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COMPLIANCE MONITORING AND RELATED MATTERS

The Legacy Board of Trustees meets regularly to review compliance with the PSA
Covenants as required by Article 3 of the PSA (see Tab 6 for a description and Tab 7
for a list of Trustees). The Board relies on DMC to provide relevant information on
capital spending, indigent care, and the status of the six hospitals and their key
lines of service as well as research, education, and health and wellness initiatives to
meet its reporting requirements.

At the time of the sale, it was understood that Legacy would need timely access to
hospital information in order to assess compliance and understand developments
and trends. To this end, the four parties agreed to a Monitoring and Enforcement
Agreement. The Agreement (Section 3 B-ii) states “Buyer shall promptly provide
Legacy DMC with such additional information prepared by the Buyer in the
ordinary course of business that DMC (Legacy) reasonably requests”.

Subsequent to the sale, DMC and Legacy signed a Confidentiality Agreement to
ensure that such information would not be made public (if so designated by DMC).

Legacy has made numerous requests over the years for DMC to provide detailed information on
its spending in support of the hospitals’ “historic research mission”. Such detailed information
has not been provided. However, on May 29", two days ago, DMC sent an email to Legacy
containing additional information on research activity and research funding. A copy of this email
has been inserted as an addition to the VHS Report behind the List of Exhibits. It does not appear
that the contents of the email adequately respond to Legacy’s requests for detailed financial data,
particularly comparative data as to VHS’s annual out of pocket research expenditures since the
sale to VHS. Absent such meaningful financial information and for reasons set forth later in
this report, Legacy lacks sufficient information and therefore can only conclude that DMC has
not complied with its commitment to support its “historic research mission”.

Similarly, DMC has not provided requested information on the annual requests and
approved budgets for capital investment for each of the six hospitals. Again, this
failure causes Legacy to conclude that the level of capital spending since 2015 has
fallen below the level needed to preserve the facility and equipment improvements
achieved since that date and that the requested information, if provided, —
particularly unapproved requests — would enable Legacy to determine the
approximate size of the shortfall. (DMC has provided some high level information
in response to Legacy’s request which is discussed in the Capital Investment
Section of this Report.)

In 2018, Board meetings focused on the potential impact on the research and
education commitments of DMC’s negotiations with the Wayne State University’'s
School of Medicine, recurring media coverage of DMC hospitals’ failed safety and
quality inspections requested by the Centers for Medicare and Medicaid Services
(CMS) and public allegations by former DMC physicians relating to the quality of
patient care.
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In addition to meetings with DMC executives, the trustees also met with senior
Tenet executives to express concerns about a perceived decline in DMC’s status as a
teaching and research hospital system, the need to meet its research and education
commitments, significant concerns about perceived deterioration in the quality of
patient care, and the negative impact on DMC’s clinical reputation as a result of the
failed inspections.

VHS submitted its 2018 Report on February 28, as required and its CEO and other
executives met with the Board on March 20th to discuss it and answer questions.
These answers did not allay Legacy’s concerns. The VHS Report (Tab 8) provides
updates on all commitments and includes six exhibits.

Attachment 3 (Tab 4 - Tenet Covenants as of 2018) provides a one-page summary of
Legacy DMC’s view of compliance status; it also notes risks that could adversely
affect the hospitals’ critical functions in the future.

INDIGENT AND LOW INCOME CARE

The VHS Report states that Tenet has continued the “more benevolent” charity care
policy established in 2011 at the time of the Vanguard purchase. From that date,
Legacy also established various methods to ensure that indigent and low income
patients receive necessary medical care; these methods included quarterly reviews
of uncompensated care expense and DMC’s internal ombudsman reports and
posting notice boards in the hospitals.

Uncompensated care expense combines charity care and bad debt expense and the
term is used by CMS in Medicare and Medicaid policies and procedures. Legacy
uses uncompensated care expense as a key metric in its review of costs incurred in
treating low income and indigent patients. In 2014, Legacy DMC identified a
substantial decline in uncompensated care expense starting and included an
appropriate explanation of the decline in its annual reports.

