However, the Task Force alse reached a consensus that investors should adjust
any impairments recorded by an investee for existing differences between the investor's basis and
the underlying investee's basis in such impaired assets. Other issues for which the Task Force
reached a consensus were not applicable to SCA. EITF Issue No. 08-6 was adopted by the
Company on January 1, 2008, The adoption of EITF Issue No. 08-6 did not have a material impact
on our consolidated financial position, results of operations, or cash flows.

We do not believe any other recently issued, but not yet effective, accounting standards will
have a material effect on our consolidated financial position, results of operations, or cash flows.

4, ACCOUNTS RECEIVABLE

Accounts receivable consists of the following (in thousands):

As of December 31

2008 2007
Patient accounts receivable $ 84512 $ 81,270
Less: Allowance for doubtful accounts {6,486} {5,995)
Patient accounts receivable, net 78,026 75,275
Other accounts receivable 0 176
Accounts receivable, net $ 78,026 $ 75,451

The following is the activity related to our allowance for doubtfuf accounts (in thousands):

YEAR PERIOD PERIOD YEAR
ENDED JUNE 30 - JANUARY 1 — ENDED
DecemseR 31 DecemsEeR 31 JUNE 28 Decemeen 31
2008 2007 2007 2006
{Successor) {Successor) (Predecessor) (Predecessor)
Balance at Beginning of Period $ 5,995 $ 0 $ 9,844 $ 18,747
Additions and Charges to Expense 16,000 6,045 6,195 12,532
Deductions and Accounts Written Off {15,509] (50) {8,400) {21,435)
Balance at End of Period $ 6,486 $ 5995 $ 7,638 $ 9,844
29

b5




5. PROPERTY AND EQUIPMENT
Property and equipment consists of the following (in thousands):

As of December 31

2008 2007

I 1T U O OSSO PSS 3 23610 $ 22,612
T Lo 1 - U OO OO R ROTRP 46,684 56,610
Leasehold Improvements ... e 32,662 33,368
Furniture, fixtures, and equipment...........cooo s 109,604 90,336

212,560 202,926
Less: Accumulated depreciation and amortization ..o {26,091) (12,650)

186,469 190,276
Construction in progress ..... 7,727 2,823
Property and eQUIPMENT, NBY........corrreeeenvesissens sesmeressessrsssaasesmrsessesneeeene 8 194,196 § 193,099

The amount of fully depreciated assets, depreciation expense, amortization expense and
accumulated amortization relating 10 assets under capital lease obligations, and rent expense under
operating leases is as follows (in thousands):

YEAR PERIOD PERIOD YEAR
ENDED JUNE 30— Januany 1— ENDED
Decevper 31 DECEMBER 31 JUNE 29 DECEMBER 31
2008 2007 2007 2006
(Successor) (Successor) | (Predecessor) (Predecessor)
Fully depreciated assets, at cOst ..., 5 0 % 0§ 93843 $ 80,520
Deprecialion EXPENSE ... st cnseeeeresnanindd 3 24,014 § 12,226 | § 12,628 $ 26318
Assets under capltal lease oblngatlons
Buildings... S S PUUURUUUROIOOY. 11,282 $ 10,157 | § 20,033 3 23,502
Eqmpment 309 144 553 553
11,591 10,301 20,586 24,055
Accumulated amortization .. rerrseieaa i hres e ereaabeae e (2,946) (270) {9,943) (12,737)
Assets under capital l[ease obhgallons (3] SO % 8645 § 10,031 [ § 10643 § 11,318
AMOMIZANION BXPENSO ..uvevececee e rearea s reee s vaese 1,776 § 668 | $ 699 § 1,468
Rent expense:
MiniMUm rent PAYMENIS ... ..ot 5 23621 $ 11,336 | § 10,245 $ 18,230
Contingent and other rentS ..o 15,143 6,676 6,719 14,355
TOtal TENE EAPENSE....cvicereeeceeriiitsrtr e ti s v eesinrts 35 38,764 % 18,012 | $ 16,964 § 32,585
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Leases

We lease certain land, buildings and equipment under non-cancelable operating leases
expiring at various dates through 2025, We also lease certain buildings and equipment under
capital leases expiring at various dates through 2019. Operating leases generally have 3 to 10 year
terms, with one or more renewal options, with terms to be negotiated at the time of renewal.
Varipus facility leases include provisions for rent escalation to recognize increased operating costs
or require us to pay certain maintenance and utility costs. Contingent rents are included in rent
expense in the year incurred. Some facilities are subleased to other parties. Rental income from
subleases approximated $1.7 million, $1.0 million, $0.7 million, and $1.5 million for the Successor
year ended December 31, 2008, the Successor pericd of June 30, 2007 to December 34, 2007, the
Predecessor period of January 1, 2007 to June 29, 2007 and the Predecessor year ended
December 31, 2008, respectively. Certain leases contain annual escalation clauses based on
changes in the Consumer Price Index while others have fixed escalation terms. The excess of
cumulative rent expense {recognized on a straight-line basis} over cumulative rent paymerts made
on leases with fixed escalation terms is recognized as straight-line rental accrual and is included in
Other long-term liabilities in the accompanying combined batance sheets.

Qur ASCs, as well as our three surgical hospitals, lease land, buildings and equipment, with
most leases being for periods of 3 to 10 years., Additionally, through March 31, 2008, the Company
leased office space from HealthSouth en a short-term basis for our principal executive offices. On
October 31, 2007, the Company entered into a new lease agreement that resulted in the relocation
of our principal executive offices to the Galleria Towers, Birmingham, Alabama. This lease, which
commenced on March 1, 2008, is for an initial term of five years.

Future minimum lease paymenis at December 31, 2008 for those leases of SCA and its
subsidiaries having an initial or remaining non-cancelable lease term of one year or more are as

follows (in thousands):

Capital
Operating Lease
Year ending December 31, Leases Obligations Total
B0 O OO U USSP PRSRTUUR 21,482 § 2,782 § 24264
L0 s 0 OO PP PP PSPPSR 18,138 28617 20,755
21 I T OV U U U U OO DU UU P OO PP OP SOOI 15,465 2,573 18,038
b2 1 OO UUUU P UUUP T 11,555 2,6_19 14,174
bl 1 X TR 7,954 2,535 10,489
2014 AN ThEIEAME ... ovec ittt e s ee e e e arraas 19,571 5,353 24,924
$ 94,165 18479 § 112,644
Less: inferest POMiON. ...t e s rrre e {4,577)
Obligations under capital I285ES ..o ccr e $ 13,802
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Obligations Under Lease Guarantees

in conjunction with the sale of certain surgery centers in prior years, the Predecessor
assigned the leases of certain properties to certain purchasers and, as a condition of the leass,
agreed to act as a guarantor of the purchaser's performance on the fease. Should the purchaser fail
to pay the rent due on these leases, the lessor would have contractual recourse against the
Predecessor, and through provisions within the Purchase Agreement related to the Transaction,
against the Successor,

The Company has not recorded a liability for these guarantees, as it does not believe it is
probable it will have to perform under these agreements. f the Company is required to perform
under these guarantees, it could potentially have recourse against the purchaser for recovery of
any amounts paid. These guarantees are not secured by any assets under the leases. As of
December 31, 2008, the Company has not been reguired to perform under any such lease
guarantees.

impairment of Long-Lived Assels

During 2008, 2007, and 2008, we examined our long-lived assets for impairment due to
facility closings and facilities experiencing negative cash flow from operations. Based on this
review, we recorded an impairment charge of approximately $3.1 millien and $0.1 million for the
year ended December 31, 2008 and for the period June 30, 2007 to December 31, 2007
(Successor), respectively. There were no impairment charges for the period January 1, 2007 to
June 29, 2007 (Predecessor). The Predecessor recorded impairment charges of $1.2 million during
the year ended December 31, 2006. For all periods presented, the fair value of the impaired
long-lived assets at our facilities was determined primarily based on the assets’ estimated fair value
using valuation techniques that included discounted future cash flows.

6. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the unallocated excess of purchase price over the fair value of
identifiable assets and liabilities acquired in business combinations. Other definite-lived intangibles
consist primarily of certificates of need, licenses, noncompete agreements, and management
agreements.

The following table shows changes in the carrying amount of goodwill for the year ended
December 31, 2008 and the period June 30, 2047 to December 31, 2007 (in thousands):

YEAR PEAIOD
ENDED JuNE 30—~
DecEMBER 31 DECEMBER 31

2008 2007
Balance at beginning of period $ 642,155 § 0
Purchase transaction goodwill {Note 2) 8,780 623,030
Acquisitions {Note 2) 5,438 20,515
Acquisition of equity interests in jgint venture entities 1,501 2,162
Conversion of equity method facilities to consofidated

facilities 5,206 0

Goodwill attributable to sale of surgery center (3,187} {2,965)
Goodwill attributable o held-for-sale surgery center Q {587)
Balance at end of period § 659,893 $§ 642,155

We performed impairment reviews as required by SFAS 142 as of October 1, 2008, 2007,
and 20086, and concluded that no goodwill impairment existed.
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The following table provides information regarding our other intangible assets (in thousands):

As oF DECEMBER 31

2008 2007

Centlificates of need

Gross carrying amount $ 24,483 $ 25424

Accumulated amortization 2,453 753

Net 3 22,030 $ 24,671
Management agreements

Gross carrying amount § 35936 $ 34,551

Accumulated amortization 3,107 1,023

Net $ 32,829 $ 33,528
Licenses

Gross carrylng amount $ 965 $ 9680

Accumulated amortization 906 287

Net $ 8745 $ 9,393
Noncompete agreements

Gross carrying amount $ 14,334 § 12,757

Accumulated amortization 9,591 2,834

Net $ 4743 $§ 9923
Favorable lease obllgations

Gross carrying amount $ 1489 $ 1441

Accumulated amortization 542 128

Net $ 047 $ 1,313
Total intangible assets

Gross carrying amount $ 85,893 $ 83,853

Accumulated amortization 16,5899 5,025

Net $ 69.294 $ 78,828

During 2008, 2007, and 2006, we examined our intangible assets for impairment due to

facility closings and facilities experiencing negative cash flow from operations. In all periods
presented, no impairment charge was deemed necessary for intangible assets.
Amortization expense for other intangible assets is as follows (in thousands):
YEAR PERIOD PERIOD YEAR
ENDED JUNE 30 ~ JANUARY 1 - EnDED
DeceMper 31 DECEMEBER 31 JuNnE 29 DECEMBER 31
2008 2007 2007 2006
(Successor) (Successor) | (Predecessor) (Predecessor)
AMOTHZAtION BXPENSE ..oviiire e eeerevctisns e $ 11627 & 5668 | $ 291 $ 1,322

Total estimated amortization expense for our other intangible assets for the next five years is

as follows (in thousands):

Estimated
Amonrtization

Year ending December 31, Expense
P24 - U OO OU RGOSR PVUTPSORV. 9,713
b8 1 L OO OO TP 4,969
= PP U 4,969
23 - OV UUTOUPUUPHRS 4,725
21 TR OO OO PP 4,671
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7. INVESTMENT IN AND ADVANCES TO NONCONSOLIDATED AFFILIATES

As of December 31, 2008, Investment in and advances to nonconsolidated affitiates
represents SCA's investment in 29 partially owned entities, of which 25 are general or limited
partnerships, limited liability companies, or joint ventures in which SCA or one of our subsidiaries is
a general or limited partner, managing member, member, or venturer, as applicable. We do not
contrgl these affiliates, but have the ability to exercise significant influence over the operating and
financial policies of certain of these affiliates. Qur ownership percentage in these affiliates
generally ranged from 19% to 66% as of December 31, 2008. Our investrment in these affiliates is
an integral part of our cperations.

During the fourth quarter of 2008, two surgery centers became consolidated affiliates rather
than equity method investments and one surgery center became an equity method investment
rather than a consolidated affiliate as a result of changes of contral of these entities.

Five facifities were deconsolidated effective April 1, 2007. As a result of this change in
consolidation method for these five facilities, the associated operating results from these facilities
were reported in equity in net income of nonconsolidated aftiliates for the last nine months of 2007.
Four out of the five facilities were deconsolidated as a result of the Company entering into a joint
venture with Sutter Health to own, manage and develop additional ASCs in the greater
Sacramento, California area. As a result of this joint venture, our majority interests in four ASCs
were contributed to the joint venture in exchange for a 49% ownership of the joint venture, Sutter
Heatth owns the remaining 51% of the joint venture. As a result, we deconsolidated these four
facilities effective April 1, 2007. The fifth facility was deconsolidated as the result of a decrease in
our ownership percentage following resyndication.

During 2006, two surgery centers became equity method invesiments rather than
consolidated affiliates and one surgery center became a consolidated affiliate rather than an equity
method investment as a result of changes of control of these entities.

During 2008, an impairment charge of $0.7 milion was taken on the investment in
nonconsolidated affiliates for an equity facility. The Company made the decision in the fourth

quarter of 2008 to sefl its interest in this facility, and the impairment amount was based on a third
party bid received.
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We account for investments in nonconsolidated affiliates using the equity method of
accounting. Our investments consist of the following (in thousands):

As ot December 31
2008 2007

Equity method Investments:

Beginning balante..........coooiiiiiii e $ 76,825 % 0
Change in purchase price allocation’...........c..ccooeooeioireeeeee e 4,156 84,524
Capital contributions, loans, and advances........c..coveeeececininsrieenens 47 g8
Share of inGome......cceeecc i, 12,075 4616
Share of distribUloNS ..o e (12,729) {10,702}
Conversion to/ffrom equity method investments................cooiieen (3,720 0
impairment of equity method investments...............cccoeviinneen (733} 0
Disposal of equity method investment.............oo i (1,247} (1,711)
L0 T U U PP 275 0
Total investment in and advances to nonconsolidated affiliates........ $ 74,949 $ 76,825

' These amounts reiats 1o the allocation of the Transaction purchase price to equity method investmenis as
described in Note 2. The amount shown for 2007 represents the portion of the purchase price initially assigned to
equily method investments at the purchase date, Curing 2008, the purchase price allocation was adjusted lor a
third party valuation of cerain of its equily methed investments received, which revised the amcouni of the
purchase price allocated,

The following summarizes the combined assets, liabilities, ang equity of our equity method
affiliates (on a 100% basis, in thousands):

As of December 31
2008 2007
Assets
current...eeeee v, $ 29,184 $ 31478
Noncurrent 112,243 104,545
TOLAl ASSOLS....ce e re e e tr e s eeensas s s ssnnnnenanes rensssnnensnneinrrenes B 141,427 $ 136,023
Liakllitles and equity
LT = o R T Lo 1] 1= TR URTUTR $ 13,597 $ 18,772
[ oY LWL =T o | PSR 2,866 8,648
Partners’ capital and shareholders’ equity
£t 0 L TP OO OSSPV PUO PP 74,949 76,825
OUISIE PAMIES ..o e ceeevieieeesreeee vt e ctsaemmer e eessseans smnens s e ss s anns mmnbmnerbaesns smnemnn 50,015 31,778

$ 141,427 $ 136,023

The following summarizes the combined resuits of operations of our equity method affiliates
{on a 100% basis, in thousands}:

YEAR PERIOD PERIOD YEAR
ENDED JUNE 30 - JANUARY 1— ENDED
DeceMBER 31 DECEMBER 31 JUNE 29 DECEMBER 31
2008 2007 2007 2006
{Successor) (Successor} | (Predecessor) {Predecessor)
Net operating revenues § 156,698 $ 63,249 $ 56,271 $ 89,418
Qperating expenses {121,999) {51,171} {41,683} {63,046)
Income from continuing operations $ 34,699 $ 12,078 $ 14,588 $ 26,372
Net income $ 32,457 $ 12,071 $ 14,304 § 25,527
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The following summarizes the results of operations of ASC Operators, LLC, which gqualified
during the year ended December 31, 2008, as a “significant subsidiary” under Regulation S-X Rule
3-09 promulgated by the SEC and requiring separate disclosure {on a 100% basis, in thousands):

YEAR PERIOD PERICD YEAR
ENDED JUNE 30 = JANUARY 1-— ENDED
DECEMBER 31 DECEMBER 31 JUNE 28 DECEMBER 31
2008 2007 2007 2006

{Successar) (Successor) | (Predecessor) (Predecessor)

Net operating revenues § 45,752 $16,137 & 14,258 $ 24,256
Operating expenses (31,199) {12,053) {11,518} {19,342)
Income from ¢ontinuing operations $ 14,553 $ 4,084 $ 274G $ 4,914
Net income $ 12,2093 $ 3,301 $ 2413 $ 4064

8. LONG TERM DEBT

Our long-term debt outstanding consists of the following {in thousands):

As ot December 31

2008 2007
Advances under $125.0 million revolving credit facility due 2013 § 44,000 $ 14,000
Term lpan facility 349,675 353,225
Bonds payable
8.875% Senior PIK-election Notes due 2015 150,000 150,000
10.0% Senior Subordinated Notes due 2017 150,000 150,000
Notes payable to banks and others 1,924 10
Capital lease obligations 13,802 14,630
709,501 681,865
Less: Current poriion {5,301) {4,808)
Long-term debt, net of current portion $ 704,200 § 677,057

The following chart shows scheduled principal payments due on long-term debt for the next
tive years and thereafter (in thousands):

Year Ending December 31

2009 $ 5,301
2010 7,126
2011 5,331
2012 5,627
2013 49,610
Thereafter 636,606
Total $ 709,501
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The tollowing table provides information regarding our total /nterest expense presented in
our consolidated statements of operations for both continuing and discontinued operations (in

thousands):
YEAR PERIOD PERIOD YEAR
ENDED JUNE 30 - JANUARY 1~ ENDED
DECEMBER 31 DECEMBER31 JUNE 29 DECEMBER 31
2008 2007 2007 2006

{Successor)  (Successor {Predecessor) (Predetessor)

Continuing operations;

Interes! expense $ 54695 § 29026 |§ 2245 § 4,603
Amortization of bond issue cosis 2,584 1,276 4] 4]
Total interest expense and amortization of
bond issue costs for continuing operations 57.279 30,302 2,245 4,603
Discontinued operations:
Interest expense 83 303 1,034 3,571
Total inferest expense for discontinued operations 83 303 1,034 3,571
Total interest expense and amortization of bond
Issue costs $ 57,362 % 30,605 $ 3,279 $ 8174

Capitai Lease Obligations

We engage in a significant number of leasing transactions, including real estate, medical
equipment, computer equipment, and other equipment utilized in operations. Certain leases that
meet the lease capitalization criteria in accordance with FASB Statement No. 13 have been
recorded as an asset and liability at the net present value of the minimum lease payments at the
inception of the lease. Interest rates used in computing the net present value of the lease payments
generally range from 4.5% to 7.0% based on the incremental borrowing rate at the inception of the
lease. Our leasing transactions include arrangements for equipment with major equipment finance
companies and manufacturers who retain ownership of the equipment during the term of the lease,
and with a variety of both small and large real estate owners.

As discussed in Notes 1 and 2, ASC Acquisition acquired the Company on June 29, 2007.
The acquisition was partially financed with new borrowings as described below.

Senior Secured Credit Facility

The senior secured credit facility ("Credit Facility”) provides for borrowings of up fo
$480.0 miltion, consisting of {a) a $125.0 million revolving credit facility with a maturity of & years,
including a $50.0 million letter of credit sub-facility, and a $25.0 million swing-line loan sub-facility,
and (b) a $355.0 million term loan facility with a maturity of 7.5 years. In addition, the Company
may request additional tranches of the term loans or additional commitments 1o the revolving credit
facility in an aggregate amount not to exceed $100.0 million, subject to certain conditions,

The revolving credit facility bears interest at a base rate or at LIBOR, as elected by the
Company, plus a margin of between 0.75% and 1.25% per annum for base rate loans or between
1.75% and 2.0% per annum for LIBOR loans. “Additionally, the Company pays quarterly
commitment {ees of between 0.375% and 0.50% on the daily-unused commitment of the revolving
credit facitity. The Company also pays a quarterly participation fee of 2.0% per annum related fo
outstanding letters of credit. At December 31, 2008, the Company had $44.0 million of debt
outstanding under the revolving credit facility at an interest rate of 3.46%.
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The term lpan facility bears interest at a base rate or at LIBOR, as elected by the Company,
plus a margin of between 1.00% and 1.25% per annum for base rate loans or between 2.00% and
2.25% for LIBOR loans. The term loan requires principal payments each year in an amount of
1.00% per annum in equal guarterly instaliments, the first of which was made in September 2007.
At December 31, 2008, the Company had $349.7 million of debt outstanding under the term Joan
facility at an interest rate of 3.46%.

The Credit Facility is guaranteed by ASC Acquisition and each 100% owned domestic
subsidiary of the Company, subject to certain exceptions, and borrowings under the Credit Facility
are secured by a first priority security interest in all equity interests of the Company and of each
100% owned domestic subsidiary directly held by the Company. Additionally, the Credit Facility
contains various restrictive covenants that, subject to certain exceptions, prohibit us from prepaying
certain subordinated indebtedness, including the senior subordinated notes described below. In
addition, the Credit Facility generally restricts our and our restricted subsidiaries' ability to, among
other things, incur indebtedness or liens, make investments or declare or pay dividends. The
Company was in compliance with these covenants as of December 31, 2008. Finally, our credit
agreement governing our senior secured credit facilities contains a provision that could require
prepayment of a portion of our indebtedness if the Company has excess cash flow, as defined by
the agreement.

Senlor Subordinated Notes and Senior PiK-election Notes

Also in connection with the Transaction, the Company issued $150.0 miilion in principal
amount of 10.0% senior subordinated notes due in 2017 and $150.0 million in principal amount of
8.875% / 9.625% senior PlK-election notes due in 2015 {together, the “Notes™}. Interest on the
Notes is payable on January 15 and July 15 of each year, commencing ¢n January 15, 2008. All
interest payments on the senior subordinated notes and the initial interest payment on the senior
PIK-election notes are payable in cash. For any interest pericd after January 15, 2008 through
July 15, 2012, the Company may pay interest on the senior PIK-election notes (a) in cash, (b) by
increasing the principal amount of the outstanding senior PIK-election notes or by issuing
payment-in-kind notes (“PIK Interest”); or (¢} by paying interest on half the pringipal amount of the
senior PlK-election notes in cash and half in PIK Interest. PIK Interest is paid at 9.625% and cash
interest is paid at 8.875% per annum. The Notes are unsecured senior subordinated obligations of
the Company; however, the Notes are guaranteed by certain of the Company’s current and future
direct 100% owned domestic subsidiaries. Additionaily, the indentures pursuant to which the Notes
were issued contain various restrictive covenants, including covenants that generally limit the
Company’s ability and the ability of its restricted subsidiaries to borrow money or guarantee other
indebtedness, incur liens, make certain investments, sell assets, or pay dividends. The Company
was in compliance with these covenants as of December 31, 2008,

On January 14, 2009, SCA elected to pay PIK !nterest with respect to the interest payment
for the period beginning January 16, 2009 and ending July 15, 2009 on its $150.0 million aggregate
principal amount Senior PIK-Election Notes due 2015, SCA is electing to pay PIK interest for the
interest period ending July 15, 2009 as part of its cash management strategy in light of current
conditions in the credit markets. With respect t¢ the interest that will be due on such notes on the
July 15, 2009 interest payment date, SCA will make such interest payment by paying in kind at the
PIX Interest rate of 9.625% instead of paying interest in cash at 8.875%.
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Interest Rate Swaps

The Company utilizes an interest rate risk management strategy that incorporates the use
of derivative financial instruments to limit its exposure to interest rate risk. On September 28, 2007,
we entered into interest rate swaps to hedge the interest rate risk on $250.0 million of the
$349.7 million outstanding under our senior secured term loan facility. At December 31, 2008,
interest rate swaps on $225.0 million of the term loan debt remained outstanding. The swaps are
“receive floating / pay fixed" instruments that define a fixed rate of interest on the hedged debt that
the Company will pay.

Statement of Financial Accounting Standards No. 133, Accounting for Derivative
instruments and Hedging Activities (*SFAS 133", requires that all derivative instruments be
recognized on the balance sheet at fair value. At inception, the fair values of the hedging
instruments were zero based on the matching of the critical terms of the hedging instrument and the
hedged item. In subsequent reporting periods, the fair vaiue of these interest rate swaps will be
recorded in the Company's balance sheet, either in “other long-term assets” or “other long-term
liabilities”, depending on the fair vatue (or changes in the fair value) of the swaps, with an offsetting
adjustment reported as a component of other comprehensive income. At December 31, 2008, a
liability of $14.1 million was recorded on the balance sheet based on ihe fair value of the hedging
instruments, and was included in Other long-term liabilities.

The accounting for changes in fair value of a derivative instrument depends on whether it
has been designated and qualifies as parnt of a hedging relationship and, further, on the type of
hedging relationship. For those derivative instruments that are designated and qualify as hedging
instruments, a company must designate the hedging instrument, based upon the exposure being
hedged, as a fair value hedge, cash flow hedge or a hedge related to foreign currency exposure.
The Company has designated its interest rate swaps as a cash flow hedge, and the effectiveness of
the Company’s hedge relationship is assessed on a quarterly basis.

Credit risk occurs when a counterparty to a derivative instrument fails to perform according
to the terms of the agreement. Derivative instruments expose the Company to credit risk and couid
result in material changes from period to period. The Company minimizes its credit risk by entering
into transactions with highly rated counterparties. [n addition, at least quarterly, the Company
evaluates its exposure to counterparties who have experienced or may likely experience significant
threats to their ability to perform according to the terms of the derivative agreements to which we
are a party. We have completed this review of the financial strength of the counterparty to our
interest rate swaps using publicly available information, as well as qualitative inputs, as of
December 31, 2008. Based on this review, we do not believe there is a significant counterparty
credit risk associated with these derivative agreements. However, no assurances can be provided
regarding our potential exposure to counterpanty credit risk in the future.

8. FAIR VALUE OF FINANCIAL INSTRUMENTS

On January 1, 2008, the Company adopted Statement of Financial Accounting Standard
No. 157, Fair Value Measurements, ("SFAS 1577). SFAS 157 established a framework for
measuring fair value in U.S. GAAP and expanded disclosures about fair value measurements.
Additionally, it clarifies that fair value is an exit price, representing the amount that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants. As such, fair value is a market-based measurement that should be determined based
on.assumptions that market participants would use in pricing an asset or liability.
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As a basis for considering assumptions, SFAS 157 establishes a three-tier fair value
higrarchy, which prioritizes the inputs used in measuring fair value as follows:

* |evel 1 — Observable inputs such as quoted prices in active markets;

» Level 2 — Inputs, other than the quoted prices in active markets, thaf are
observable either directly or indirectly; and

¢+ Level 3 — Unobservable inputs in which there is little or no market data, which
require the reporting entity to develop its own assumptions.

Assets and liabilities measured at fair value are based on one or more of three valuation
techniques noted in SFAS 157. The three valuation techniques are as follows:

« Market approach — Prices and other relevant information generated by market
transactions involving identical or comparable assets or liabilities;

s  Cost approach — Amount that would be required to replace the service capacity of
an asset (i.e., replacement cost); and

+ Income approach — Techniques to cenvert future amounts to a single present
amount based on market expectations (including present value techniques, option-
pricing models, and lattice models).

On a recurring basis, we are required to measure our interest rate swaps at fair value, The
fair value of our interest rate swaps are derived from models based upon well recognized financial
principles and reasonable estimates about relevant future market conditions and calculations of the
present value of future cash flows and discounted using market rates of interest. Further, included
in the fair value below is approximately $2.8 million related to the non-performance risk associated
with the interest rate swaps at December 31, 2008.

The fair values of our financial liabilities that are measured on a recurring basis are as
follows {in millions):

Fair Value Measurements at Reporting Date Using

Significant
Quoted Prices in Other Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs Valuation
December 31, 2008 Fair Value {Level 1} (Levei 2} fLevel 3)  Technique '
Other current liabilities $(1.2) - $(1.2) ~ I
Other long-term liabilities (12.9) - {12.9) ~ |

' As discussed above, SFAS 157 identifies three valuation techniques: market approach {M}, cost
approach (C), and income appreach {[).
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Where applicable, on a nonrecurring basis, we are required to measure property and
equipment, goodwill, other intangible assets, investments in nonconsolidated affiliates, and assets
and liabilities of discontinued operations at fair value. The fair values of our property and
equipment and other intangible assets are determined using discounted cash flows and significant
unobservable inputs. The fair value of our investments in nonconsolidated affiliates is determined
using discounted cash flows or earnings, or market multiples derived from a set of comparables.
The fair value of our assets and liabilities of discontinued operations is determined using discounted
cash flows and significant unobservable inputs unless there is an offer to purchase such assets and
liabilities, which would be the basis for determining fair value. The fair value of our goodwill is
determined using discounted cash flows, and, when available and as appropriate, we use
comparative market multiples to corroborate discounted cash flow results. Goodwill is tested for
impairment as of October 1 of each year, absent any impairment indicators.

Impairment charges of $3.1 million, $0.1 million, and $1.2 million were recorded during the
year ended December 31, 2008, the period June 30, 2007 to December 31, 2007 (Successor), and
the year ended December 31, 2006 (Predecessor), respectively, for intangible and long-lived
assets. No impairment charge was recorded for the period January 1, 2007 to June 29, 2007
(Predecessor). Facilities experiencing declining trends of earnings from operations or triggering
events, such as the loss of a physician partner or increased local competition, resulted in the
impairment charges in each pericd. The fair value of the impaired long-lived assets was
determined based on the assets' estimated fair value using valuation technigues that included
discounted cash flows and third-party appraisals.

The following table presents the carrying amounts and estimated fair values of our financial
instrurments that are classified as long-term in our consolidated balance sheets (in thousands). The
carrying value equals fair value for our financial instruments that are classified as current in our
consolidated balance sheets. The carrying amounts of a portion of our tong-term gdebt approximate
fair value due to various characteristics of those issues, including short-term maturities, call
features, and rates that are reflective of current market rates. For our long-term debt without such
characteristics, we determined the fair market value by using quoted market prices, when available,
or discounted cash flows to calculate their fair values.

As of December 31, 2008  As of December 31, 2007

Carrying Estimated  Carrying Estimated
Amount Falr Value  Amount Fair Value
Interest rate swap agreement $ 14,082 $14,082 § 5,463 $ 5.463
Long-term debt:
Advances under $125 million Revolving
Credit Facility 44 000 21,560 14,000 14,000
Term Loan Facility 349,675 187,587 353,225 316,136
8.875% Senior Notes due 2015 150,000 88,500 150,000 139,500
10% Senior Subordinated Notes due 2017 150,000 75,000 150,000 138,750
Notes payable to banks and others 1,924 1,924 10 10
Financial commitments 1] 0 0 0
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10. EQUITY-BASED COMPENSATION
Predecessor Equity-Based Compensation Plans
Stock-Based Compensation

Restricted Stock

Certain members of senior management of the Predecessor were issued restricted
cemmon stock of HealthSouth under the HealthSouth 1998 Restricted Stock Plan. Awards made
unger this plan vested over a three-year requisite service period. Fair value was determined by the
market price of HealthSouth commaon stock on the grant date. A summary of the Predecessor's
restricted share awards from this plan is as follows (share information in thousands):

Weighted-

Average Grant
Shares Date Falr Value
Nonvested shares at December 31, 2005......ceeiiiveieeceeninn, 12 % 27.70
L T a1 -« U OO SR 6 26.55
VB B ettt ettt e e e e tare s rnnneaearaaes — —
0Ty {11 AR PR PO — —
Nonvested shares at December 31, 2006.....ccooceeeeeviviiiiee e ivins 18 § 27.32

During 2005, HealthSouth also issued restricted common stock to certain members of
senior management of the Predecesser under its Key Executive Incentive Program. Total issued
grants consisted of 9,825 shares of restricted stock. The weighted-average fair value of the
restricted shares was $19.35 per share, and the shares were subject to a three-year requisite
service period with 25% of the shares vesting on January 1, 2007, 25% of the shares vesting on
January 1, 2008, and 50% of the shares vesting on January 1, 2009. A summary of the
Predecessor's restricted share awards from the HealthSouth Key Executive Incentive Program is as
follows {share information in thousands):

Weighted-
Average Grant
Shareg Date Falr Value
Nonvested shares at December 31, 2005....ccooveeeeiviiiiieeeeeeens 10 % 19.35
€11 11 (=« PO PRSP PRP — —
=T (=T [ UPET RO — —_
FOMFBITBA .oooviivieeectit oottt ae e et tvvtveeeembeet s avssebesmssnsrann seens —_ —
Nonvested shares at December 31, 2006............coccecivevirivnene, 0 % 19.35

Unrecognized compensation expense related to the unvested shares was $0.1 million at
December 31, 20086,

The Predecessor recognized compensation expense under the HealthSouth Restricted
Stock Plan and the HealthSouth Key Executive Incentive Program, which is included in Salaries
and benefits in the accompanying combined statements of operations for the year ended
December 31, 2006, of $137,000 and $85,000, respectively.
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Stock Options

The fair values of the options granted by the Predecessor during the year ended
December 31, 2006 were estimated at the grant date using the Black-Scholes option-pricing mode!
with the following weighted-average assumptions:

Expected volatility..........coovciinnereenc e e 46.4%
Risk-free interest rale .......c.oocvvreeericninrie et ver e 4.6%
Expected lifg (YEArs).....coovvn v nrenesee s e raenes 46

Dividend yield ..o e 0.0%

The Black-Scholes option-pricing model was developed for use in estimating the fair value
of traded opticns which have no vesting restrictions and are fully transferable. In addition, option-
pricing models require the input of highly subjective assumptions, including the expected stock
price volatility. HealthSouth estimated the expected term through an analysis of actual, historical
post-vesting exercise, cancellation, and expiration behavior by its employees and projected post-
vesting activity of outstanding options. HealthSouth calculated volatility based on the historical
volatility of its common stock over the period commensurate with the expected lite of the options,
excluding a distinct period of extreme volatility between 2002 and 2003, The risk-free interest rate
is the implied daily yield currently available on U.S. Treasury issues with a remaining term closely
approximating the expected term used as the input to the Black-Scholes option-pricing model.
HealthSouth did not pay dividends, and, therefore, did not include a dividend payment as part of its
pricing model. HealthSouth estimated forfeitures through an analysis of actual, historical pre-
vesting option cancellations. Under the Black-Scholes option-pricing mode!, the weighted- average
fair value per share of employee stock options granted during the year ended December 31, 2006
was $11.01.

A summary of stock option activity and refated information for HealthSouth stock options
held by certain members of the Predecessor's senior management team is as follows (share
information and intrinsic value in thousands):

Weighted- Aggregate
Average Remaining Intrinsic
Shares Exercise Price Life (Years) Value
Outstanding, December 31, 2005........cc.oevveree. 521 § 29.27
Granted ... s e e i 257 26.55
EXICISEU oo ees s e — —_
FOREBRUIES ..o e {(107) 25.66
Cancellations ...t (101) 34.39
EXPIrations «.vee e e e e —_ —_—
QOutstanding, December 31, 2006........ccccevvvnnen. 570 27.89 78 % 166
Exercisable, December 31, 2006 ......coccceeveverane 203 30.83 64 $ 109

The Predecessor recognized approximately $1.9 million of compensation expense related
to HealthSouth stock options in the year ended December 31, 2006. As of December 31, 2006,
there was $3.3 million of unrecognized compensation cost related to unvested stock options. As a
result of the sale of the Predecessor by HealthSouth to ASC Acquisition, ali of the nonvested
HealthSouth options held by Predecessor employees outstanding as of the date of the sale were
immediately cancelled. Options that had vested prior to the date of sale expired 90 days after the
last day of employment with the Predecessor.
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Successor Equity-Based Compensation Plans
Management Equity Incentive Plan

On August 22, 2007, ASC Acquisition adopted a Management Equity Incentive Plan (the
“Plan"} to promote the interests of the Company and its members by providing the key employees,
directors, service providers and consultants of the Company and its Affiliates with an appropriate
incentive to encourage them to continue in the employ of the Company or Affiliate and to improve
the growth and profitability of the Company. The Plan allows for the grant of gptions to purchase up
to 21,525,000 Membership Units of ASC. Option awards are generally granted with an exercise
price equal to the market price of the Membership Unit at the date of grant. Vesting in the option
awards varies where 50% of each option vests at 20% per year over five years (the “Time-Based
Option"). The remaining 50% of the option (the “Performance Based Option™) vests only upon the
occurrence of a Liquidity Event (as defined in the Plan} in which the Majority Unit Holder
(collectively, TPG Partners V, LP, TPG FOF V-A, LP, TPG FOF V-B, LP and/or their respective
affiliates) achieves a minimum cash return on its original investment. Under the terms of the Plan,
the Performance Based Option vests 50% if the Majority Unit Holder receives at least 2.0 times its
original investment and vests 100% if the Majority Unit Holder receives at least 3.0 times its original
investment. Certain provisions of the Plan provide for accelerated vesting of the Time Based
Option when a participant is subject to a qualifying termination, as defined within the Plan. Both the
Time-Based Options and the Performance Based Options expire 7 years from the date of grant,
with the exception of options granted to Andrew Hayek, Chief Executive Officer, which expire 10
years from the date of grant.

The fair value of each award is estimated on the date of grant utilizing two methodelogies.
For the Time Based Option, the Company estimates the fair vatue of the grant utilizing the Black
Scholes model that utilizes the assumptions shown in the table below. Expected volatilities are
based on observed historical trends in the industry and other factors. The expected term of the
options granted represents the period of time that options granted are expecied to be outstanding.
The risk free rate was based on the time horizon of the expected term and is based on the U.S.
Treasury yield curve in effect at the time of the grant. Compensation expense of $0.5 million and
$0.2 million related to the Time Based Options was recognized during the year ended
December 31, 2008 and the period June 30, 2007 to December 31, 2007, respectively. As of
December 31, 2008, the remaining unrecognized compensation costs related to unvested Time
Based Options is $2.3 million and will be recognized on a straight-line basis over the remaining
weighted average vesting pericd of 3.4 years. During the year ended December 31, 2008,
1,057,500 of the Time Based Options vested, of which 112,500 have been forfeited. None of the
Time Based Options vested during the period June 30, 2007 to December 31, 2007,

PERIOD
YEAR ENDED JUNE 30 -
DECEMBER 31, 2008 DECEMBER 31, 2007

Expected volatitity 36% - 38% 38.30%

Risk-free interest rate 2.6%-3.6% 4.34%

Expected life (years) 45-64 5.0

Dividend yield 0.00% 0.00%
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The fair value of the Performance Based Option is based on the application of a Monte
Carlo simulation model based on the assumptions shown below. Expected volatilities are based on
observed historical trends in the industry and other factors. The expected term of the options
granted is derived from the output of the option valuation model and represents the period of time
that options granted are expected to be outstanding. The risk free rate was based on the time
herizon of the expected term and is based on the U.S. Treasury yield curve in effect at the time of
the grant. Compensation expense of $0.4 million and $0.3 million related to the Performance
Based Options was recognized during the year ended December 31, 2008 and the period
June 30, 2007 to December 31, 2007, respectively. As of December 31, 2008, the remaining
unrecognized compensation costs related to unvested Performance Based Options is $1.9 million
and will be recognized on a straight-line basis over the remaining weighted average vesting period
of 3.3years. None of the Performance Based Optlions vested during the year ended
December 31, 2008 or during the peried June 30, 2007 to December 31, 2007.

PERIOD

YEAR ENDED JUNE 30 -
DECEMBER 31, 2008 DECEMBER 31, 2007

Expected volatility 38% - 44% 43.00%
Rigk-free interest rate 2.6% - 3.6% 4 46%
Expected life {years) 341 -394 35

Dividend yigld 0.00% 0.00%

A summary of option activity under the Plan as of December 31, 2008, and changes during
the year ended December 31, 2008 is presented below:

Walghted-
Average Remalning Aggregate
Unlts Exercise Contractual Intringle
{in ODD's) Price Life (Years) Value
Qutstanding, December 31, 2007 16,245 $1.00 57-86 ¥
Granted 5,025 $1.00 6.6-9.6 0
Exercised 0 n/a
Forfeitures 7,120 $1.00 56-66 0
Cancellations 0 nfa
Expirations 0 nfa
Cutstanding, December 31, 2008 14,150 $1.00 57-986 0
Exercisable, December 31, 2008 945 0

The weighted average grant-date fair value per aption of the Time Based and Performance
Based Options granted during the year ended December 31, 2008 was $0.421 and $0.298,
respectively. The weighted average grant-date fair value per option of the Time Based and
Performance Based Options granted during the period June 30, 2007 through December 31, 2007
was $0.406 and $0.345, respectively.

Directors and Consuitants Equity Incentive Plan

On June 24, 2008, ASC Acquisition adopted a Directors and Consultants Equity Incentive
Plan (the “Directers Plan”} to promote the interests of ASC Acquisition and its members by
providing the key directors and consultants of the Company and its affiliates with an appropriate
incentive 1o encourage them to continue to provide services to the Company or any of its affiliates
ang to improve the growth and profitability of the Company. The Directors Plan allows for the grant
of options to purchase up to 5,000,000 membership units of ASC Acquisition. Option awards are
generally granted with an exercise price equal to the fair market value of the Membership Unit at
the date of grant. QOptions granted to three directors on June 24, 2008 as payment for service on
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the Company’s Board vested on June 29, 2008, while options granted to three directors on June
24, 2008 as compensation for consulting services vest according to the following schedule: 33.3%
on June 29, 2007, 22.2% on June 29,2008, 22.2% on June 29, 2009, and 22.3% on
June 29, 2010. Options granted under the Directors Plan become exercisable only upon the
occurrence of a Liguidity Event (as defined in the Directors Plan) in which the Majority Unit Holder
(collectively, TPG Partners V, LP, TPG FOF V-A, LP, TPG FOF V-B, LP and/or their respective
affiliates) achieves a minimum cash return on its original investment. Certain provisions of the
Directors Pian provide for accelerated vesting when a participant is subject to a qualifying
termination, as defined within the Directors Plan. The options expire 7 years from the date of grant.