Many factors have affected uncompensated care expense. The most significant were
the launch of the Affordable Care Act (ACA) and the State of Michigan’s expansion
of eligibility for Medicaid (the Healthy Michigan program) which allowed many
previously uninsured individuals to obtain insurance covering their medical needs.
Both took effect in April 2014 and resulted in an immediate reduction in the level of
uncompensated care in southeast Michigan. DMC, which operates three “safety
net” hospitals, benefitted, as did other area providers.

DMC also noted the decline in its annual reports but added that the benefits it
derives from the new coverage programs need to be balanced against reductions in
other federal and state medical care payments that had been beneficial to DMC.
Legacy believes that the overall effect of reimbursement changes has been
significantly favorable to DMC hospitals.
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Another important factor was DMC'’s initial “Path to Health” program and its
continuing efforts helping individuals enroll for insurance coverage. Over 88,000
individuals have been enrolled since the expanded federal and state programs
became available. The cost of medical care for many, if not most, of these
individuals would have been previously classified as charity care expense.

Positive developments in 2018 include DMC’s announcement that hospital parking
would be free (obviously helpful to low income and indigent patients). It also
improved the volume of patient referrals from the Federal Qualified Health Care
organizations. Legacy noted that total uncompensated care costs increased
substantially from 2017.

During 2018, Legacy received no actionable complaints relating to charity care;
other comments, complaints and requests were appropriately re-directed. (These
included questions on financial support and billing errors.) The annual report on
Monitoring Responsibilities (Tab 6) provides additional details.

Subject to concerns about the potential impact on the quality of care provided to all
DMC patients resulting from failed safety inspections and insufficient spending on
research and capital investment levels, Legacy believes that DMC is in compliance
with the Indigent and Low Income Care Commitment.

HOSPITALS AND CORE SERVICES

The VHS Report for 2018 confirms that the six hospitals specified in the PSA and
their lines of service have been maintained. It provides information on the event
that led to the "cessation of services" at the Detroit Surgery Hospital located in
Madison Heights. Attachment 4 (Tab 5) provides the list of hospitals and services.

Last year’s Legacy report noted that Legacy was reviewing semi-annual Leapfrog
reports to monitor DMC hospitals’ performance on patient safety and quality
standards. Legacy believes that for DMC to succeed in the long-term it must
achieve a high standard for these publicly available safety and quality measures
and demonstrate a record of continuous improvement.

Unfortunately, DMC hospitals failed multiple safety and quality inspections in 2018
and 2019 and these negative outcomes received extensive media coverage. In
addition, several former senior physicians at DMC have raised questions about
quality of care issues and alleged that unfavorable medical outcomes were resulting
from DMC’s staffing reductions over the last several years.

Legacy met with the State’s Department of Licensing and Regulatory Affairs
(LARA) to discuss the record of DMC hospitals and better understand the findings.
It was clear that DMC hospitals are being inspected more frequently due to
complaints reported in the media and that they are frequently cited for condition
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and standards deficiencies, particularly relating to physical environment. The
hospitals apparently respond with acceptable corrective action plans and complete
them effectively; this suggests that the risk of becoming ineligible to receive
Medicare and Medicaid payments — although present - is low. (This decision rests
with CMS.) Obviously any interruption in these payments would have an
immediate negative effect on DMC and its patients.

Subject to Legacy’s continuing concerns on quality of patient care, Legacy believes
that this commitment has been met but notes that continuing inspection failures
will raise questions about whether the lines of service and related hospital
operations are being hollowed out or diminished to an unacceptable level.

CAPITAL EXPENDITURES

VHS reported capital expenditures of about $12 million in 2018 for completion of
the Children’s Hospital Tower. This project was the most significant of the 15
Specified Capital Projects and totaled more than $170 million.