The fair value of the options granted under the Directors Plan during the second quarter of
2008 was estimated on the date of grant utilizing a Monte Carto simulation model based on the
assumptions shown below. Expected volatilities are based en observed historical trends in the
industry and other factors. The expected term of the options granted is derived from the cutput of
the option valuation model and represents the period of time that options granted are expected to
be outstanding. The risk free rate was based eon the time horizon of the expected term and is
based on the U.S. Treasury yield curve in effect at the time of the grant. Director and consultant
tee expense of $0.8 million related to the options granted under the Directors Plan was recognized
during the year ended December 31, 2008. As of December 31, 2008, the remaining unrecognized
expense related to unvested options under the Directors Plan is $0.2 million and will be recognized
on a straight-line basis over the remaining weighted average vesting period.

Expected volatility 39.00%
Risk-free interest rate 3.76%
Expected life (years) 35-4186
Dividend yield 0.00%

A summary of option activity under the Directors Plan during 2008 is presented below:

Welghted-
Average Remalning Aggregate
Unlts Exarcise Cantractual Intrinsic
{in 000’s) Price Lite {Years) Value
QOutstanding, December 31, 2007 0 nfa
Granted 3,250 $1.00 6.5 $0
Exercised 0 nfa
Forfeitures 0 nfa
Cancellations 0 nfa
Expirations 0 nfa
Cutstanding, December 31, 2008 3,250 $1.00 6.5 $0
Exercisable, December 31, 2008 $0

——

The weighted average grant-date fair value per option of all options granted during the year

‘ended December 31, 2008 under the Directors Plan was $0.31.
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Restricted Equity Units

On July 24, 2008, ASC Acquisition entered into a Restricted Equity Unit Grant Agreement
(the “Agreement™} with the Chief Executive Officer of SCA (the “Grantee") to promote the interests
of ASC Acquisition and its members by providing the Chief Executive Officer of the Company and
its affiliates with an appropriate incentive to encourage him to centinue 1o provide services to the
Company or any of its affiliates and to improve the growth and profitability of the Company. The
Agreement granis to the Grantee the right to receive 700,000 membership units of ASC Acquisition
(“Restricted Equity Units™). Each Restricted Equity Unit represents the right to receive one
membership unit of ASC Acquisition. The date of grant of the Restricted Equity Units was
July 24, 2008, and the Restricted Equity Units vest 20% on each of the first five anniversaries of the
date of grant, subject to the Grantee continuing to be employed by the Company or any of its
subsidiaries on each such Vesting Date. Vested Restricted Equity Units shall be settled on the
earlier of the termination of the Grantee's employment by the Company or any of its affilates or a
change in ownership or effective control of the Company or ASC Acquisition. Any portion of the
Restricted Equity Units that is unvested on the date that the Grantee's employment with the
Company terminates for any reasan shall be forfeited, and the Grantee will cease to have any rights
with respect thereto. The Restricted Equity Units expire 10 years from the date of grant.

The grant-date fair value of each Restricted Eguity Unit was $1.00. Compensation
expense of $58.3 thousand related to the Restricted Equity Units was recagnized during the year
ended December 31,2008, As of December 31, 2008, the remaining unrecognized expense
related to unvested Restricted Equity Units was $0.6 million and will be recognized on a
straight-line basis over the remaining vesting period.

A summary of activity associated with the Restricted Equity Units during 2008 is presented

below:
Grant Date
Unlts Falr Value
{In 000’s) par Unit
Nenvested Restricted Equity Units at December 31, 2007 0 n/a
Granted 700 $1.00
Vested 0 n/a
Forfeited . 0 n/a
Nonvested Restricted Equity Units at December 31, 2008 700 $1.00

11. EMPLOYEE BENEFIT PLANS

Predecessor Benefit Plans

HealthSouth provided employee benefit plans, including sponsored healthcare plans and a
401{k} savings plan, to its employees, including Predecessor employees. Additionally, HealthSouth
provided a Senior Management Bonus Program, a Key Executive Incentive Program, and a

Change in Control Benefits Plan fo certain of its employees, including certain Predecessor
employees,
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Substantiaily all HealthSouth employees, including Predecessor employees, were eligible to
enroll in HealthSouth sponsored healthcare plans, including coverage for medical and dental
benefits. HealthSouth's primary healthcare plans were national plans, administered by third-party
administrators. HealthSouth was seli-insured for these plans.

The HealthSouth Retirement investment Plan was a qualified 401(k) savings plan. The plan
allowed eligible employees, including Predecessor employees, the option to contribute up to 100%
of their pay on a pre-tax basis info their individual retirement account in the plan subject to the
normal maximum annual limits set by the Internal Revenue Service (“IRS"). Pricr to 2006, the
Predecessor's employer match was 15% of the first 4% of each participant's elective deferrals.
During the period January 1, 2007 to June 29, 2007, and during 2008, the Predecessor's employer
matching contribution was 50% of the first 4% of each participant’s elective deferrals. Al
contributions te the plan were in the form of cash. Predecessor employees who were at least 21
years of age were eligible to panticipate in the plan. Predecessor contributions vested over a
six-year service pericd. Parlicipants were immediately fully vested in their own contributions.
Predecessor contributions to the HealthSouth Retirement Investment Plan for Predecessor
employees for the Predecessor periods January 1, 2007 to June 29, 2007, and the year ended
December 31, 2006 approximated $1.3 million.

In 2007 and 2008, HealthSouth adopted a Senior Management Bonus Program to reward
senior management, including senior management of the Predecessor, for performance based on a
combination of corporate goals, divisional or regional goals, and individual goals. The corporate
goals were based upon the Predecessor meeting a pre-determined financial goal. The divisional or
regional goals were determined in accordance with the specific plans agreed upon within each
HealthSouth division and approved by HealthSouth's board of directors as part of its routine
budgeting and financial planning process. The individual goals were weighted according to
importance and included some objectives commen to all eligible persons, as determined by each
participant and his or her immediate supervisor. The program applied 1o certain persons who
joined the Predecessor in, or were promoted to, senior management positions. For the
Predecessor periods January 1, 2007 to June 29, 2007, and the year ended December 31, 2006,
the Predecessor recorded expense of approximately $0.6 million and $1.8 million, respectively,
under the Senior Management Benus Program.

HealthSouth adopted the HealthSouth Corporation Key Executive Incentive Program on
November 15, 2005, of which cerain Predecessor employees were paricipants. The Key
Executive Incentive Program was a supplement to the Predecessor's overall compensation
program for executives and was intended to provide incentives to key senior executives with equity
awards that vest and cash bonuses that are payable, in gach case through January 2009.
Payments for the Key Executive Incentive Program were not materiat to the Predecessor's financial
position, results of operations, or cash flows.
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Successor Benefit Plans

In connecticn with the Transaction, SCA established certain employee benefit plans effective
July 1, 2007, including the following:

. Company sponsored healthcare plans, including coverage for medical and dental
benefits;

. The SCA Retirement Investment Plan, which is a qualified 401(k) savings plan; and
. The Senior Management Bonus Program.

Substantially alt SCA employees are eligible to enroll in SCA sponsored healthcare plans,
including coverage for medical and dental benefits. Qur primary healthcare plans are national
plans, administered by third-party administraters, and for which we are self-insured. The cost
associated with these plans, net of amounts paid by employees, was approximately $14.8 million
and $10.2 million for the year ended December 31, 2008 and for the pericd June 30, 2007 to
December 31, 2007, respectively.

The SCA Retirement Investment Plan is a qualified 401(k) savings plan. The plan allows
eligible employees 1o contribute up to 100% of their pay on a pre-tax basis into their individual
retirement account in the plan, subject to the maximurm annual limits set by the IRS. SCA's
employer matching contribution is 50% of the first 4% of each participant's elective deferrals. All
contributions to the plan are in the form of cash. Substantially all employees who are at feast 21
years of age are eligible to participate in the plan. Employer contributions vest over a 6-year
service period. Participants are immediately fully vested in their own contributions. Employer
contributions made to the SCA Retirement Investment Plan approximated $3.2 million and
$1.7 million during the year ended December 31,2008 and the period June 30, 2007 fo
December 31, 2007, respectively,

SCA has a Senior Management Bonus Program designed to reward senior management for
performance, based on a combination of corporate, regional and individual goals. The corporate
goals are based upon SCA meeting a pre-determined financial goal. Simitarly, regional goals are
based upon a pre-determined set of financial goals for the applicable region. The individual goals
are determined by each participant with the approval of his or her immediate superviscr. The
program applies to persons who join SCA in, or are promoted tc, senior management positions.
We recorded expense of approximately $3.8 million and $1.3 million under the Senicr Management
Bonus Program for the year ended December 31,2008 and the period June 30, 2007 to
Cecember 31, 2007, respectively.

12. INCOME TAXES

The Company is subject to U.S. federal, state, and local income taxes. The (Loss) income
from continuing operations belore income tax expense is as follows {in thousands):

YEAR PERIOD PERIOD YEAR
ENDED JUNE 30 ~ JANUARY 1 — ENDED
DECEMBER 31 DecemeeR 31 JUNE 29 Decemser 31
2008 2007 2007 2006
{Successor) {Successor) | {Predecessor) {(Predecessor)
{Loss} income from continuing
operations before income fax expense $(27,869) $(18,228} $44,321 $6,266
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The significant components of the provision for income taxes related to continuing
operations are as follows (in thousands):

YEAR PERIOD PERIOD YEAR
Enpeb JUNE 30~ JANUARY 1~ ENDED
DECEMBER 31 DECEMBER 31 JUNE 29 DECEMBER 31
2008 2007 2007 2006
(Successor)  (Successor {Predecessor) (Predecessot)
Current:
Federal £ 17 $ 38 $16,946 $ (6,201)
State and local 395 334 3,236 1,924
Total current expense {benefit) 412 are 20,182 (4,277)
Deterred:
Federal 21,510 6,635 (2,448} 22,475
State and local 4,936 1,181 (467) {1,002
Total deferred expense {benefit) 26,446 7,816 {2,915) 21,473
Total income tax expense related to
continuing operations $26,858 $8,188 $17.267 $17,196

A reconciliation of differences between the federal income tax at statutory rates and our
actual income tax expense on loss from continuing operations, which include federal, state, and
other income taxes, is as follows:

YEAR PERIGD PERIOD YEAR
ENDED JUNE 30 - JANUARY 1 = ENDED
DECEMBER 31 DECEMBER 31 JUNE 28, DeceEMBER 31
2008 2007 2007 2006
{Successor) {Successor) | {Predecessor} (Predecessor)
Tax benefit at statutory raie 35.0% 35.0% 35.0% 35.0%
Increase {decrease) in tax rate resulting from:
State income taxes, net of federal tax benefit 3.8 56 39 (6.0}
IRS Partnership Settlement 0.0 0.0 0.0 207.9
Cther, net (0.8) (0.1} 0.1 0.4
Increase in valuation allowance {134.4) {85.4) 0.0 37.1
Income tax expense (96.4]% {44.9)% 39.0% 274.4%

The income tax expense at the statutory rate is the expected income tax expense resulting
from the loss from continuing operations. Income tax expense is greater than the statutory rate for
the year ended December 31, 2008 and the six-month period ended December 31, 2007 due 1c a
valuation allowance and goodwill amortization related to indefinite-lived intangible assets. After
consideration of all evidence, both positive and negative, management concluded that it is more
likely than not that the Company will not realize its net deferred tax assets. Therefore, a full
valuation allowance has been established on our net deferred tax assets. The deferred tax liability
resulting from the goodwill amortization is considered an indefinite-lived intangible and cannot be
fooked upen as a source of future taxable income to support the reatization of deferred tax assets
for purposes of establishing a valuation allowance.

Income tax expense is greater than the statutory rate for the six-month period ended
June 30, 2007 due to state income taxes. In 2008, income tax expense is greater than the statutory
rate primarily due to an increase in the valuation allowance on the deferred tax asset for state net
operating loss carryforwards and an increase in taxes associated with the Predecessor's share of
the partnership seftlement with the Internal Revenue Service (the “IRS"). In the agreement, the
Predecessor agreed to change its carrying value in certain partnerships for changes io taxable
income resulting from the restatement of the financial statements for these partnerships for the
years ended December 31, 2001 through 2005.
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Deferred income taxes recognize the net tax efiects of temporary differences between the
carrying amcunts of assets and liabilities for financial reporting purposes and amounts used for
income tax purposes and the impact of available net operating loss ("NOL") carryforwards, The
significant components of the Company's deferred tax assets and liabilities are as follows (in
thousands):

As of December 31

2008 2007
CURRENT
Deferred income tax assets:
Allowance for doubtfut accounts $ 1.928 L3 935
Froperty, net 1,481 0
Accrued liabilities 3,375 0
Valuation allowance {6,307) (796)
Deferred income tax liabilifies:
Prepaid expenses {2,385} 0
Other (599) ]
Aggrued liabilities 0 (928}
Net current deferred income tax {liability) asset (2,497) (789}
NON-CURRENT
Deferred income tax assets:
Net operating loss 41,619 18,669
Capital loss 11,133 0
Other comprehensive income 5,576 2,120
Intangible assets 5,591 0
Other 4,055 o
Valuation allowance (63,296) (18,010)
Deferred income tax liabilities:
Property, net 0 {1.753)
Goodwill {33,023) (7,271}
Other {5,992) 1]
Investment in non-consolidated entities 0 {1,033)
Net non-current deferred income tax (liability) asset (34,337] {7,278)
Total deferred income tax {liability) asset $ (36,834) $ (8,067)

FASB Statement No. 109 requires that we reduce our deferred income tax assets by a
valuation allowance if, based on the weight of the available evidence, it is more likely than not that
ali or a portion of a deferred tax asset will not be realized. We have established a full valuation
allowance against net deferred tax assets other than the deferred tax liability resulting from the
goodwill amortization which is considered an indefinite-lived intangible. Based on these
conclusions, a valuation allowance of $69.6 million and $18.8 million is necessary as of
December 31, 2008 and 2007, respectively. For the year ended December 31, 2008, the net
increase in the valuation allowance was $50.8 million.

At December 31, 2008, we had federal NOL carryforwards of approximately $96.6 million.
Such losses expire in various amounts at varying times beginning in 2027. These NOL
carryforwards are subject to a valuation allowance. At December 31, 2007, we had federal NOL
carryforwards of approximately $38.2 million,
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In June 20086, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes ("FIN 48"). FIN 48 clarifies the accounting for uncertainty in income taxes recognized
in a company's financial statements in accordance with SFAS 109. SFAS 109 does not prescribe a
recognition threshold or measurement attribute for the financial statement recognition and
measurement of a tax position taken in a tax return. FIN 48 clarifies the application of SFAS 109 by
defining a criterion that an individual tax position must meet for any part of the benefit of that
position to be recognized in a company’s financial statements. Additionally, FIN 48 provides
guidance on measurement, derecognition, classification, interest and penalties, accounting in
interim periods, disclosure, and transition.

The Predecessor adopted FIN 48 on January 1, 2007. There was no material impact on the
combined or consolidated financial statements as a result of the adeption of FIN 48, and the
Company has no FIN 48 tax liability as of December 31, 2008.

13. ASSETS HELD FOR SALE AND DISCONTINUED QPERATIONS

Centain ASCs owned by the Predecessor were not acquired by the Successor. Additionafly,
founeen ASCs have been sold or closed since the formation of the Company on June 29, 2007.
During 2008, SCA discontinued operations of four surgery centers following management's
assessment of limited growth opportunities at these centers. These facilities were sold at
management's discretion. In accordance with the requirements of SFAS 144, the assets and
liabilities associated with these facilities are reflected in the accompanying condensed consolidated
balance sheets as of December 31,2008 and December 31, 2007 as “assets related to
discontinued operations”, “liabilities related to discontinued operations”, “assets held for sale”, and
“liabilities held for sale”. Additionally, the accompanying condensed consclidated and condensed
combined statements of operations and cash flows reflect the net loss, net of tax, and the net cash
provided by {used in) operating, investing, and financing activities associated with these facilities as
discontinued operations

The operating results of discontinued operations are as foliows (in thousands):

YEAR PERIOD PERIOD YEAR
ENDED JUNE 30 - JANUARY 1 — ENDED
DECEMBER 31 DECEMBER 31 JUNE 29 DECEMBER 31
2008 2007 2007 2006
|Successor]  (Successor} {Predecessor) (Predecessor)
Net operating revenues $ 6,449 $ 14,777 $§ 22,737 $ 72,968
Costs and expenses {5,187) (17,014) {30,240} {75,415)
Impairments {1,477} {238) {3,000} {1,181)
Loss from discontinued operations {215) (2,475) {10,503) {3.628)
Income fax {(expense) benefit {2,286] {161} 4,122 1,386
Net loss from discontinued operations $ (2501) & (2,636) $ {6,381] 3 (2,242)
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The assets and liabilities of discontinued operations consist of the following {in thousands):

December 31, 2008 December 31, 2007
Sald or Sold or
Hald tor sale Closed Total Held for sale Clased Total
Assets
Currant assets

Accounts receivable, net $ 0 $ 423 $ 423 $ 479 § 1238 ¢§ 1,718
Other current assets 0 15 15 104 916 1,020
Total current assets 0 438 438 583 2,155 2,738
Property and equipment, net 0 0 0 1,134 10,630 11,764

Goodwill attributable to held-for-sale surgery
center ] 0 0 587 0 587
Intangible assets, net ¢ 0 0 0 B4 84
Other long-term assets 0 0 0 0 0 0
Total assets $ 0 $ 438 $ 438 $ 2,304 $12869 § 15173

Liabilltles

Current llabilities

Current portion of long-term debt $ 0 $ 0 $ 0 $ [ . 0 % 0
Accounts payable and other current liabilities 0 174 174 447 1,462 1,909
Total current liabilities 0 174 174 447 1,462 1,909
Long-term debt, net of current portion 0 0 0 o 0 o
Other long-term liabilities 0 0 0 4 0 4
Total liabilities 5 0 $ 174 $ 174 $ 451 § 1,462 $ 1913

14. RELATED PARTY TRANSACTIONS

The Company paid management fees to TPG Capita), L.P., an affiliate of TPG, the majority
owner of our Parent, of $2.0 million and $1.0 million during year ended December 31, 2008 and for
the period June 30, 2007 through December 31, 2007, respectively.

Certain directors of the Company received options to purchase membership units of ASC
Acquisition under the Directors and Consultants Equity Incentive Plan as part of their compensation
for consulting services provided to the Company, Total expense recognized by ASC Acquisition
related to these options was $0.8 million for the year ended December 31, 2008. See Note 10,
Equity-Based Compensation, for additional information related to this Plan.

15. COMMITMENTS AND CONTINGENT LIABILITIES
Legal Proceedings

We operate in a highly regulated and litigious industry. As a result, we expect that various
lawsuits, claims and legal and regulatery proceedings may be instituted or asserted against us,
including, without fimitation, employment-related claims and medical negligence claims. The
resolution of any such lawsuits, claims, or legal or regulatory proceedings could materially,
adversely affect our results of operations and financial position. Although the outcome of any such
litigation or proceedings cannot be predicted, we believe that at the present time there are no
pending or threatened lawsuits that are reasonably likely to have a material adverse effect on the
financial position, results of operations, or liquidity of the Company.
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Predecessor Matters .

Commencing in March 2003, HealthSouth undertook a comprehensive review of its
previously issued consolidated financial statements and determined that those consolidated
financial statements were not prepared in accordance with U.S. GAAP. The reconstruction of
HealthSouth's histarical financial records resulted in the restatement of not only HealthSouth's 2001
and 2000 consolidated financial statements, but also the financial statements of certain of its
subsidiary partnerships, including certain partnerships that are now pan of the Company. The
effect of these restatements has been communicated io the outside partners. These restatements
have had a negative impact on our relationships with our partners and may result in litigation
against us. We have and may continue to incur additional charges to reduce the economic impact
to our partners. However, HealthSouth agreed to indemnify us for any claims made against us
arising out of the restatement.

During the reconstruction and restatement period of HealthSeuth's historical financial
statements, it was determined that the equity balances of certain of our partners had been
historically overstated. Curing the period January 1, 2007 to June 29, 2007, HealthSouth favorably
settled with certain of these partners. The reduction of the equity balances of these partners
resulted in the $9.2 million noncash gain included in the line entitled Government, class action, and
related settlements expense in the Predecessor's combined statement of operations for the period
January 1, 2007 to June 29, 2007. The Predecessor recorded expenses of $36.8 million for the
year ended December 31, 2006 related to settlement negotiations with certain of its subsidiary
parinerships related to the restatement of their historical financial statements.

Successor Litigation

The following legal matters were either filed after the Transaction or were matters for which
we agreed to take at least some responsibility from HealthSouth under the terms of the Purchase

Agreement.

On May 5, 2006, a lawsuit captioned DeBartolo, et al. v. HealthSouth Corporation el al, was
filed in the United States District Court for the Northern District of lllinois, Eastern Division, by
Dr. Hansel DeBartolo against Jeliet Surgical Center Limited Parinership (the “Partnership”), the
general partner of that partnership, Surgicare of Joliet, Inc., and its parent, HealthSouth
Corporation, for a declaratory judgment and an injunction relating to the forced repurchase of his
partnership interest. Dr. DeBartolo claims that the pannership agreement's requirement that an
investor in a surgical center perform one-third of his surgical procedures at the center violates the
federal Anti-Kickback Statute and its underlying federal policy. Dr. DeBartolo seeks an order
prohibiting the repurchase ot his partinership interest. On October 17, 2008, the court dismissed the
case by holding that no private cause of action exists under the Anti-Kickback Statute. On
February 7, 2007, Dr. DeBartolo filed an appeal to the Seventh Circuit Court of Appeals, where the
case is now pending. While, as noted above, HealthSouth remains the owner of Surgicare of Jaliet,
Inc. and its interest in the Partnership pending the necessary regulatory approvals in lliinois, SCA is
managing this litigation pursuant to its management of the facility and Surgicare of Joliet, Inc. We
intend to vigorously defend against the alleged claims, Based on the stage of litigation, and review
of the currént facts and circumstances, it is not possible to estimate the amount of loss or range of
possible loss that might result from an adverse judgment or settlement of this case.

On or about September 19, 2007, David J. Chao, who is a limited partner in Arthroscopic &
Laser Surgery Center of San Diego, L.P. {the “Partnership”), which owns our center in
Kearny-Mesa, California {the “Center”), filed a lawsuit captioned David J. Chao v. HealthSouth
Corporation, et al,. in San Diego County, California, Superior Court against HealthSouth, the
Partnership, us and several of our subsidiaries, including the entity that is the general partner of the
Partnership. Dr. Chag makes claims of breach of contract, gross negligence, breach of the
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covenant of good faith and fair dealing, breach of fiduciary duty, judicial dissolution and accounting,
constructive trust, money had and received, intentional fraud and deceit, negligent
misrepresentation, failure to disclose, constructive fraud, and unfair business practices, all with
respect to the operation of the Center under HealthSouth's management. HealthSouth is
responsible for these claims. However, Dr. Chao also makes a claim of intentional interference with
prospective economic advantage against us. Dr. Chao claims that he had an agreement with us to
purchase our interest in our surgery center in La Jolla, California, and that he in turn had an
agreement to sell some of that interest to University of California — San Diego ("UCSD"). He further
claims that we defaulted on the agreement with him and surreptitiously entered into our own
negotiations with UCSD. We intend to vigorously defend ourselves against his claims. He
demands an unspecified amount of compensatory and punitive damages. This case is currently in
the discovery phase. It is not possible at this time to estimate the amount of loss or range of
possible loss that might result from an adverse judgment or settlement of this case.

We agreed to 1ake respansibility from HealthSouth for a lawsuit captioned David D. Beal, et
al. v. HeaithSouth Corporation, et al., which was filed on April 14, 2003, in the Superior Court for
the State of Alaska, Third Judicial District at Anchorage, by David D. Beal, Steven E. Nathanson,
and others against HealthSouth Corporation, David A. McGuire, Alaska Surgery Center, inc.,
Alaska Surgery Center, Ltd. {the “Partnership”), Louise Bjornstad, and Lake Otis Professional
Center, LLC. We acquired Alaska Surgery Center, Inc. and its interest in the Partnership, which
owns our ASC in Anchorage, Alaska, in the Transaction. The plaintiffs, each of whom are partners
with SC Affiliates, LLC, an SCA subsidiary that is the parent of Alaska Surgery Center, Inc., and Dr.
McGuire in a joint venture that owns certain real property in Anchorage, allege that the defendants
breached fiduciary duties to the joint venture by lobbying the Alaska State Legislature to after the
state’s Certificate of Need law in a manner which allowed the primary tenant in the joint venture’s
building to relocate. The plaintifis segk to recover compensatory damages, punitive damages,
attorney’s fees and costs. On QOctaber 13, 2006, the court granted defengants’ motion for summary
judgment on the plaintiffs’ ¢laims and denied plaintiffs’ cross-motion for partial summary judgment,
The case is now on appeal. At this time, we cannot estimate the amount of loss or range of
possible loss that might result to us from an adverse judgment or settlement of this case.

On June 11, 2001, a class action complaint styled Access Now, Inc. et al. v. St Petersburg
Surgery Center, Lid, et af.,, was filed in the United States District Court for the Middle District of
Florida against HealthSouth Corporation (“HealthSouth™ and certain of its facilities, alleging
violations of the federat Americans with Disabilities Act {the "ADA"}, and the federal Rebhabilitation
Act of 1973 (the “Rehab Act”} at HealthSouth's facilities, including its surgery centers, The parties
entered into a Consent Decree which required HealthSouth and its successors to correct any
deficiencies under the ADA and the Rehab Act at the subject facilities. The Consent Decree was
approved by the Court on December 29, 2005. According to the Consent Decree, each facility
which is owned, occupied or cperated by a named defendant is to be inspected for compliance with
the ADA and Rehab Act by December 31, 2008. Any modifications reguired by the inspections are
o be completed within @ years after the inspection repent has been approved by the Court.
Approximately 125 of our facilities are subject to the Consent Decree. We have been advised that
attorneys for HealthSouth Corporation have filed a motion to amend the schedules and dismiss the
other defendants (which would include the SCA owned defendants}.

Corporate Integrity Agreement

In 2004, as a condition of its global settlement with the United States, HealthSouth entered
into a corporate integrity agreement {"CIA") with the Office of Inspector General of the United States
Department of Health and Human Services (“CIG"). Woe inherited certain obligations, such as
reporting requirements and compiiance training requirements, which were applicable to the
Predecessor. These obligations will apply 1o us until the expiration of the CIA on January 1, 2010
(including fiting the last annual report for the 2009 calendar year). We maintain a robust
compliance program as mandated by the CIA. If we fail to comply with the CIA, we could be
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subject to further government investigation and possible penalties, including fines, or we could be
excluded from participating in the Medicare and Medicaid programs.

Upon a review of each facility's relationships and arrangements with referral sources as well
as other business practices, HealthSouth terminated or restructured a number of such relationships
and practices and disclosed certain of such historical relationships and practices to the OIG
pursuant to the ClA. With respect to two ASCs that were the subject of disclosures, we understand
that HealthSouth has entered into a settlement of certain self-disclosures made to the United States
Department of Health & Human Services OIG. At this time, we have no reascn to believe that any
disclosures refated to any of the other facilities, or the other reviewed relationships or practices, will
result in investigations or adverse actions against the facilities, but there can be no assurance in
this regard,

We routinely conduct audits and reviews of the accuracy of our billing systems and other
regulatory compliance matters. As a result of these reviews, we may make disclosures to the OIG
relating to amounts that we suspect represent aver-reimbursements from these programs, whether
due to inaccurate billing or otherwise. ‘Any such disclosures could result in us refunding material
amounts to Medicare or other federal healthcare programs.

Risk Insurance
Predecessor

Historically, risk insurance for the Predecessor was provided through HealthSouth's risk
insurance program. HealthSouth insured a substantial portion of the Predecessor's professional
liability, general liability, and workers’ compensation risks through a self-insured retention program
("SIR"} underwritten by its consofidated wholly owned offshore captive insurance subsidiary, HCS,
Lid. {(*HCS", which was funded annually by HealthSouth. HealthSouth used HCS to fund part of its
first layer of insurance coverage up to $60 million. Risks in excess of specified limits per claim and
in excess of HealthSouth's aggregate SIR amount were covered by unrelated commercial carriers.

‘The Predecessor was charged a premium for workers' compensation and professional and
general liability coverage by HealthSouth, and HealthSouth/HCS assumed the risk of coverage for
losses incurred by the Predecessor, subject o the limits described above. Premiums for workers’
compensation were charged on an occurrence basis. Premiums for professional and general
liabitity coverage were charged to the Predecessor based on all claims incurred during the policy
year, without regard to the date the claims are reported (i.e., on an cccurrence basis). Reserves for
all workers' compensation risks and for professionat and general liability risks, with the exception of
incurred but not reported claims relating to policy years prior t0 2005, are considered liabilities of
HealthSouth. Expenses refated to professional and general liability risks were $2.1 million and
$4.6 million for the period January 1, 2007 to June 29, 2007, and for the year ended
December 31, 20086, respectively, and are classified in Other operating expenses in our combined
statements of operations. Expenses associated with workers’ compensation were $1.1 million and
$0.6 miltion for the period January 1, 2007 to June 29, 2007, and for the year ended
December 31, 2006, respectively, and are classified in Salaries and benefits in our combined
statements of operations.

Provisions for these risks are based upon actuarially determined estimates. Provisions for
losses represent the estimated ultimate net cost of all reported and unreporied losses incurred
through the combined balance sheet dates. Those estimates are subject to the effects of trends in
loss severity and frequency. While management believes the provisions for losses are adequate,
there can be no assurance that the ultimate costs will not exceed management’s estimates.
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Successor

Risk insurance for the Suceessor is provided through SCA’s risk insurance program. We
insure a substantial portion of our professional liability, general liability, and workers’ compensation
risks through fully insured programs, with low or no deductibles, through unrefated carriers.

Provisions for these risks are based upon market based premiums and actuarially
determined estimates for incurred but not reported exposure under claims made policies.
Provisions for losses within the policy deductibles represent the estimated ultimate net cost of all
reported and unreported losses incurred through the consolidated balance sheet dates. Those
estimates are subject to the effects of trends in loss severity and frequency. While management
believes the provisions for losses are adequate, there can be no assurance that the ultimate costs
will not exceed management's estimates,

Reserves for incurred but not reported professional and general liability risks were
approximately $4.2 million and $1.4 million at December 31, 2008 and December 31, 2007,
respectively, and are included in Professional liability risks in the accompanying consolidated
balance sheets. Expenses related to professional and general liability risks were $5.3 million and
$2.7 million for the year ended December 31, 2008 and for the period June 30, 2007 to
December 31, 2007, respectively, and are classified in Other operating expenses in our combined
statements of operations. Expenses associated with workers’ compensation were $2.5 million and
$1.1 million for the year ended December 31, 2008 and for the pericd June 30, 2007 through
December 31, 2007, respectively, and are classified in Salaries and benefils in our combined

statements of operations.
16. SUBSEQUENT EVENTS

Effective March 31, 2009, Mike Snow has resigned from his position on the Company’s
Board of Directors.

17. CONDENSED CONSOLIDATED AND COMBINED FINANCIAL INFORMATION

The following condensed consolidated and combined financial information is presented as
required by the Company's senior and senior subordinated notes indentures dated as of
June 29, 2007. The operating and investing activities of the separate legal entities included in the
consolidated financial statements are fully interdependent and integrated. Accordingly, the
cperating results of the separate legal entities are not representative of what the operating results
would be on a stand-aloneg basis. Revenues and operating expenses of the separate legal entities
include intercompany charges for management and other services. Each of the subsidiary
guarantors are 100% owned by SCA, and all guarantees are full and unconditional and joint and
several, SCA's investments in its consclidated subsidiaries, as well as guarantor subsidiaries’
investments in non-guarantor subsidiaries and non-guarantor subsidiaries' investments in guarantor
subsidiaries, are presented under the equity method of accounting and are included within
intercompany receivable and payable.
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The $150.0 million of 10% senior subordinated notes due in 2017 and $150.0 million of
8.875% / 6.625% senior PIK-election notes due in 2015 (collectively, the "Notes”) were issued in a
private offering on June 28, 2007. The Notes are unsecured senior subordinated obligations of the
Company; however, the Notes are guaranteed by certain of the Company’s current and future direct
100% owned domestic subsidiaries. The financial positions and results of operations (below, in
thousands) of the respective guarantors are based upon the guarantor relationship at the end of the
period presented.

As discussed in Note 1, Surgica) Care Affiliates, LLC was formed in connection with the
Transaction and accordingly the condensed combined statements of operations, balance sheets,
and statements of cash flows for the Predecessor reflect no activity.
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Consolidated Balance Sheets;

Surglcal Care Guarantor Non-Guarantor Elimination Consolidated
Affiliates, LLC Subsldiaries Subsidiaries Adjustments Total
As of December 31, 2008 {Successor) {In Thousands)
Assets
Current assets
Cash and cash egquivalenis 5 B2,357 $ 0 $ 12,265 % 1} $ 74622
Restricted cash 0 ] 21,819 0 21,819
Accounts receivable, net of allowance for doubtful accounts 0 0 78,026 ] 78,028
Prepaid expenses i} 7 15,684 0 15,691
Other current assets 0 656 5,040 0 5,696
Current assets held for sale 0 0 Y] 0 g
Current assets related o discontinued operations Y 0 438 0 438
Total current assets 62,357 663 133,272 4] 196,292
Property and equipment, net of accumulated depreciation 0 3718 190,480 0 184,196
Goodwilt 0 a 659,893 0 659,593
intangible assets, net ol accumulated amodization 0 1,544 687,750 0 59,294
Deferred bond issue costs 15,832 0 0 0 15,832
Investment in and advances to nonconsaolidated affiliates 0 11,476 63,473 0 74,949
Intercompany receivable 848,493 792,802 4] {1,641,295) [
Assets held for sale 0 0 0 0 ]
Assetls related to discontinued operations 0 0 0 0
Other long-term assets 287 0 2,259 0 2,546
Total assels $ 9265969 3 8101201 g 1,117,127 $ (1,641,265 $ 1,213,002
Llabilities and Equity
Current liabilities
Current porlion of long-term debt $3,550 $ G $ 1,751 $ 4 $5,301
Checks issued in excess of bank balance 0 0 9,827 0 9,827
Accounts payable 0 79 21,593 ] 21672
Accrued payrell 6,817 736 18,316 0 25,869
Accrued interast 13,094 0 95 0 13,188
Accrued distributions 0 0 16,458 0 16,458
Payable to nonconsolidated affiliates 0 0 11,055 0 11,055
Refunds due patienis and other third-party payors 0 0 4,646 0 4,646
Deferred income tax liability o 2,497 0 o 2,497
Other current liabilities 12,192 17 3.614 o 15,823
Current liabilities hetd Jor sale 0 o 0 [ 0
Current liabilities related to discontinued operations 0 0 174 [ 174
Tata! current lighilities 35,653 3,329 87 529 [ 126,511
Long-lerm dabt, net of current portion 690,125 0 14,075 0 704,200
Deferred income tax liability 0 34,337 0 0 34,337
Professional liability risks 0 4] 4,205 0 4,205
Intercompany payable 0 0 446,818 {446,818) 0
Liabilities related 1o discontinued operajions 0 0 0 1} 0
Other long-term liabilities 13,338 0 8,254 0 21,592
Total liabilities 739,116 a37.666 560,881 {446,818} 880,845
Commitments and contingent liabilities
Mingrily interest in equity of cansofidated affiliates 0 0 134,304 0 134,304
Equity 187,853 772535 421,942 (1,194,477 187,853
Total liabilities and eguity $ 926,969 $ 810,201 $ 1,117.127 % (1,641,295} $ 1,213,002
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Condensed Consolidated Balance Sheets (Continued):

. Surgical Care Guarantor Non-Guarantor Elimination  Consoclidated
Affiliates, LLC Subsldlartes Subsidlares Ad|ustments Total
As of December 31, 2007 (Succassar) {In Thousands)
Assets
Current assets
Cash and cash eguivalents § 1.079 $ 8 $ 41308 $ 0 $ 42395
Restricted cash 0 D 26,420 0 26,420
Accounts receivable, nel of allowance for doubtful accounis 1] 0 75,451 0 75,451
Propaid expenses 0 S0 7.558 7,648
Other current assels 3,160 385 8,004 0 11,549
Current assets held for sale 0 0 583 0 583
Currani assets related to discontinued operations 0 i 2,155 4] 2,155
Total currgnt assels 4,239 483 161,479 0 166,201
Property and equipment, net of accumulated depreciation 0 728 192,371 0 193,009
Goodwil 0 ] 642,155 0 642,155
Intangible assets, net of accumulated amentization 0 20,147 58,681 4] 78,828
Deferred bond issue costs 18,431 0 0 0 18,431
Investment in and advances to noncansolidated atfiliates 0 21,673 55,152 0 76,825
Inercompany receivable 922,808 348,002 0 (1,270,810) ¢
Assets held for sale 0 0 1,721 0 1,721
Assets related to discontinued operations 0 a 10,714 i} 10,714
Othar long-term assets 478 403 3,175 4] 4,056
Total assets $ 945956 $ 391436 $ 1,125,448 $ (1,270,810) § 1,192,030
Llabliities and Equity
Current liabilitles
Current portion of long-term debt 3 3,550 $ ] $ 1,258 3 o s 4,808
Chacks issued in excess of bank balance 0 0 10,309 o 10,308
Accounts payable 0 857 26,067 0 28,724
Accrued payral! 0 519 16,358 0 16,877
Accrued interest 14,387 0 100 0 14,487
Accrued distributions D 0 17,886 0 17,886
Payable ta nonconsolidated affiliates 0 0 7,495 ] 7,485
Retunds due patienis and cther third-party payors o o 3,623 o 3,623
Deferred income tax labilily o 789 0 0 789
Other current liabilities 6,383 73 8,083 ¢ 14,519
Current liabilities held for sale 4] 0 447 0 447
Current liabilities related to discontinued operations 0 0 1,462 0 1,462
Total current liabilitios 24,320 2,038 93,068 0 119,426
Long-term debt, net of current portion 663,675 0 13,382 0 677,057
Deferred income tax liability 0 7.278 0 0 7.278
Protessional liability risks 0 0 1,380 0 1,280
Intercompany payable 1] 131,825 825,727 {957,552) 0
Liatilities held for sale 0 0 4 G 4
Othor {ong-term liabilities 5,980 0 5836 0 11,816
Total liabilities 693,875 141,141 939,397 {957,552} 816,961
Commitments and contingent liabilities
Minority interest in equity of consolidated affiliates 0 0 123,088 o 123,088
Equity 251,981 250,295 62,963 {313,258) 251,951
Totat ligbilities and equity $ 945956 $ 391,436 $ 1,125448 $ (1,270810) $ 1,192,030
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Condensed Consolidated Statements of Operations:

Surgical Care Guarantor Non-Guarantor ElimlInation Consclidated
Affiliates, LLC Subsldiaries Subsidiaries Adjustments Total
Year Ended December 31, 2008 {Successor)
{in Thousands)
Net oparating revenues 3 i $ ] $ 708424 $ i $ 708,424
Operating expenses:
Salaries and benelits 23,019 4,979 213,528 0 241,526
Supplies 0 25 157,881 ¢] 157,906
Other aperating expenses 27,226 434 91,128 Q 118,788
Depraciation and amortization 0 783 36,634 0 3747
Occupancy costs 1,627 7 28,556 o} 30,180
Provision for doubtiul accounts 0 0 16,000 ] 16,000
Impairment of intangible and long-lived assets 733 0 3.087 3,800
Professional and medical director fees 2588 0 7,561 i} 10,149
{3ain on disposal of assets 0 1m 467 0 568
Total operating expenses 55,193 6,329 554,822 0 616,344
Interest expense 56,005 0 1,274 0 57,279
Interest income {1086) (1% {1,313 0 (1,438)
Loss {gain) on sale of investmenis 3,737 105 {1.160) 0 2,682
Equity in net income of nonconsolidated affiliates (] ' (6,014} {7,831} 0 {13,845)
{Inceme) loss from operations of consclidated affiliates (18,662} 152 0 18,510 ]
Minority interest in earnings of conselidated affiliates 0 ] 75,271 0 75271
Management fees {38,939) 12,275) 41,214 ] 0
{Loss) income from continuing operations before income fax
expanse {57,228) 1,722 46,147 {18,910) {27,869)
Pravision {or ihncome 1ax expenss 0 26,509 349 0 26,858
{Loss) income from continuing operations (57,228) {24,787} 45,798 {18,510} (54,727}
lLoss from discontinued operations, net of income tax benefit 0 0 {(2,501) 0 {2,501)
Net {loss) income § (57,228} § (24,787} $ 43297 $ (185100 5 [57,228)
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Condensed Consolidated Statements of Operations {Continued):