Cumulative expenditures for the Specified Projects total $545 million, substantially
exceeding the original $500 million commitment (see Exhibit C in the VHS Report).
Unfortunately, Tenet did not have the 2018 capital expenditure information
reviewed by an independent certified public accounting firm (as done in prior years);
the reported amount appears accurate and is consistent with previous forecasts.

As noted in previous Legacy reports, Tenet failed to make a required escrow deposit
relating to delayed project completion as of the end of 2015. This matter was settled
in 2017 with an agreement to purchase emergency department equipment totaling
$2.3 million for the Detroit Receiving and Sinai Grace Hospitals.

Legacy has also noted in its previous reports that an annual capital expenditure of
$50 to $70 million is required to preserve the facility and equipment improvements
realized in DMC's six hospitals since the sale. In 2016, routine capital expenditures
fell well below this level. In 2017, these expenditures achieved the minimum level.
In 2018, routine capital expenditures once again fell below the minimum level
mentioned above. (The PSA Covenant governing routine capital expenditures
expired in 2015. DMC provides an annual update on capital spending although, as
noted earlier, in less detail than requested.)

Legacy believes that DMC has exceeded the Capital Expenditures Commitment
requiring an investment of $850 million. However, Legacy will continue to monitor
and report annual capital spending in view of its importance in preserving the
improvements realized as a result of the sale and maintaining DMC’s competitive
position in the Detroit market.
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SALE OF HOSPITALS

Tenet executives have confirmed that no sale of any DMC hospital is under
consideration.

COMMITMENT TO CONTINUE THE EDUCATION AND RESEARCH MISSIONS

The PSA includes separate but similar Covenants requiring the Buyer (Tenet) to
maintain DMC’s “historic commitments” to education and research as shown below:

12.8 Commitment to Education Mission. After Closing, Buyer is

committed to supporting fully Seller’s historic education mission for
undergraduate and graduate medical education, nursing education, and
allied health services education.

12.9 Commitment to Research Mission. Buyer is committed to supporting
Seller’s historic research mission. To this end and as of Closing, Buyer will
assume Seller’s obligations and commitment to Wayne State University
pertaining to Wayne State University’s arrangements with the National
Institutes of Health for the Perinatal Research Branch operation.

These Covenants were included to ensure that DMC would retain its position as an
academic medical center and because a strong reputation based on these two
functions is a critical factor in recruitment of high-quality staff. Additionally, a
successful academic medical center has a strong favorable economic impact for the
City.

Legacy raised concerns relating to Tenet’s compliance with these Covenants in last
year’s report because of the difficult negotiations between DMC and Wayne State
University’s School of Medicine with respect to renewal of long-standing academic
and administrative contracts. These negotiations have concluded and it is clear that
the volume of transactions between the two parties continues to decline. (Teaching
contracts — covered by separate agreements - remain in place.)

Since then, WSU’s School of Medicine has announced a Letter of Intent to align
more closely with the Henry Ford Health System (HFHS) for medical research.
Separately, University Pediatricians, which represents many of the doctors at the
Children’s Hospital of Michigan, has announced that it is moving its academic
affiliation from WSU to the College of Medicine at Central Michigan University.
Both announcements raise questions about the effect of these changes on DMC's
research and education activities which will not be evident for some time.

Legacy has discussed its concerns about the impact of these developments with both
DMC and Tenet leadership, who have reiterated DMC’s plan to be ranked among
the top 15 academic medical centers.
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Notwithstanding executive reassurance, the status of the two key academic
functions appears to be diverging as discussed below.

EDUCATION

DMC executives, including the recently appointed Vice-President of Academic and
Community Affairs, met with Legacy trustees and reviewed 2018 results and 2019

plans.