Surgical Cate Guarantor Non-Guarantar Ellmination Consolidated
Affillates, LLC Subsidiaries Subsidiarles Ad|ustments Total
Perlod from June 30 to December 31, 2007
(Successor} {In Thousands)
Nat operaling revenues [ i) $ 1] § 325810 % 0 $ 325,810
Operating expenses:
Salaries and benelits 8,005 2,27 104,475 0 114,751
Supplies 23 0 76,745 o 76,768
Other aperating expenses 13,511 1,148 41,293 0 56,852
Depreciation and amariization 0 347 18.215 0 18,562
Occupancy costs 183 0 14,031 0 14,214
Provision for doubtiut accounts 0 0 6,043 ] 6,045
Impairment of intangible and long-lived assets o o 72 72
Professional and medical director fees 727 18 3,181 0 3,926
Gain on disposal of assets a 4 95 0 95
Total operating expenses 22,449 3,784 264,152 0 290,385
Interest expense 29,844 0 458 0 an.302
Interest income {13} {3n {819) 0 {863}
Loss {gain) on sale of investmeants 0 2,056 {1,674} 0 382
Eguity in net income of nonconsclidated atliliates 0 {1,343} (4,526) 0 (5.868)
{Income]} loss from operaticns of consolidated affiiates {5,017} 1,709 0 3,308 0
Minarity interest in earnings of consolidated affiliates 0 0 29,7M ] 29,701
Managemant fees {18,211) {2,385) 20,596 0 0
{Loss) incame from continuing operations before incoms tax
expensse {29,052) {(3,780) 17,922 {3,308) {18,228)
Provision for income tax expense ] 8,032 156 0 8,188
{Loss) incame from continuing operations {29,052) {11,822) 17,766 (3,308} (26,416}
Loss from discontinuged operations, net of income 1ax benslit 0 D {2.636) 0 {2,6836)
Net (loss) income $ (29.052] $ (11,822} $ 15130 $ (3,308) $ {29,052}
Condensed Combined Statements of Operations:
Surgical Care Guarantor Non-Guarantor Ellm(nation Consolidated
Aftlllates, LLC Subsidiarles Subslidiaries Ad|ustments Total
Period from January 1 to June 29, 2007
{Predecessor) {In Thousands)
Net operating revenues 3 0 $ 0 % 341,058 $ [0 $ 341,058
Operating cxpenses:
Salaries and benslils 0 2,652 116,898 0 119,450
Supplies 0 36 75,693 0 75,729
QOther operating expenses a 751 49,083 0 49,834
Depraciation and amertization Q 252 13,366 0 13,618
Occupancy costs 0 ] 13,544 0 13,544
Provision for doubtful accounts 0 0 6,195 1] 6,195
Professional and medical director fees 0 15 3,546 o 3.581
Loss {gain) on disposal of assets 0 7 {1,534} 0 {1,527}
Government, class atlion, and related seitlements expense 0 ] {9,204} ] {9,204)
Professional fees-accounting, tax, and fegal 4 [¢] 3,599 0 3,599
Total operating expenses ¢ 3,613 271,186 0 274,799
Interest expense o 3 2,242 0 2,245
Interes! income 1} {39) {3,330 0 {3,369)
Gain on sale of invesiments 0 {5,226) {1.071) 0 {6,297)
Equity in net income of nonconsolidated altiliates 0 {578) {5.081) 1] {5,659)
{Incoms) loss from operations of consolidated affiliates s} (95,502} [} 55,502 0
Minarity interest in earnings of consolidated affiliates 0 0 35018 0 35,018
Management fees 0 {4,446) 4,446 0 0
Income from continuing operations befora income tax expense ] 62,175 37,648 {55,502) 44,321
Provision for income tax expense 0 2,602 14,665 0 17.267
Income from continuing cperations 0 59,573 22,983 {55.502) 27.054
Loss from discontinued operations, net ol income tax banefit 0 1] {6,3581) 0 (6,381}
Net incoma (loss) $ 0 $ 53573 $ 16,602 $ (55,502) 3 20,673
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Condensed Combined Statements of Operations {Continued):

Surgical Care Guarantor Non-Guarantor  Elimination Consolidated
Affillates, LLC Subsldiaries Subsidiaries Ad|ustments Total
Year Ended December 31, 2006
{Predecessor) {in Thousands]
Net operating revenues $ 0 $ 0 $ 677537 0 % 677,537
Operating expenses:
Salaries and benefils 0 5,029 227,904 o] 232,933
Supplies 0 0 156,072 ] 156,072
Other operaling expenses 0 3.512 95,294 0 98,806
Depreciation and amortization 0 213 28,895 0 28,108
QOceupancy costs 0 24 27,687 0 27,711
Pravision for doubtful accounis 0 0 12,532 0 12,532
Impairment of intangible and long-lived assets ] o 1,189 0 1,189
Professional and medical director tees 0 116 7.048 1} 7162
Gain on disposal of assets 0 0 {2,6686) 0 {2,666}
Government, class action, and related setilements expense 0 0 36,844 0 36,844
Professional fees-accounting, tax, and legal 0 Q 24,204 0 24,204
Total operating expenses 0 8,894 615,001 0 623,895
Interest expense 0 1 4,602 0 4,603
{nterest income 0 {65) {5,269) 0 {5,354)
Lass (gain) on sale of invesimeants 0 2,653 {1,796) i] 897
Equity in nel income of nonconsolidated afiiliates ] {1,059) (11,040) ] (12.098)
{income) lass from operations of cansotidated affiliates 0 (10,918) 0 10,918 0
Minority interest in earnings of consalidated affiliates 0 0 59,329 0 59,329
Management feas 0 (9.912) 9912 0 0
Income (loss} from continuing operations belore income tax
expense 0 10,408 6,778 {10,918) 6,266
Provision for income tax |benefit) expense 0 {200} 17,396 0 17,196
Income {lass) from continuing cperations 0 10,606 {10,618) {10,918) {10,930)
Loss from discontinued operations, net of income tax
expanse ¢ 8] {2,242) 0 (2.242)
Net incoma [loss) § 0 $ 10,606 $ (12860 $ (10,918 $ (13,172)
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Condensed Consoclidated Statements of Cash Flows:

Surgical Care Guarantor Non-Guarantor Elimination  Consolidated
Afflllates, LLC Subsidlaries Subsldiaries AdJustments Total

Year Ended December 31, 2008 (Succassor) {in Thousands)
Net cash {used in) provided by operating actlvitles $§ {48,378 $  (646) $ 144,981 $_ 0 $§ 95937
Cash flows from Investing activities 0

Capita! expendilures 0 0 {36,546) 0 (36,5486)

Proceeds from disposal of assets 0 0 1,718 0 1,719

Praceeds from sate of equily interests of consolidated

affiliates 0 ] 8,955 o 8,955

Repurchase o} equity interests of consolidated affiliates 0 0 {5.767) 0 {9.767)

Decrease in cash related to conversion of consolidated

affiliates to equity method affiliates i 0 {971} 0 {971)

Increase in ¢ash relaled to conversion of consolidated

afliliates to eguity method affiliates 0 o] 346 4] 346

Net change in resiricted cash 0 0 4,601 [} 4,601

Net settlements on inlerest rate swaps {2,871) 0 0 0 {2.871)

Other investing activities, net 0 0 (47) 0 {47}

Business acquisitions, nel of cash acquired 0 0 {7,529} {7,529}

Nat cash used in investing activities of discontinued

operations 0 0 17,760 0 17,760

Net cash used in Investing actlvities [2,871) 0 {17,479] 0 {20,350}
Cash tlows from flnancing actlvities

Checks issued in excess of bank balance o o {482) 0 (482)

Proceeds from issuance of long-term debt, net of

issuance cosis 30,000 0 0 [ 30,000

Principat payments on noles payable {3.550) 0 [299) 0 {3,849}

Principal payments under capital lease obligations 0 0 {1,489) 0 (1,489}

Distributions 1o minerity interests of consolidated

affiliates 0 0 (58,931) 0 (68,931}

Contributions from minority interests of consalidated

affiliates 0 0 579 0 579

Change in intercompany advances BE 077 638 {B86.,715) 0 0

Net cash used in (provided by} financing activities 112 527 638 (157.337) 1] {44,172)
Change in cash and cash aquivatents 61,278 {8) {29,855} g 31,415
Cash and cash equivalants at beginning of perlod 1,079 8 41,308 0 42395
Cash and cash enuivalents of discontinied operations

at beginning of perlod 0 0 828 0 az8
Legs: Cash and cash equlvalents of discontinued

operatlons at and of period 0 0 {16) 0 {16}
Cash and cash equivalants at end of period $ 62,357 $ 0 $ 12,265 $ 0 $ 74,622
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Condensed Consolidated Statements of Cash Flows (Continued):

Surglcal Care Guarantor Non-Guarantor Elimination Consolidated
Afiiliates, LLC Subsidiaries Subsldiaries Adjustments Total
Perlod from June 30, 2007 to Decembser 31, 2007 {In Thousands)
(Successor)
Net cash {used in} provided by operating activities $ {12.038) § (2712} $ 69,030 % 0 $ 54,280
Cash flows from investing activities
Capital expenditures ] 0 {13,103) 0 {13,103)
Proceeds from disposal of assets o 0 0 Q 0
Proceeds from sale of equily interests of nonconsolidated
affiliates ¢ 0 400 0 400
Proceads from sale of equity interests of consolidated
affiliates 0 a 8,531 1} 8,531
Advances 1o nonconsolidated affiliates 0 0 {250) 0 {250}
Repurchase af equity interests of consolidated affiliates 0 0 {4 646) 0 (4,646)
Net change in restricted cash 0 0 7016 0 7016
Net seltlemenis an interest rale swaps 342 0 0 0 342
Other investing activities, net 0 D {213) 0 {213)
Business acquisitions {923,245) 0 0 0 {923,245)
Net cash provided by investing activities of discontinued
operations Q G 20 4] 20
Net cash used In Investing activities {922,903} 0 (2.245) 0 (025,148)
Cash flows from financing activities
Checks issued in excess of bank balance 0 0 1,696 0 1,696
Proceeds from issuance of long-term debl 649,352 0 0 0 640,352
Pringipal payments on notes payable {1.775) 0 {10 0 {1,785}
Principal payments under capital lease obligations 0 0 {473} 0 (473)
Distributions te minority interests of consolidated affiliates 0 0 {32,479) ] {32,479}
Contributions from minority interest of consolidated
affiliates 0 0 228 0 229
Member contributions 286,000 0 4] 0 286,000
Change in intercompany advances {9.058) 2,720 6,336 4] 0
Net cash used in financing activities of discontinued
operations . 1] 1] {181) ¥ {181)
Net cash provided by {used In) financing activities 924 521 2,720 (24.882) 0 902,359
Change In ¢ash and cash equlvalents {10,420} 8 41,903 0 31,491
Cash and cash equivalents a1 beginning of pericd 11,499 4 {575] 0 10,924
Cash and cash equivalents of discontinued operations at
beginning of period 0 0 808 0 808
Less: Cash and cash equivalents of disconlinued
operations at end of period a 0 {828) 0 (828)
Cash and cash eguivalents at end of period [ 1,079 $ 8 § 41,308 $ 0 § 42,395
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Condensed Combined Statements of Cash Flows (Continued):

Surglcal Care Guarantor Non-Guarantor Elimination  Consolidated
Affillates, LLC Subsidiarles Subsidlaries Ad[ustments Total
Period from January 1 to June 29, 2007
(Predecessor) {In Thousands)
Net cash {used In) provided by operating actlvitles 5 0 § (7,073 $ 63,781 $ 0 $ S6.708
Cash flows from investing actlvitles
Capital expenditures 0 (100) (7.050) 0 {7,150}
Proceeds from disposal of assets 0 0 a5 0 95
Proceeds from sale of equily interests of nonconsolidated
affiiates 0 1,627 0 0 1,627
Proceeds from sale of equity interests of congolidated
affiliates 0 0 4,833 0 4,833
Repurchase of equity interesis of nanconsolidated affiliates 0 {3,502} 0 0 {3,502
Repurchase of equity interesis of consclidaled afliliates 0 0 {4,472) a {4.472)
Cagpitat contribution 0 o 521 0 521
Decrease in cash related 10 conversion of cansolidated
afflliated to equity method affiliates 0 {938) 0 0 +  {938)
Ne! change in restricted cash ] 0 3,678 0 3.678
Net cash provided by investing activities of discontinued
gperations 0 0 389 0 389
Net cash used in Investing actlvities 0 (2,913} [2,006) 0 {4,919}
Cash flows from financing activitles
Chacks issued in excess of bank balance 0 0 4,187 0 4,187
Proceeds from issuance of long-larm deft 0 0 0 0 0
Principal payments on notes payable 0 0 {1,055} 0 (1,055}
Principal payments under capilal lease obligations 0 ] {460) 0 {460)
Distributions to minority interests of consolidated affiliates 0 0 (34,884) 4] (34,884)
Change in inter-company advances 0 9,944 (27.283) 0 (17,339)
Net cash used in financing activities of discontinued
operations 0 0 (1,253} 0 (1,253)
Net cash provided by {used In) financing activities 0 9,944 60,748 0 {50,804)
Change In cash and cash equivalents 0 {42} 1,027 0 985
Cash and cash equivalents at beginning of period 0 50 11,730 0 11,780
Cash and cash equivalents of discontinued operations
at beglaning of period 0 0 0 0 0
Less: Cash and cash equivalents of discontinued
operationg at end of parlod 0 0 {1,841) 0 {1,841)
Cash ang cash eguivalents al end of period $§ 0 $ 8 $ 10,918 3 0 § 10,924
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Condensed Combined Statements of Cash Flows (Continued):

209

Surgical Care Guarantor Non-Guarantor  Elimination  Consolidated
Afflliates, LLC Subsldiaries Subsidiaries Ad|ustments Total
Yoar Ended Dacembar 31, 2006 {Pradecessor} {In Thousands)
Net cash pravided by operating actlvitles $ 0 $ 2250 $ 89,589 § 0 $ 91,389
Cash flows trom investing activities
Capital expenditures 0 0 (22,448) 0 {22,448)
Proceeds from disposal of assets ¥] ] 1,183 1} 1,183
Proceeds fram sale of equity interests of nonconsolidated
affiliates 0 ] 2,897 D 2,997
Proceeds from sale of aquity interesis of consolidated
affiliates 0 0 22,346 0 22,346
Advances io noncensolidated affiliates 0 {662) 0 {662)
Repurchase of equity interests of nonconsolidated affiliates 1] 0 (100} 0 {100}
Repurchase of equity interests of conselidated affifiates o a (3,865) 0 {9,865}
Degrease in cash relaled to conversion of consolidated
aftiliates to equity method affiliates 0 0 {1,595) 0 {1,995)
Increase in cash related to conversion of consolidated
affiliates to equity method affiliates 0 0 {103) o {103}
Net change in restricted cash 0 0 16,224 16,224
QOther investing activities, net 0 0 380 0 380
Met cash provided by investing acfivities of discontinued
operations Q [ 23,376 0 23,376
Net cash provided by investing activitles 0 [i] 31,733 0 31,733
Cash fiows from financing activitles
Checks issued in excess of bank balance ] 0 {6,836) ] {6.8386)
Proceeds from issuance of long-term debt 0 0 4,747 0 4 747
Principal payments on notes payable V] 0 {2,711) 0 {2,711}
Principal payments under capital lease obligations 4] i {1.757) [ {1,757}
Distributions to minagrity interests of consolidated affiltates 0 0 (61.751) 0 {61,751)
Change in inter-company advances 0 {2,555) {45,769} 4] {48,324)
Net cash used in financing activities of discontinued
operations 0 0 {3,401} 0 {3,401}
Net cash used In tinancing activitles i) {2,555) {117,478} 4] (120,033)
Change in cash and cash equivalents i {265)_ 3,854 0 3,588
Cash and cash equivalents al beginning of pericd H 315 8,704 0 7,mg
Cash and cash equivalents of Discontinued operations at
beginning of period o 0 1,172 1] 1,172
Less: Cash and cash equivalents of discontinued
operations at end of pericd 0 0 0 0 ]
Cash and cash equivalents at end of pericd 3 0 $ &0 % 11,730 3 0 $ 11,780
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Section X, Economic Feasibility
Criterion 1120.140(a], Reasonableness of Financing Arrangements

Aftached at Attachment — 42A is a letter from the Applicants attesting that the total estimated project
costs and related costs will be funded in part by berrowing.

Attachment 42A
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SCA

Surgical Care Affiliates

April 12, 2012

Dale Galassie

Chair

llinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Re: Reasonableness of Financing Arrangements

Dear Chairman Galassie;

I hereby certify under penalty of perjury as provided in § 1-109 of the Illinois Code of
Civil Procedure, 735 ILCS 5/1-109 and pursuant to 77 Ill. Admin. Code § 1120.140(a) that the
total estimated project costs and related costs will be funded in total or in part by borrowing
because a portion or all of the cash and cash equivalents must be retained in the balance sheet
asset accounts in order to maintain a current ratio (current assets divided by current liabilities) of
at least 1:3.

The selected form of debt financing the project will be the lowest cost available. Further,
the project expenses only involve the cost of constructing tenant improvements for the facility
which are less cosily than constructing a new building which would house the facility.

Sincerely,

Richard L. Sharff, Jr.

Executive Vice President & General Counsel
Surgical Care Affiliates, LLC

Hawthorn Place Outpatient Surgery Center, L.P

Subscribed and swom to me
This fo*Hay of 4}1,,4,( ,2012

/gm /é)‘ﬂ@.\l;;i/

/ Notary Public

50 Sl Attachment 42A

3000 Riverchase Galleria, Suite 500_| Birmingham, AL 35244 | _800.768.0094 lIlwww.scasurgery.com]




Section X, Economic Feasibllity Review Criteria

Criterion 1120.140(b), Conditions of Debt Financing

Attached at Attachment — 42A is a letter from the Applicants documenting that the conditions of debt financing
are reasonable,

Attachment - 428
136706.7
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Section X, Economic Feasibility Review Criteria

Criterion 1120.310(c}, Reasonableness of Pro|ect and Related Costs

1. The Cost and Gross Square Feet by Depariment is provided in the table below.

COST AND GROSS SQUARE FEET BY DEPARTMENT OR SERVICE

A - B c D E '|' F- G . " H.
Department - . — Total Cost |
{listbelow} | Cost/Square Foot Gross Sq. Ft. Gross Sq. Ft. Const. $ | Mod. § (G+H) |
New ~Mod. New Circ.* | Mod.  Circ.” {AxC} |. (BxE) f

Clinical $270.91 7,955 $2,155,080 $2,155,090
Contingency $28.43 7,955 $226,174 $226,174
Total -
Clinicat 299.34 7,955 $2,381,264 $2,381,264
Non-Clinical $120.39 7276 $875,879 $875,979
Contingency $12.64 7,276 $91,833 $91,933
Total — Non-
Clinical $133.03 7276 $967.912 $967,912
TOTALS $219.89 15,231 $3,349,176 $3,349,176

* include the percentage (%

%) of space for circulation

2. As shown in Table 1120.310(c) below, the project costs are below the State Standard.

—

T Table 1120.310({c)
. . - : Above/Below State
o -_Proposed Project H__SttaFe Standard " Standard
Preplanning $49.770 | 1.8% x (Construction + | Below State Standard

Contingency +
Equipment) =
1.8% x ($2,165,755 +
$215,509 +
$1,178,200) =

1.8% x 3,569,554 =

$64,072

New Construction Contracts

$2,165,755/7,955
GSF =

$272.25 per GSF

$291 per gross square
foot

Below State Standard

136706.7
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R ,«Table 1120 310(c)&}ﬁ

i .- = ¥ by A A Tl
Proposed Pro;ec % «m

e State Standard

ST AT

y ﬁ}ﬁ >v-.:>.::=§’ ]-' f

Above!BeIow State -
37 standard ;

Contingencies $215,509 0% X Constructlon Below State Standard
Costs =
10% x $2,165,755 =
$216,576
Architectural/Engineering Fees $157,850 | 7.06% - 10.60% Below State Standard
{Construction +
Contingency) =
7.06% - 1080 x
(32,155,090
$226,174) =
7.06% - 10.60%
$2,381,264 =
$168,117 - $252,414
Consulting and Other Fees $298,125 | No State Standard N/A
Moveable Equipment $1,178,290 | $353,802 per Room Below State Standard
$353,802 x4 =
$1,415,208
Net Interest Expense During $130,738 | No State Standard N/A
Construction
Fair Market Value of Leased $1,925,829 | No State Standard N/A
Space or Equipment
Other Costs to be Capitalized $566,646 | No State Standard N/A
Attachment 42C
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Section X, Economic Feasibility Review Criteria

Criterion 1120.310[d), Projected Operating Costs
Operating Expenses: § 4,411,211

Procedures: 3,358

Qperating Expense per Procedure: $1,313.64

Attachment — 42D
136706.7
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Section X, Economic Feasibility Review Criteria
Criterion 1120.310{e), Total Effect of Project on Capital Costs

Capitat Costs; $364,356
Procedures; 3,358

Capital Costs per Procedure: $108.50 per procedure

136706.7
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Section XI, Safety Net Impact Statement

1.

136706.7

The Replacement ASTC will improve access to safety net services to the residents of Lake
County and surrounding areas. The Applicants recently enroiled in the lllinois Medical Assistance
Program ("Medicaid”} and are working with various providers to faciiitate referrals of Medicaid
patients the Replacement ASTC, so they may also experience the ease, convenience and quality
of having surgical procedures performed in an ASTC setting.

The relocation of the ASTC will not impact the ability of other providers or other health care
facilities to cross-subsidize safety net services. As set forth throughout this application, the
Applicants propose to relocate their existing ASTC to a modern state-of-the-art facility 1o better
serve residents of Lake County and surrounding areas. Additionally, Hawthorn Surgery Center
recently enrolled in the Medicaid program and is working with various providers to facilitate
referrals of Medicaid patients the Replacement ASTC, so they may also experience the
advantages of having surgical procedures performed in a high quality ASTC setting.

The following table shows the amount of Medicaid and charity care provided over the last three
years.

S Safety Net Information par PA 96-0031.38 o
P e -j:';:;; D2 f’CHARITY cme%g gxwﬁ%*%ﬁ%' {
i Charity (# of patients} 20080 | 2009 M IR 2010
inpatient
QOutpatient o
Total
Charity (cost In dollars)
Inpatient
Outpatient 0
Total 0
MEDICAID
Medlcaid (# of patients) Year Year Year
Inpatient
Qutpatient 0 [+
Taotal
Medicaid {revenue}
Inpatient
Outpatient 0 0 0
Total 0 0

Attachment — 43
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Section Xll, Charity Care Information

The amount of charity care provided by the appiicant for the latest three audited fiscal years is provided in
the table below.

[~ 7 o av 0o CHARITY CARE iy foam b, o N
o E T T 2008 i 1E s 2000 6 | g 2010
Net Patient Revenue 19,435,770 21,732,292 7,104,404
Amount of Charity Care (charges) 0 ’ ] 1]
Cost of Charity Care 0 D 0

Attachment 44
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Appendix 1
Physician Referral Letters

Copies of the physician referral letters documenting the number of patients referred to health care
facilities within the past 12 months and the projected referrals to the Replacement ASTC are attached at

Appendix 1.

Appendix 1
136706 7
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Suburban Ear, Nose & Throat Specialist, Ltd.
Hawthorn Health Center
1900 Hollister Drive, Suite 220
Libertyville, Illinois 60048

March3_l, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in otolaryngology (ear, nose, and throat) cases. I am writing in
support of the relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in

Vernon Hills, Iilinois.

Hawthom Surgery Center has been at its current location for thirty-two years. It is my
understanding that, given the age and design of the existing the facility, it is difficult to
accommodate all of the necessary surgical equipment and to utilize statc-of-the-art technology.
Although I anticipate minor changes in my referral patterns, the relocation of Hawthom Surgery
Center will give my patients more flexibility in their selection of treatment location and will
allow me to provide high quality care in a modern facility.

During the past twelve months, I performed a total of 712 outpatient surgery cases. Outpatient
otolaryngology surgery cases will constitute the majority of my work in the future. I referred
cases to the following hospitals and surgery centers. With the relocation of Hawthorn Surgery
Center, I expect to refer my cases as noted below. Projected patient volume shall come from the
proposed geographic service area of the Hawthorn Surgery Center.

The number of
Hospital and referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
(name) {(number of cases) S'urgcry Center
Most recent 12 First Year After
months the Proposed
Project Opens
Luthcran General Hospital 466 52
Golf Surgical Center 115 10
Highland Park Hospital 40 40
Condell Medical Center 2 2

143917.1
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Mr. Dale Galassie
March , 2012
Page 2

Hospital and

The number of
referrals to

Hospital / Licensed ASTC Licensed ASTC Hawthorn
(name) (number of cases) S}lrgcry Center
Most recent 12 First Year After
months the Proposed
Project Opens
Glenbrook Hospital 4 0
Skokie Hospital 4 0
Rush University Medical Center 67 0
Children’s Memorial Hospital 14 0
Total 712 104

These referrals have not been used to support another pending or approved certificate of need

application.

The information in this letter is true and correct to the best of my knowledge. |

I support the proposed relocation of Hawthorn Surgery Center.

Sincerely,

SF SN S,

David L. Walner, M.D.
1900 Hollister Drive, Suite 220
Libertyville, 1llinois 60048

Subscribed and sworn to me
This31% day of e s 2012

i & kit

ONotar Public

LOUISE E GABRIEL
NOTARY PUBLIC - STATE OF JLLINOIS
MY COMMISSION EXPIRES:02/21/13

......

145917.1
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Suburban Ear, Nose¢ & Throat Specialist, Ltd.
Hawthorn Health Center
1900 Hollister Drive, Suite 220
Libertyville, lllinois 60048

March~3_‘, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in otolaryngology (ear, nose, and throat) cases. I am writing in
support of the relocation of Hawthom Surgery Center to Lakeview Parkway and Center Drive in

Veron Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. It is my
understanding that, given the age and design of the existing the facility, it is difficult to
accommodate all of the necessary surgical equipment and to utilize state-of-the-art technology.
Although I anticipate minor changes in my referral patterns, the relocation of Hawthorn Surgery
Center will give my patients more flexibility in their selection of treatment location and will
allow me to provide high quality care in a modern facility.

During the past twelve months, I performed a total of 238 outpatient surgery cases. Qutpatient
otolaryngology surgery cases will constitute the majority of my work in the future. 1 referred
cases to the following hospitals and surgery centers. With the relocation of Hawthorn Surgery
Center, I expect to refer my cases as noted below. Projected patient volume shall come from the
proposed geographic service area of the Hawthorn Surgery Center.

The number of

Hospital and referrals to
. . Licensed ASTC Hawthorn
Hospital / Licensed ASTC {number of cases) | Surgery Center
(name) Most recent 12 First Year After
months the Proposcd
Project Opens
Lutheran General Hospital 148 15
Golf Surgical Center 64 10
Highland Park Hospital 18 18
Condell Medical Center 2 2
Glenbrook Hospital 6 0
Total 238 45
14614 1.1




Suburban Ear, Nose & Throat Specialist, Ltd.
Hawthorn Health Center
1900 Hollister Drive, Suite 220
Libertyville, Illinois 60048

March _, 2012

Dale Galassie

Chair

Hlinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Iliinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in otolaryngology (ear, nose, and throat) cases. 1 am writing in
support of the relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in
Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two vears. It is my
understanding that, given the age and design of the existing the facility, it is difficult to
accommodate all of the necessary surgical equipment and to utilize state-of-the-art technology.
Although [ anticipate minor changes in my referral patterns, the relocation of Hawthorn Surgery
Center will give my patients more flexibility in their selection of treatment location and will
allow me to provide high quality care in a modern facility.

During the past twelve months, 1 performed a total of 473 outpatient surgery cases. Outpatient
otolaryngology surgery cases will constitute the majority of my work in the future. 1 referred
cases to the following hospitals and surgery centers. With the relocation of Hawthorn Surgery
Center, I expect to refer my cases as noted below. Projected patient volume shall come from the
proposed geographic service area of the Hawthorn Surgery Center.

The number of
Hospital and lﬁf:;:::l:'r:‘o
Hospital / Licensed ASTC Licensed ASTC Surgery Center
(numbecr of cases) .
(name) Most recent 12 First Year After
months the Proposed
Project Opens
Lutheran General Hospital 266 20
Golf Surgical Center 133 11
Highland Park Hospital 6 6
Condell Medical Center 56 56
Glenbrook Hospital 11 0]

419




Mr. Dale Galassie

March __, 2012

Page 2

Skokie Hospital 1 0
Total 473 93

These referrals have not been used to support another pending or approved certificate of need

application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of Hawthorn Surgery Center.

Sincerely,

L

Gregory S. Bussell, M.D.
1900 Hollister Drive, Suite 220
Libertyville, Illinois 60048

Subscribed and sworn to me
This3/Zday of Mhare b, 2012

OFFICIAL SEAL
LOUISE E GABRIEL
NOTARY PUBLIC - STATE OF ILLINOIS
MY COMMISSION BEXPIRES: 022113

et T
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Suburban Ear, Nose & Throat Specialist, Ltd.
Hawthorn Health Center
1900 Hollister Drive, Suite 220
Libertyville, Illinois 60048

March3/, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in otolaryngology (ear, nose, and throat) cases. 1 am writing in
support of the relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in

Vemon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. It is my
understanding that, given the age and design of the existing the facility, it is difficult to
accommodate all of the necessary surgical equipment and to utilize state-of-the-art technology.
Although I anticipate minor changes in my referral patterns, the relocation of Hawthorn Surgery
Center will give my patients more flexibility in their selection of treatment location and will
allow me to provide high quality care in a modem facility.

During the past twelve months, I performed a total of 70 outpatient surgery cases. Outpatient
otolaryngology surgery cases will constitute the majority of my work in the future. I referred
cases to the following hospitals and surgery centers. With the relocation of Hawthom Surgery
Center, I expect to refer my cases as noted below. Projected patient volume shall come from the
proposed geographic service area of the Hawthorn Surgery Center.

The number of
. referrals to
Licraned EAas:l;“lc Hawthorn
Hospital / Licensed ASTC Surgery Center
(number of cases) .
(name) First Year After
Most recent 12
months the Proposed
Project Opens
Lutheran General Hospital 54 b)
Golf Surgical Center 4 3
Rush University Medical Center 12 0

o




Mr. Dale Galassie
March _, 2012
Page 2

Hotal - i 70 | 8]

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.-
I support the proposed relocation of Hawthorn Surgery Center.

Sincerely,

Katherine K. ing, M.D.
900 Hollister Drive, Suite 220
Libertyville, Hlinois 60048

Subscribed and sworn to me

This3 day of PAaeel 2012

OFFICIAL SEx_

Nt A“I_;OUISE E GABRIEL,
PUBLIC - STA
Y TE OF ILLINOIS

- 53




Lisa M. Schoene, DPM, ATC, FACFAS
351 South Greenleaf Street, Suite C
Park City, Illinois 60085

February 27, 2012

Dale Galassie

Chair

[Hinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in Podiatry. [ am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, 1 performed a total of 11 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient podiatric surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

o T . “Projected
. . Hospital and - . Referrals to
Hospital ,(f;;f::z)s ed ASTC Licensed ASTC Hawthorn !
. after Project
L L ] | _Completion
Hawthorn Surgery Center 11 11
Chicago Same Day Surgery Center 5 0
Lake Forest Hospital 2 0
Total 18 11

147419.1 5 22



% Mr. Dale Galassie

February 27,2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthomn Surgery Center.

Sincerely,

2D S.Greaenteaf St ke ¢
Veerk Citry [ TL- DS

Physician Addres§

Llsa Schoene, D.P. M

(Signature of'*Physician)

Subscribed and sworn to me
This_¢& day of 7’1‘4_/»0‘4_ , 2012

Official Seal
Francine Rippberger

Notary Public State of lllinois
i i Ve B Yo My Commission Expires 10/27/2014

ey,
ubhc /’
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Paul Herer, D.M.D, M.S.
195 South Rand Road #110
Lake Zurich, Illinois 60047

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor
Springfield, Illinois 62761

Dear Mr. Galassie:

I am a pediatric dentist. [ am writing in support of the relocation of Hawthorn Surgery Center to
Lakeview Parkway and Center Drive in Vemon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, 1 performed a total of 18 outpatient surgery cases at Hawthorn Surgery Center.

Outpatient dental surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume

shall come from the proposed geographic service area of the Hawthorn Surgery Center.

—

o Projected
. . . Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
' - _after Project
| e Completion ___|
Hawthorn Surpery Center 18 18
Total 18 18

143441.1

234




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

[ support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

195 S Rand R 81D
ladce Zuricih , T oY)

Physwdress

Paul Herer, DM.D.. M.S.
(Printed Name of Physician)

7 .

fSignature'of?ﬁysician)

Subscribed and sworn to me

This & _day of Z?QMA _ 2012

Official Seal
Francine Rippberger
Notary Public State of linots
My Commission Expires 1Qr27/2014

2445




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

Itlinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor
Springfield, [llinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. [ am writing in support of the relocation of Hawthorn

Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthormn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, 1 performed a total of 125 outpatient surgery cases at Hawthom Surgery Center.

Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, 1 expect to refer my cases as noted below. Projected patient volume

shall come from the proposed geographic service area of the Hawthorn Surgery Center.

= CE

" = ™ “Projected |
| . . Hospital and Referrals to
z Hospital/ Licensed ASTC Licensed ASTC Hawthorn
i Coe after Project
i . L Completion
Hawthorn Surgery Center 125 125
Lake Forest Hospital 49 0
Advocate Condell Hospital 22 0
Total 196 125

147423.1

5k



-

" Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

1 support the proposed relocation of the Hawthom Surgery Center.

Sincerely,

“”H_D ELQ(LS HéEr ~ bﬂ_,
Physician Address |_{, Fow\f/t- L& , T (p 0048

Peter Hoepfner, M.D.

Subscribed and sworn to me
This _J-day of M,A(Lmaf ,2012

O af'/

Notary Public ~—

OFFICIAL SEAL
CLARA JOYCE
Notary Public - State of lliinals

My Commission Expires May 30, 2014

C T




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

[linois Health Facilities and Services Review Board
525 West Jefierson Street, 2nd Floor

Springfield, Hlinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn

Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, lllinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my

patients high quality care in a modem facility.

In 2011, 1 performed a total of 246 outpatient surgery cases at Hawthorn Surgery Center.

Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, T referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume

shall come from the proposed geographic service area of the Hawthorn Surgery Center.

) o ST Projected
, . Hospital and Referrals to
Hospital / Licensed ASTC Licenls)ed ASTC | ' Hawthorn
after Project
- o _ ___ Completion |
Hawthorn Surgery Center 246 246
Lake Forest Hospital 178 0
Advocate Condell Hospital 17 0
St. Joseph Hospital 14 0
Resurrection Hospital 1 0
Advocate Illinois Masonic Hospital 2 0
Total 458 246

147424.]

538



. Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter 1s true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthom Surgery Center.

Sincerely,

170 ELQSQSL{UM D

Physician Address |\ 61.9_1_\/1[ ¢ L lé—/, TL bodis

__Anand Vora. M.D.
{Printed Name of Physician)

4.
(Sighétdfe 5T Physician)

Subscribed and swom to

¢ ) OFFICIAL SEAL,
This . day of _ 2.0 ( ,2012 CLARA JOYGE

Notary Public - State of iitinolg
@ My Commission Expires May 30, 2014

Notary-Publi=

2 539




Robert C. Dugan, M.D.
350 South Greenleaf Avenue, Suite 405
Gurnee, Illinois 60031

February 27, 2012

Dale Galassie

Chair

Iltinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. 1 am writing in support of the relocation of Hawthormn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Hlinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the cxisting the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 76 outpatient surgery cases at Hawthorn Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

o ) I‘"' " Projected
. . Hospital and " Referrals to

| Hospital / Licensed ASTC Licensed ASTC | . Hawthorn
' ' after Project
| o | Completion |
Hawthorn Surgery Center 76 76

Victory Memorial Hospital 134 0

Lake Forest Hospital ] 0

Total 211 76

147420.1 35 0




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

500 5.Green| eat ¥ o
Guirnies, TL-(e0O? )

Physician Address

Robert Dugan, M.D.

(Pri'zi Na:nZ’ijciag/

(Signature of Physician)

Subscribed and sworn to me
This |U¥day of Mowvesn , 2012

OFFICIAL SEAL
ISABEL C VILLARREAL
NOTARY PUBLIC - STATE OF WAINOIS
MY COMMISSION EXPIRES 0602118

%)




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me fo provide my
patients high quality care in a modern facility.

In 2011, I performed 1 outpatient surgery case at Hawthorn Surgery Center. Outpatient
orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthom Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthomn Surgery Center.

N S o Projected |
: . . Hospital and Referrals to
i Hospital / Licensed ASTC Licensed ASTC Hawthorn
; after Project
. . L e __Completion
Hawthorn Surgery Center 1 1
Lake Forest Hospital 91 . 0
Total 92 1

147429.1 6 & A




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthom Surgery Center.

Sincerely,

170 Frerlee i Dr_
Physician Address ) | '-'QQEIQ(\/ Vi lxl.E IL Lo C‘:l::)q/-e

Burt Schell, M.D.
(Printed Name of Physician)

i

(Signature of Physician)

Subscribed and sworn to me (,J
2012

This C_o day of pMM A R.C | OFFICIAL SEAL

CLARA JOYCE

Notary Public - State of lllinpis

>& D\ /_\ My Gommission Explres May 30, 2014

Notar)ﬂ’ﬁﬁﬁf

> 493




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

Hlinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthom Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, 1 performed a total of 14 outpatient surgery cases at Hawthom Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, T referred cases to the following hospitals and surgery centers. With the relocation of *
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthom Surgery Center.

T o "~ Projected
. . Hospital and - Referrals to
Hospital/ Licensed ASTC Licensed ASTC Hawthorn
after Project
; — - . L _Completion
Hawthorn Surgery Center 14 14
Lake Forest Hospital 51 0
Advocate Condell Hospital 2 0
Total 67 14

147428.1 55 (J




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

[ support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

A0 FLopSHe iy DR
Physician Address L\ (&% (2 [ /l/t U& ) T @;oaﬁ{ﬁg)

Peter Thadani, M.D.
(Printed Name of Physician)

(Signature of Physician)

QFFICIAL SEAL

This 4-day of _Mﬁg&[é\ 2012 Notary Public - State of filinois

O ﬁ My Commission Expires May 30, 2014
Notary Pubc”™ 7)/ '

ribe worn t
Subsi; d and sworn to me CLARA JOYCE




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, lllinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 296 outpatient surgery cases at Hawthorm Surgery Center.
Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthom Surgery Center, [ expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

] T Projected
. ] Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
after Project
o e e . e Completion
Hawthorn Surgery Center 296 296
Lake Forest Hospital 69 0
Advocate Condell Hospital 2 0
Total 367 296

7




Mr, Dale Galassie
February 27,2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

o SloesHe A D
Physician Address\ﬁ\ %g‘(zj(‘v Vil b@} T {b %4&

Christ Pavlatos, M.D.
(Printed Name of Physician)

(Signature of Physician) \

Subscribed and sworn to me

Thi f 12 OFFICIAL SEAL
® 5‘ day o 82 Cad .20 CLARA JOYCE

Notary Public - State of Hiinois
My Commisslon Expires May 30, 2014

No ublic V

> 3%




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. [ am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate ali of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, T performed a total of 531 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the rclocation of
Hawthorn Surgery Center, [ expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

A T i T T Projected
! - . Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
after Project
. o R Completion
Hawthom Surpery Center 531 531
Lake Forest Hospital 493 0
Northwestern Grayslake Surgical Center 34 0
Total 1,058 531

147432.1

358




- Mr. Dale Galassie

February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthom Surgery Center.

Sincerely,

}b(\@g%lu\f&r

Physician Address |\ &g ¢\ v A \Q}'j:]_ lbond

Roger Chams. M.D.
(Printed Name of Physician)

Cheee

(Signature of Physician)

Subscribed and sworn to me

This 5‘ day of .M.M.cb&f_’ 2012 OFFICIAL SEAL
CLARA JOYCE

Notary_ Publi¢ - State of lllinoig
D l /’\ My Commission Expires May 30, 2014

359




ILLINOIS BONE AND JOINT INSTITUTE
720 FLORSHEIM DRIVE
LIBERTYVILLE, ILLINOIS 60048

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, [llinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. ] am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 43 outpatient surgery cases at Hawthorn Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, [ expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

......

T , Projected
. : Hospital and - 'Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
after Project
N _Completion
Hawthorn Surpery Center 43 43
Lake Forest Hospital 98 0
Advocate Condell Hospital 3 0
Yotal 144 43

147433.1 3[_’ D




| 'Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

1 support the proposed relocation of the Hawthorn Surgery Center,

Sincerely,

1710 blonludewm
Physician Address }._{ ‘B‘M’Cf\/ Vitle [ Te LQOOL{ &

Stanford Tack, M.D.
(Printed Name of Physici

(Signatfe of Physician)

Subscribed and sworn to me

This ;’z day of MAQ_QA\ 2012 OFFICIAL SEAL

CLARA JOYCE

\ Notary Pyblic - State of lllinois
.;. 0 ‘\ My Commission Expires May 30, 2014
A\ ~
t bli

NetaryPublic

2 G




CRAIG S. WILLIAMS, M.D.
9000 WAUKEGAN ROAD
MORTON GROVE, ILLINOIS 60053

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, lllinos.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 119 outpatient surgery cases at Hawthorn Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, 1 referred cases to the following hospitals and surgery centers. With the relocation of .
Hawthorn Surgery Center, | expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

o " Projected
. , Hospital and Referrals to
i Hospital / Licensed ASTC Liccnls)e d ASTC Hawthorn
, after Project
j e S __Completion ____
Hawthorn Surgery Center 119 119
Advocate Condell Hospital 1 0
Glenbrook Hospital 1 0
Golf Surgical Center 4 0
Illinois Sports Med & Ortho Surgery Center 190 0
Advocate Lutheran General Hospital 35 0
Lake Forest Hospital 30 0
Highland Park Hospital 15 0
Total 395 119

U4




" Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,
Rd
@OODW%Q}M YT oo 3
Physician Address

Craig Williams, M.D.
(Pri Name of Physician)

Wure of Physician)

Subscribed and sworn to me
This & day of W 2012

e
3 ubhic

Official Seal
Francine Rippberger

* Motary Public State of Hlinots

-y Commission Expiras 10/2772014

2 345




GREENLEAF QORTHOPAEDIC ASSOCIATES
105 NORTH GREENLEAF STREET
GURNEE, ILLINO1S 60031

February 27, 2012

Dale Galassie

Chair

Tilinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie;

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 6 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

R Projecfed
1 . . Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
after Project
I . » Completion ___
Hawthorn Surgery Center 6 6
Lake Forest Hospital 11 0
Advocate Condell Hospital 15 0
Northwestern Grayslake Surgical Center ) 12 0
Total 44 6

147438 1 5[’( .




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application,

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

10D V. Geeen le S
COwmer . LU LeoO>)

Physician Address

Hany Elrashidy. M.D.
(Printed Name of Physician)

Subscribed and sworn to me

This{p day of M 2012

Notary Public

ATV s

Official Seal
Francine Rippberger )
u Notary Pubtic State of illinois
My Commission Expires 1012772014



GREENLEAF ORTHOPAEDIC ASSOCIATES
105 NORTH GREENLEAF STREET
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassie

Chair

1llinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, [1linois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vermon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modem facility.

In 2011, I performed a total of 78 outpatient surgery cases at Hawthorn Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, T referred cases to the following hospitals and surgery centers. With the relocation of
Hawthom Surgery Center, | expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

; = ' - Projected |
: . . Hospital and Referrals to
| Hospital / Licensed ASTC Licensed ASTC Hawthorn
? after Project
P o L _ Completion
Hawthorn Surgery Center 78 78
Lake Forest Hospital 11 0
Advocate Condell Hospital 177 0
Total 266 78

1474391 5{‘, b




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthom Surgery Center.

Sincerely,

\O2 N.Creenlege sy

Gurnee, Tr. (pc0? )
Physician Address

Thomas Baier, M.D.
{Printed Name of Physician)

TELE [T

(Signature of Physician)

Subscribed and swom to me

This (> day of 2?‘3“4 /2012

Official Seat

Francine Rippberger
Notary Public State of illinois

Commission Expires 1012712014

My

54




GREENLEAF ORTHOPAEDIC ASSOCIATES
105 NORTH GREENLEAF STREET
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassic

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. 1 am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hilis, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, T performed a total of 5 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

—T = T

' T T - “Projected

: . . Hospital and - Referrals to

i Hospital / Licensed ASTC Licensed ASTC Hawthorn

‘ K " after Project
e L . _ Completion ]
Hawthorn Surgery Center 5 5
Lake Forest Hospital 4 0
Advocate Condell Hospital 178 0
Total 187 5

04




= Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

195 V. 6regnlesar S

Ourres T1 (2DDD)
Physician Address

Roger Collins, M.D.
(Printed Name of Physician)

(Signature of Physician)

Subscribed and sworn to me
This ¢ day of ijﬁgc A ,,2012

- Official Seal
fancine Rippberger

(h:lolaryAF'l_JbHc State of lilingig

¥ Commission Expires 104272014

J e v ) i Y,
Notarylﬁic ’/// Z Z




Ilinois Pain Center
185 Milwaukee Avenue, Suite 230
Lincolushire, Illinois 60069

February 27, 2012

Dale Galassie

Chair

Nlinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am an anesthesiologist specializing in pain management. 1 am writing in support of the
relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills,

Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 62 outpatient procedures at Hawthom Surgery Center. Outpatient
pain management cases will constitute the majority of my work in the future,

In 2011, 1 referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

, T e Projected

: Troni » . Hospitaland . |. Referrals to
| Hospital I(k;:f:i:)s ed ASTC Licéhsed"ASTC- ‘.~ " Hawthorn

= : .- . after Project
— e a o Completion
Hawthorn Surgery Center 62 62
Advocate Condell Hospital 11 0
Total 73 62

H5D




“Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

B0 M lwauler Pve. Ste. 2230
Luncolnshire T Oy o)

Physician Address

Richard Caner, M.D.
{Printed Name of Physician)

S 4 L

{Signature of Physician)

Subscribed and sworn to me
This_¢ day ofWu ,2012

Officiat Seal
Francine Rippberger

Notary Public State of llinois
My Cammission Expires 1012712014




Center for Pain Control, P.C.
1800 Hollister Drive, Suite 206
Libertyville, lllinois 60048

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am an anesthesiologist specializing in pain management. 1 am writing in support of the
relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills,
Illinois.

Hawthom Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 23 outpatient procedures at Hawthorn Surgery Center. Qutpatient
pain management cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

o T T - Projected
. . .Hospital and . Referrals to
Hospital / L::;:n;s ed ASTC Licensed ASTC Hawthorn
(name : after Project
! . Y P . | Completion __
Hawthorn Surgery Center 23 23
Total 23 23
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Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

(800 Molliskerpr, Soide 206 | Litonky slle Ty boowy
Physician Address

Yuliva Kin-Kartsimas, M.D.
(Printed Name of Physician)

m‘ Mi’—d .Zl%"t‘ru@’ 0

(Signatuse of Physician)

Subscribed and sworn to me

This _1_day of ol . 2012

MARY F MONAGHLN
OFFICIAL SEAL
" Natary Public, S1ate of lNimos
f = My Commission Expires -

Nota, § i




Park Ridge Anesthesiology Associates
1875 West Dempster Street, Suite 405
Park Ridge, Illinois 60068

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am an anesthesiologist specializing in pain management. I am writing in support of the
relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in Vemon Hills,

Hlinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modem facility.

In 2011, I performed a total of 270 outpatient procedures at Hawthorn Surgery Center.
Qutpatient pain management cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, 1 expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

: o T o Projected !

. . Hospital and Referrals to

; Hospital f(:;;ilelz)s ed ASTC Licensed ASTC Hawthorn

g _ after Project

R e ol _|__Completion __

Hawthorn Surgery Center 270 270
Advocate Lutheran General Hospital 259 0
Total 529 270
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Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

1875 West MS’T@(
Poark Ridae RNVl S

Physician Address '

Simon Adanin, D.O.
(Printed Name of Physician)

N

ASighature of Physician)

Subscribed and sworn to me

This / day of ZZ,d/'-Cafd , 2012

Public )"’/

Official Seal
Francine Rippberilgliyn{)is

Notary Public State of bl
My Con'gission Expiras 1072712014




Park Ridge Anesthesiology Associates
1875 West Dempster Street, Suite 405
Park Ridge, Illinois 60068

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am an anesthesiologist specializing in pain management. I am writing in support of the
relocation of Hawthorn Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills,
Hlinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, ] performed a total of 57 outpatient procedures at Hawthorn Surgery Center. Outpatient
pain management cases will constitute the majority of my work in the future.

In 2011, 1 referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

o : ‘Projected
. . Hospital and . Referrals to
Hospital f(l]:;:ﬁl;)s ed ASTC Licensed ASTC - Hawthorn
‘ _ after Project
' e s L Completion ___,
Hawthorn Surgery Center 57 57
Advocate Lutheran General Hospital 200 0
Total 257 37

147447.1 \%b




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,
P{}EZJ ai A dﬁi::(sj % ﬂw d 4,4 //V ( % j?L éwég

Jason Hennes, M.D.
(Printed Name of Physician)

Do Sk

ﬂignature of PHysiEian)

N

Subscriped and sworp 1o m
Thisé_ ay of (. , 2012

-

Officia! Seal
Francine Rippberger
Notary Public State of lllinols

WPubh / 7%) Vi My Commission Expires 10/27/2014




ILLINOIS BONE AND JOINT INSTITUTE, LLC
LAKE SHORE ORTHOPAEDICS
350 SOUTH GREENLEAF AVENUE, SUITE 405
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassie

Chair

[llinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current focation for thirty-two years. Given the age and
design of the existing the facility, it 1s difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 91 outpatient surgery cases at Hawthorn Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthom Surgery Center.

T T T T Projected
. . Hospital and Referrals to
, Hospital / Licensed ASTC Licensed ASTC Hawthorn
: . after Project
e _ i} Completion
Hawthorn Surgery Center 91 91
Victory Memorial Hospital 85 0
Lake Forest Hospital 92 0
Total 268 91

58




Mr. Dale Galassie
February 27, 2012
Page 2

These referrats have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct 1o the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

50 S Greenlegf FUDS
nez T (2007)

Physician Addréss

Tomas Nemickas, M.D.
(Printed Name of Physician)

j!
<G ATNVN——

(Signature of Physician)

Subscribed and sworn to me

1o A a OFFICIAL SEAL
This ¥ day of Marein , 2012 | v
NOTARY PUBLIC - STATE OF iLLINOIS
@Jj O MQ—MA MY COMMSSION EXPRES 0802118
otary Public =

559




ILLINOIS BONE AND JOINT INSTITUTE, LL.C
LAKE SHORE QORTHOPAEDICS
350 SOUTH GREENLEAF AVENUE, SUITE 405
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassie

Chair

[linois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, IHinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, T performed a total of 552 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthom Surgery Center.

~ Projected ]
. . Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC “Hawthorn

. after Project '
_Completion _ .

Hawthorn Surgery Center T 552 552
Victory Memorial Hospital 152 0
Lake Forest Hospital 95 0
Total 799 552

147450.1 ' 5b0




Mr. Dale Galassie
February 27,2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relacation of the Hawthorn Surgery Center.

Sincerely,
O S Creenleal yse
Ouringe, B LepD™)

Physician Addréss

Serafin Del.eon, M.D.
(Printed Name of Physician)

Y

(Signature of W);s'ician)

Subscribed and sworn to me 3 OFFIC
This {##day of  Marthe 2012 $ |sas&c?fui£ﬂ~&u
2 NGTARY PUBLIC - STATE OF LLINGKS
MY COMMISSION EXPIRES 064023

otary Public

5b|




ILLINOIS BONE AND JOINT INSTITUTE, LLC
LAKE SHORE ORTHOPAEDICS
350 SOUTH GREENLEAF AVENUE, SUITE 405
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Hlinois 62761

Dear Mr. Galassie;

I am a surgeon specializing in orthopedics. 1 am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, [llinois.

Hawthom Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modem facility.

In 2011, I performed a total of 106 outpatient surgery cases at Hawthorn Surgery Center.
QOutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

B . " Projected
. , Hospital and Referrals to
| Hospital / Licensed ASTC Licensed ASTC ~ Hawthorn
| S after Project
4 e e N . Completion_
Hawthorn Surgery Center 106 106
Victory Memorial Hospital 118 0
Lake Forest Hospital 48 0
Total 272 106

32



Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

[ support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

230 5.Greenleal #U D5
Gounee, TL boo™)

Physician Address

Edward Logue, M.D.
(Printed Name of Physician)

‘C_,Z//Z,_L/

(Signature of Physician)

WA

Subsctibed and sworn to me ~
0FF|C|AL SEAL
This @4 day of _ Mavth 2012 ISABEL C VILLARREAL
NOTARY PUBLIC - STATE OF LLINOIS
MY COMMISSION EXPIRES O8/0213S

AP,

Notary Public

o




ILLINOIS BONE AND JOINT INSTITUTE, LL.C
LAKE SHORE ORTHOPAEDICS
350 SOUTH GREENLEAF AVENUE, SUITE 405
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassie

Chair

Hlinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

1 am a surgeon specializing in orthopedics. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, [llinois.

Hawthom Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, 1 performed a total of 87 outpatient surgery cases at Hawthorn Surgery Center.
Qutpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, [ expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

I T o T T Projected
i . ) Hospital and - Referrals to
: Hospital / Licensed ASTC Licensed ASTC Hawthorn
T - after Project
! L N | Completion __
Hawthorn Surgery Center 87 87
Victory Memorial Hospital 75 0
Lake Forest Hospital 45 0
Total 207 87

147455.1 aw




Mr, Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

200 3. Greenleal ﬁ:u)QB
Cuwrnres, T (ppd3)

Physician Address

Edward Hamming, M.D.
(Printed Name of Physician)

igna e o?f‘)ysician)/ @

Subscribed and sworn to me

: OFFICIAL SEAL

This (¥hday of _ Mavet 2012 ISABEL C VILLARREAL
NOTARY PUBLIC - STATE OF ILLINOKS

E@J @W MY COMMISSION EXPIRES: 0802118

Notary Public

s




ILLINOIS BONE AND JOINT INSTITUTE, LLL.C
LAKE SHORE ORTHOPAEDICS
350 SOUTH GREENLEAF AVENUE, SUITE 405
GURNEE, ILLINOIS 60031

February 27, 2012

Dale Galassie

Chair

[linois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie;

I am a surgeon specializing in orthopedics. 1 am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vemon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 180 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient orthopedic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

e — — Projected
' Hospital / Licensed ASTC L:ig;g;?l:;,? C lﬁ:::'::(l}sntlo
| S after Project
— ] R Completion |
Hawthom Surgery Center 180 180
Victory Memorial Hospital 52 0
Lake Forest Hospital 48 0
Total 200 180

147457.1 %b




Mr, Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

[ support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

220 5. Greenlea~+UDHD
Curnee, T D3 |

Physician Address

__Bruce Summerviile, M.D.
(Printed Name of Physician)

(Signature of Physician)

Subscribed and sworn to me -IOFFL.«.. o .
This{rHday of arcie ,2012 ISABEL C VILLARREAL
5 Y M - NOTARY PUBLIC - STATE OF (L. 1S
MY COMMESSION EXPIRES 0610621 5

SIS

Naotary Public

| -3V




Libertyville Ankle and Foot Clinic
1017 West Park Avenue #A
Libertyville, Illinois 60048

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, [llinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in podiatry. 1 am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate all of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modern facility.

In 2011, I performed a total of 34 outpatient surgery cases at Hawthorn Surgery Center.
Outpatient podiatric surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, 1 expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

T _ Projected
. . Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
(name) o - . .
s after Project
» , o B Completion
Hawihorn Surgery Center 34 34
Alexian Brothers Medical Center 3 0
Belmont Harlem Surgery Center 25 0
Total 62 34

3¢




Mr. Dale Galassie
February 27, 2012
Page 2

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

I support the proposed relocation of the Hawthorn Surgery Center.

Sincerely,

IO1TParic Bue_
Liberty viite T1-(a04Y X

Physician Address 4

Scott Jacobsen, D.P.M.
(Printed Name of Physician)

Al

(Signatite of Physician)

Subscribed and sworn to me
This & day of l! " 2012

vl . :M
; official Seal
e i
Public
% A -y gr;‘na'mwﬁission Expires JOr27i2014

vlall
Nﬁaﬂubuc VA4




MIDWEST CENTER FOR WOMEN’S HEALTHCARE
6 EAST PHILLIP ROAD, SUITE 1114
VERNON HILLS, ILLINOIS 60061

February 27, 2012

Dale Galassie

Chair

Illinois Health Facilities and Services Review Board
525 West Jefferson Street, 2nd Floor

Springfield, Illinois 62761

Dear Mr. Galassie:

I am a surgeon specializing in gynecology. I am writing in support of the relocation of Hawthorn
Surgery Center to Lakeview Parkway and Center Drive in Vernon Hills, Illinois.

Hawthorn Surgery Center has been at its current location for thirty-two years. Given the age and
design of the existing the facility, it is difficult to accommodate ail of the necessary surgical
equipment and to utilize state-of-the-art technology. A new facility will allow me to provide my
patients high quality care in a modem facility.

In 2011, T performed a total of 3 outpatient surgery cases at Hawthom Surgery Center.
Outpatient gynecologic surgery cases will constitute the majority of my work in the future.

In 2011, I referred cases to the following hospitals and surgery centers. With the relocation of
Hawthorn Surgery Center, I expect to refer my cases as noted below. Projected patient volume
shall come from the proposed geographic service area of the Hawthorn Surgery Center.

T o “ Projected
. . Hospital and Referrals to
Hospital / Licensed ASTC Licensed ASTC Hawthorn
after Project
R s Completion
Hawthorn Surgery Center 3 3
Advocate Condell Hospital 77 0
Total : 80 3

148691.1 &7 O




Mr. Dale Galassie
February 27, 2012
Page 2 \ "

These referrals have not been used to support another pending or approved certificate of need
application.

The information in this letter is true and correct to the best of my knowledge.

[ support the proposed relocation of the Hawthom Surgery Center.

Sincerely,

0 Dl L 1)1 Vounsn WUGIL. 04

Physician Addtess

James Milam, M.D.
(Printed Name of Physician)

wa X‘%/Mw///ﬁ

nature of Physician)

Subscribed and sworn 10 me

This {7 day of PR/ 2012

O/ 2 ) ;/1/

Notaryﬁubllc
Officlal Seal

Francing Rippbergal
linois
~ptary Public State of I
CoAy Cgmlr?ﬂSshn Expires 10r27/2014

> 41




Appendix 2
Request for Impact Statement

A copy of the letter sent to area surgical facilities regarding the Project's impact on their workload is
attached at Appendix 2.

q& Appendix 2
136706.7 5




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LABERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Ali Nili

Adminmsirator

Ashton Center for Day Surgery
1800 Mcdonough Rd, Suite 100
Hoffman {Zstates, 1L 60192

Dear Mr. Nili;

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treaiment center (“ASTC”) from
1500 Holbster Drive, Suite 100, Libertyville, Hiinois to Lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of threc operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximalely $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015,

Year < | Surgeries | - SurEery -

Year | Surgeries Hours
2010 2,721 3,991
201 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area hcalth care facilitics as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this Ictter to Julie Bell by
email, if possible, at Julie Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

) Appendis 2




Nlinois 60048. 1f we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
Q‘u_ g . Coom—
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

3




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Mark Mayo

Administrator

25 East Same Day Surgery

25 East Washington, Suite 300 .
Chicago, IL 60602

Dear Mr. Mayo:

I am writing on behalf of Hawthorn Place Qutpatient Surgery Center, L.P. d/b/a
Hawihorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, lllinots 1o Lakeview Parkway and Center
Drive in Vernon Hills, lllineis. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three opcrating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthaorn Surgery Center’s ulilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

e Surgery
. Year _ Surgeries Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please scnd your response within fiftecn days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

315



Hlinois 60048. 1f we do not receive a response from you within fificen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility,

Sincerely,
G WA Lo
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

2




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Dr. Severko Hrywnak

Administrator

Advanced Ambulatory Surgical Center
2333 North Harlem Ave

Chicago, 1. 60707

Dear Dr. Hrywnak:

1 am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an cxisting multi-specialty ambulatory surgical treatment center (“ASTC") from
1900 Hollister Drive, Suite 100, Libertyville, llinois to Lakeview Parkway and Center
Drive in Vernon Hills, )llinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square fect. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilizalion over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases al the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

' e Surgery
i _‘Yearm . Surgeries. Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilitics as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Mlinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter 1o Julie Bell by
email, if possible, at Julie Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

Gl




Itlinois 60048. If we do not receive a response from you within fifieen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
G e Coorr
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

21§




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, JLLINOIS 60048

Apnil 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Aimee Dillard
Administrator

Advantage Health Care, Ltd.
203 E. Irving Park Rd
Wood Dale, IL 60191

Dear Ms. Dillard;

I am writing on behalf of Hawthom Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatmeni center (*ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vernon Hills, Jllinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximatcly $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

N ' Qicgering || Surgery
S Year oo, | Strgeries | CpeB
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Iilinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthom Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

319




Nlinois 60048. If we do not rcceive a response from you within fifteen days, i1 will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
On behalf of

Surgical Care Affihates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

590




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SuITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Brinsley Lewis

Chief Exccutive Officer
Adventist GlenQaks Hospital
701 Winthrop Ave

Glendale Heights, IL 60139

N
Dear Mr. Lewis:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, llinois to Lakeview Parkway and Center
Drive in Vernon Hills, lllinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC,

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before

December 31, 2015. *
Y'eflali;f.l-- Surgeries . Surgery |
e o Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawithorn Surgery Center will accommodate its patient base at another nearby location.
The Itlinots Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Plcase send your response within fiftecn days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

5|



Nlinois 60048. If we do not receive a response from you within fiftcen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

G._,_,_ A pr
On behalf of

Surgical Care Affiliates, LIL.C
Hawthorn Place Qutpatient Surgery Center, L.P,

LN



HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LABERTYVILLE, ILLINOIS 60048

Apri} 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Dr. Ann Ermichetti

President

Advocate Condell Mcdical Center
801 South Milwaukec Avenue
Libertyville, IL. 60048

Dear Dr. Errichetti:

I am writing on behalf of Hawthormn Place OQutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthom Surgery,
Center, an cxisting muiti-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, Tllinots 10 Lakeview Parkway and Center
Drive in Vernon Hills, llinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will constst of three operating rooms and ]
procedure room in 15,231 gross squarc feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

- . . Surgery
o vem | SwEe | o
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The l1llinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opporfumity to provide an impact statement from your
facility. A response is not required.

Please send your response within fiflecn days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

385



lllinois 60048. 1f we do not receive a response from you within fificen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adversc
impact on your facility.

Sincerely,
& . [ S
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.
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HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, 1LLINOIS 60048

April 17, 2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Karen Lambert

President

Advocate Good Shephard Hospital
1301 S Barmngton Rd

Barringion, IL 60010

Dear Ms. Lambert:

| am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocatien of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, 1llinois to Lakeview Parkway and Center
Drive in Vernon Hills, Hlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthormn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3.355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

e J L Surgery
. Year D Su'rlgerles Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The 1Hinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact stalement from your
facility. A response is not required.

Plcase send your response within fifieen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libeniyville,

38S




Illinois 60048. 1f we do not receive a response from you within fifleen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact o your facility.

Sincerely,
G tp Coom
On behalf of

Surgical Care Affiliates, LLL.C
Hawthorn Place Outpatient Surgery Center, L.P.
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HAWTHORN SURGERY CENTER
1900 HOL.LISTER ROAD, SUITE 100
LABERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Susan Nordstrom Lopez

President

Advocate [linois Masonic Medical Center
836 West Wellington Ave

Chicago, IL 60657

Dear Ms. Nordstrom Lopez:

I am writing on behalf of Hawthorn Place OQutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center 1o inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drnive in Vernon Hulls, lllinois. The new ASTC will be located approximatcly 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an ¢xisting multi-specialty ASTC and does not involve the addition
of any operating rcoms. The new ASTC will consist of threc operating rooms and ]
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years i1s provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

: . \ Surgery

, Y,e‘f" .l q-Sqrgans | Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significanily impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required. '

Please send your response within fifteen days of receipt of this letter to Julic Bell by
email, if possible, al Julie.Bell@scasurgery.com. QOtherwise, you can mail it to her
attention al Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

8T




Ninois 60048, If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
(ot Comm
On behalf of

Surgical Care Affihates. L1.C
Hawthorn Place Qutpatient Surgery Center, L.P.

%%



HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 601048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Ali Nili

Administrator

Aiden Center for Day Surgery, LL.C
1580 W. Lake Street

Addison, IL 60101

Dear Mr. Nili;

1 am writing on bchalf of Hawthorn Place Qutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatiment center (“ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vemnon Hills, llhnois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This 1s a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Cenier’s uulization over the past 1wo
years is provided in the table below. We anticipate utitization will be approximately
3,355 cascs at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015,

_ e ,' Surgery
_ Year Surgeries Hours
2000 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The llinois Health Facililies and Services Review Board requires us to inform you of
thesc plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julic Bell by
email, if possible, at Julie Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

334



Hihnois 60048, If we do not receive a response from you within fifteen days. it wili be
assumed that vou agree that the relocation of the surgery center will not have an adverse
tmpact on your facility.

Sincerely,
O A Coa_
On behalf of

Surgical Care Affiliates, L1.C
Hawthorn Place Outpatient Surgery Center, L.P.

390




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

Apnl 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Diana Maracich
Administrator

Albany Medical Surgical Center
5086 North Elston Ave
Chicago, I1. 60630

Dear Ms. Maracich:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, Ilinois to Lakeview Parkway and Center
Drive in Vernon Hills, Hlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from 1he existing ASTC.

This is a relocation of an existing multi-specially ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10.278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided n the table below. We anticipate utilization will be approximately
3,355 cascs at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

' - Surgery
Yea“r Surgeries " Hours
2010 2,72) 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other arca health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another ncarby location.
The Tllinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifieen days of receipt of this letter 1o Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

291




Illincis 60048. [f we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
CL.A_ iAo O -
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

394




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Francine McGouey

Chief Executive Officer

Alexian Brothers Behavioral Health Hospital
1650 Moon Lake Blvd

Hoffman Estates, 11. 60169

Dear Ms. McGouey:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthomn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vernon Hills, [Ilinois. The new ASTC will be located approximately 1.5 milcs
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and |
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10.278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

. Surgery

g _v}’ear’ -' Surgenes_ " Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julic Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

397




Ihinois 60048. 1f we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impaci on your facility.

Sincerely,
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

34




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, 1LLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. John Werrbach

President

Alexian Brothers Medical Center
800 West Biesterfield Rd

Elk Grove Village, 11 60007

Dear Mr. Werrbach:

I am writing on behall of Hawthorn Place OQutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, 1llinois to Lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes {rom the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and docs not invelve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years 15 provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

' ' : . " Surgery
. }"car | .Slirgerles | Hours
2010 2.721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other arca health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another ncarby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Beli@scasurgery.com. Otherwise, you can mail it to her
attention al Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

35



Iltinois 60048. If we do not receive a response from vou within fifteen days, it will be
assumed that vou agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Outpatient Surgery Center, L.P.

596




HAWTHORN SURGERY CENTER
1900 HOLLISTER RoAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17, 2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Lori Callahan

Administrator

Algonquin Rd Surgery Center, LLC
2550 W. Algonquin Rd

Lake in the Hills, IL 60156

Dear Ms. Callahan:

I am writing on behalf of Hawthorn Place Qutpaticnt Surgery Center, L.P. d/b/a
Hawthorn Surgery Center 1o inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical reatment center (*ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, lllinois to lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approxtmately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

o ' . Surgery
L ."_‘,-,‘e il Surger e Hours
2010 2.721 3,991
2011 3,086 4,357

We do not anticipate the project will significanily impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Hlinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is nol required.

Please send your response within fifieen days of receipt of this letter to Julic Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthormn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,
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Iliinois 60048. 1f we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

O A O~
On behalf of

Surgical Care Affiliates, LL.C
Hawthorn Place Qutpatient Surgery Center, L.P.
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HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINO1S 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Inga Ferdkolf

Administrator

Ambulatory Surgicenter of Downers Grove, LTD.
4333 Main St

Downers Grove, 11, 60515

Dear Ms. Ferdkolf:

I am writing on behalf of Hawthorn Place Qutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center 1o inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, lllinois to Lakeview Parkway and Center
Drive in Vernon Hills, Hlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the exising ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of threc operating rooms and 1
procedure room in 15,231 gross square feel. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

S EE Surgery

Year Sltll‘g(‘!_l‘ltis: . Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as-
Hawthorn Surgery Center will accommodate its patient base at another nearby [ocation.
The Nlinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Plcase send your response within fifteen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

319




Nlinots 60048. If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

(o e G

On behalf of

Surgical Care Affiliates, LLC
Hawthom Place Qutpatient Surgery Center, L.P.
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HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LI1BERTYVILLE, ILLINOJS 60048

April 17, 2012
CERTIFIED MAIL/RETURN RECEIPT

Dr. Renlin Xia

Admunistrator

Amecrican Women's Medical Group
2744 North Western Ave

Chicago, IL 60647

Dear Dr. Xia:

I am writing on bechalf of Hawthomn Place Ouipatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center 1o inform you of the proposed relocation of Hawthomn Surgery
Center, an cxisting multi-specialty ambulatory surgical trcatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, Hinois to Lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and docs not involve the addition
of any operating rooms. The new ASTC will consist of three operaling rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthom Surgery Center’s utilization over the past two
years is provided in the tablc below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 201 5.

2 ] Qurser Surgery
,..,.,.-'.‘_:_‘Ye.m.. I Surgerles _Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Mlinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Plcase send your response within fifteen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise. you can mail it to her
attention at Hawihorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

40 |




NMlinois 60048. If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facihity.

Sincerely,

G A Coe
On behalf of

Surgical Care Affiliates, L1.C
Hawthorn Place Qutpatient Surgery Center, L.P.
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HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Vera Schmidt
Administrator

Apollo Health Center
2750 South River Road
Des Plaines, IL 60018

Dear Ms. Schmidt:

I am writing on behalf of Hawthorn Place Qutpatient Surgery Center, L.P. d/b/a
Hawthom Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, Ilinois to Lakeview Parkway and Center
Drive in Vernon Hills, Nllinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and docs not involve the addition
of any operaling rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthom Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases atl the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

. — “ ) -S‘yrgel‘)"
-)’ealj s Surigerles ..Hours

2010 2,721 3,991

(2017 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthom Surgery Center will accommodate its patient base at another nearby location.
The Tllinois Health Facilities and Services Review Board requires us to inform you of
these plans and ofter you the opportunity to provide an impactl statement from your
facility. A response is not required.

Pleasc send your response within fifteen days of receipt of this letter to Julic Bell by
email, if possible, a1 Julie.Bell@scasurgery.com. Otherwise, you can mail i to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyvilie,

1o%




Illinois 60048. If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

Qu_m_.c_,

On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

Upy



HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINO1S 60048

April 17, 2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. C. Alan Eaks

President & CEC

Aurora Chicago lLakeshore Hospital, LLC
4840 N. Marine Dr

Chicago, 1. 60640

Dear Mr. Eaks:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vermon Hills, IMinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square fect. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
vears 1s provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

S e A o Surgery

| Year NN ?Prgerlcs Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other areca health care facilities as
Hawihorn Surgery Center will accommodate its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact stalement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
email, if’ possible, at Julie Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

-



Iinois 60048. If we do not receive a response from you within fifteen days, it will be
assunted thal you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

O_M_ e Comm—
On behalf of

Surgical Care Affiliates, LL.C
Hawthorn Place Qutpatient Surgery Center, L.P.

bl



HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

" April 17, 2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Faith McHale

Administrator

Belmont/Harlem Surgery Center, LLC
3101 North Harlem Ave

Chicago, IL 60634

Dear Ms. McHale:

] am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed rclocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center {*ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, lllinois to Lakeview Parkway and Center
Drive in Vernon Hills, Hlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This 1s a refocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below., We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

Loy : . Surgery

| Yefr S 'Surgcfles Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another ncarby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response 1s not required.

Please send your response within fifteen days of receipt of this letter o Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthom Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

4"l



IMinois 60048. If we do not receive a response from you within fificen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
QLo v~ G
On behalf of

Surgical Carc Affilitates, LLC
Hawthorn Place Outpatient Surgery Center, L.P.

thog




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17, 2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Roxanne Harcourt
Chief Executive Officer
Streamwood Hospital
1400 E. Irving Park Rd
Streamwood, 1I. 60107

Dear Ms. Harcourt:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed rclocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (*ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, lllinois 1o Lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC,

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. Thc new ASTC will consist of three operating rooms and |
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthom Surgery Center’s utilization over the past two
ycars is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will accur on or before
December 31, 2015,

ﬂ e . Surgery
o .__.,.,alYear ' Surgcngs : Hours
2010 2,72] 3,993
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the arca or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another ncarby location.
The Hlinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
email, il possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
altention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertywville,

04




Nlinois 60048. If we do not receive a response from you within {ifteen days, it will be
assumed that you agree that the rclocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
O M Coen
On behalf of

Surgical Care Affihates. LLC
Hawthorn Place Ouipatient Surgery Center, L.P.

40




HAWTHORN SURGERY CENTER
1900 HOLIISTER ROAD, SusTE 100
LIRERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Michael Eesiey

Chief Executive Officer
Centegra Hospital Woodstock
3701Doty Rd

Woodstock, 1. 60098

Dear Mr. Eesley:

| am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthormn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC wil! be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and |
proceddrc room 1n 15,231 gross square fect. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years 1s provided in the table below. We anlicipate utilization will be approximately
3.355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015, -

| Qurgerioc - Surgery
S Y_gar :Surg,enes Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthom Surgery Center will accommodate its patient basc at another nearby location.
The Nlinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response 1s not required.

Please send your response within fifteen days of receipt of this letier to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

Gl



Hiinois 60048. 1f we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse

impact on your facility.

Sincerely,

(i e O

On behalf of

Surgical Care Affiliates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.

ok




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Michael Eesley

Chief Exccutive Officer
Centegra Hospital McHenry
4201 Medical Center Dr
McHenry, I1. 60050

Dear Mr. Eesley:

I am writing on bechalf of Hawthorn Place Outpatient Surgery Center, L..P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specially ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Sutte 100, Libertyville, llinois 10 Lakeview Parkway and Center
Drive in Vernon Hills, llinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1|
procedure room in 15,23] gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization wili be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015,

_ : S Surgery - .
- . Year ‘ S_urgenes | Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilitics as
Hawthorn Surgery Center will accommodaie its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform vou of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
cmail, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mat! it 1o her
atlention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

415



Illinois 60048, If we do not receive a response from you within fifteen days, 1t will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

Or i O

On behalf of

Surgical Care Affihates, LLC
Hawthorn Place Qutpatient Surgery Center, L.P.




HAWTHORN SURGERY CENTER
1900 HOLLISTER RoAD, SUITE 100
LIBERTYVILLE, JLLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Jennifer Broucek

Administrator

Chicago Prostate Cancer Surgery Center
815 Pasquinelli

Wesimont, IL 60559

Dear Ms. Broucek:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed retocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, lllinois to Lakeview Parkway and Center
Drive in Vernon Hills, lllinois. The new ASTC will be located approximaltcly 1.5 miles
or 3 minutes from the existing ASTC.

This 1s a relocation of an existing multi-specialty ASTC and does not invoive the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1!
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278.706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We aniicipate utilization will be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will eccur on or before
December 31, 2015.

. Surgery
\rKear o §_yrgcr1e§ Hours
20]0 2,721 3,991
2011 3.086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthom Surgery Center will accommodate its patient base at another nearby location.
The Illinois Hcealth Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is nol required.

Please send your responsc within fifteen days of receipt of this letter to Julic Bell by
email, if possible, at Julic.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthom Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

9




llinots 60048. If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

Qi - O

On behalf of

Surgical Care Affiliates, 1.1.C
Hawthorn Place Outpatient Surgery Center, L.P.

Hib




HAWTHORN SURGERY CENTER
1900 HoLLISTER Roan, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Mr. Patrick Magoon
President

Children's Memonal Hospital
2300 Childrens Plaza
Chicago, IL 60614

Dear Mr. Magoon:

1 am writing on behalf of Hawthomn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center ("ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vernon Hills, Illinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This 1s a relocation of an existing mulli-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 pross square feet. The cost of the proposed project will be
approximately $10,278,706, Hawthom Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3.355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

. . . Surgery
| Year . | "Sfl'rgenes " Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient basc at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statcment from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter (o Julie Bell by
email, if possible, at Julic.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

Sy



llinois 60048. If we do not receive a response from you within fifteen days, 1t will be
assumed that you agree that the relocation of the surgery center will not have an adverse

impact on your facility,

Sincerely,

Ot Coop

On behalf of

Surgical Care Affiliates, L1.C
Hawthorn Place Qutpatient Surgery Center, L.P.

41§




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Kristen DiCicco

Admintstrator

Children's Outpatient Services at Westchester
2301 Enterprise Dr

Westchester, IL 60154

Dear Ms. DiCiceo:

I am writing on behalf of Hawthom Place Qutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical trcatment center (“ASTC™) from
1900 Hollister Drive, Suile 100, Libertyville, lllinois to Lakeview Parkway and Center
Drive in Vernon Hills, Hlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and ]
procedure room in 15,231 pross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC. Discentinuation and relocation will occur on or before
December 31, 2015.

- . | Surgery

- ‘chr R Surg,erles__?ﬁ:__ ~++Hours—
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodatc its patient basc at another ncarby location,
The 1llinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

419




Itlinois 60048. 1f we do not receive a response from you within fifteen days, 1t will be
assumed thal you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,
G e O
On behalf of

Surgical Care Affiliates, LLC |
Hawthorn Place Outpatient Surgery Center, L.P.

420




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Dr. Renlin Xia

Administrator

Fullerton Kimball Medical & Surgical Center
3412 West Fullerton Ave

Chicago, 1L 60647

Dear Dr, Xia:

I am writing on behalf of Hawthorn Place Qutpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, lllinois to Lakeview Parkway and Center
Dnve in Vernon Hills, Illinois. The new ASTC will be Jocated approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross squarc feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below. Wc anticipate utilization wil} be approximately
3,355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015.

) . e . - Surgery
Year - Surgerics " Hours
2010 2,721 3,991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its paticnt base at another nearby location.
The Ilhinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifieen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

R



IMinois 60048. 1f we do not receive a response (rom you within {ifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impact on your facility.

Sincerely,

O_M_, . Cooe
On behalf of

Surgical Care Affihates, LLIL.C
Hawthorn Place Outpatient Surgery Center, L.P.




HAWTHORN SURGERY CENTER
1900 HOoLLISTER ROAD, SUITE 100
LIBERTYVILLE, JLLINOIS 60048

April 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Ms. Nancy Bradley

Admimsirator

Dimensions Medical Center, LTI,
1455 Golf Rd, Suite 108

Des Plaines, IL 60016

Dear Ms. Bradley:

1 am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawthorn Surgery Center to inform you of the proposed refocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“*ASTC™) from
1900 Hollister Drive, Suite 100, Libertyville, Illinois to Lakeview Parkway and Center
Drive in Vernon Hills, Nlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthorn Surgery Center’s utilization over the past two
years is provided in the table below, We anticipate utilization will be approximately
3.355 cases at the new ASTC. Discontinuation and relocation will occur on or before
December 31, 2015,

v . ‘Surgery
B Year Surgeries _ Hours
2010 2,721 3,991
201 3,086 4,357

We do not anticipate the project will significantly impact access the health care delivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The 1llinois Health Facilities and Services Review Board requires vs to inform you of
these plans and offer you the opportunity to provide an impact statcment from your
facility. A response is not required.

Please send your response within fifleen days of receipt of this letter to Julie Bell by
email, if possible, at Julie.Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

Ya?




Illinots 60048. If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse
impacl on your facility.

Stncerely,
On behalf of

Surgical Care Affiliates, LL.C
Hawthom Place Qutpatient Surgery Center, L.P.

434




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

Apnil 17,2032
CERTIFIED MAIL/RETURN RECEIPT

Mr. Erik Baier
Administrator

DMG Surgical Center
Technology Dr
Lombard, 1L. 60148

Dear Mr. Baier:

I am writing on behalf of Hawthorn Place Outpatient Surgery Center, L.P. d/b/a
Hawihorn Surgery Center to inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from
1900 Hollister Drive, Suite 100, Libertyville, Hlinois to Lakeview Parkway and Center
Drive in Vernon Hills, IHinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.,

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of three operating rooms and 1
procedure room in 15,231 gross square feet. The cost of the proposed project will be
approximately $10,278,706. Hawthom Surgery Center’s uiilization over the past two
years is provided in the table below. We anticipate utilization will be approximately
3,355 cases at the new ASTC, Discontinuation and relocation will occur on or before
December 31, 20135,

b - .+ { - Surgery

Year | Sweris | our
2010 2,721 3.991
2011 3,086 4,357

We do not anticipate the project will significantly impact access the health carc dehivery
system for residents of the area or significantly impact other area health care facilities as
Hawthorn Surgery Center will accommodate its patient base at another nearby location.
The Illinois Health Facilities and Services Review Board requires us to inform you of
these plans and offer you the opportunity to provide an impact statement from your
facility. A response is not required.

Please send your response within fifteen days of receipt of this letter to Julie Bell by
email, if possible, at Julie. Bell@scasurgery.com. Otherwise, you can mail it to her
attention at Hawthorn Surgery Center, 1900 Hollister Road, Suite 100, Libertyville,

4as




INinois 60048. If we do not receive a response from you within fifteen days, it will be
assumed that you agree that the relocation of the surgery center will not have an adverse

impact on your facility.

Sincerely,

Ol W Coop-
On behalf of

Surgical Care Affiliates, L1.C
Hawthorn Place Outpatient Surgery Center, L.P.

&b




HAWTHORN SURGERY CENTER
1900 HOLLISTER ROAD, SUITE 100
LIBERTYVILLE, ILLINOIS 60048

Apnil 17,2012
CERTIFIED MAIL/RETURN RECEIPT

Dr. Charles S. Sandor
Administrator

Dupage Eye Surgery Center LLC
2015 North Main St

Wheaton, 1. 60187

Dear Dr. Sandor;

1 am writing on behalf of Hawthorn Place Ouipatient Surgery Center, L..P. d/b/a
Hawthorn Surgery Center 10 inform you of the proposed relocation of Hawthorn Surgery
Center, an existing multi-specialty ambulatory surgical treatment center (“ASTC”) from -
1900 Hollister Drive, Suite 100, Libertyville, Ulinois to Lakeview Parkway and Center
Drive in Vernon Hills, Hlinois. The new ASTC will be located approximately 1.5 miles
or 3 minutes from the existing ASTC.

This is a relocation of an existing multi-specialty ASTC and does not involve the addition
of any operating rooms. The new ASTC will consist of