The VHS Report includes several positive educational developments including the
addition of 79 resident positions and a substantial pay increase for residents, which
brought compensation to a more competitive level. All programs are accredited,
none are on warning or probation, and the number of negative program citations
declined substantially from last year. The annual report on Graduate Medical
Education was included as Exhibit D. It shows a decline in residency and
fellowship programs from 105 to 95 — apparently as a result of university
curriculum decisions to combine programs.

Although Legacy believes that DMC is meeting this Commitment, there is an
inextricable link between the quality of medical education and the level of active
research. Legacy’s concerns about research are described below.

RESEARCH

VHS’s Report provides expanded information on this critical function as requested by Legacy. In
addition to an update on the Perinatal Research at Harper Hospital funded by the National
Institute of Health, it provides the number of active clinical studies (over 1,100) and mentions
several 2019 initiatives including a new research position in Cardiology, planned development of
an Orthopedics Program within its Sports Medicine Department, and a study of Sickle Cell at
Children’s Hospital (see page 11 of the VHS Report).

At the recent meeting with DMC executives, a presentation on the volume of
research at Children’s Hospital — funded by foundations and others - confirmed that
it is declining, in part due to doctors being recruited to other institutions. There
was also discussion of research allowances in physician contracts and incentives
based on physician performance.

While this information was useful, Legacy has repeatedly requested detailed
information on DMC’s actual spending in support of research, which has not been
provided. Legacy believes that DMC's failure to provide this detailed spending
information supports its conclusion that DMC has not been providing sufficient
direct financial support for research at levels consistent with its historical mission.
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Without evidence of sufficient direct financial support for research activities, Legacy
believes that DMC is not in compliance with its commitment to “supporting the
Seller’s historic research mission”. Further, as mentioned above, Legacy is
concerned that DMC’s lack of support for research also jeopardizes DMC’s ability to
continue to achieve its education mission.

KARMANOS CANCER INSTITUTE (KCI)y

The VHS Report summarizes the 2015 Settlement Agreement between DMC and
KCI and provides an update on how both parties continue to abide by the
agreement. KCI has confirmed its satisfaction that this Covenant has been met.

HEALTH AND WELLNESS INITIATIVES

The VHS Report includes information on the evolution of its "Path to Health"
enrollment program initiated in 2015 to enroll uninsured individuals in either the
insurance exchanges or Medicaid. Exhibit E provides detailed information on the
program and reports that over 88,000 individuals have benefitted from this effort.
It notes that the initial outreach and enrollment effort has evolved to focus on
annual communications and reliance on in-hospital Certified Application
Counselors. It also reports on financial support for advertising during the annual
medical insurance enrollment period.

OTHER COMMITMENTS

As mentioned above, the VHS Report provides the required confirmation of
compliance with several additional commitments, including the Warrant (no longer
applicable), Supplier Diversity (updated with 2018 data), Project Genesis (Exhibit
F) and Naming Conventions (no change).

CONCLUSION

As a result of events in 2018, this report identifies more issues than in previous
years reflecting serious concerns about the apparent decline in the public perception
of DMC as the institution responsible for Detroit's medical safety net.

As noted earlier, DMC hospitals continue their long-standing record of providing
health care to the indigent, which is the most important PSA commitment. The
capital spending commitments required by the sale have been completed and actual
spending substantially exceeded the $850 million commitment. There has been no
sale of hospitals or reduction in hospital lines of service and the relationship with
the Karmanos Cancer Institute is stable and satisfactory.
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Legacy's concerns for DMC’s future success, however, have * reased since last
year’s report. Recent developments are negative and have received extensive media
coverage. The hospitals have performed poorly on basic patient safety and quality
inspections, the long-standing relationship with the WSU School of Medicine is
fracturing, there have been allegations of negative patient outcomes resulting from
staff reductions, and, this week, additional layoffs have been announced.

Less public concerns include inadequate support of research activities, which over
time will jeopardize DMC’s ranking as 1 academic medical center. Importantly,
Legacy has frequently requested DMC to demonstrate its financial support of
research and DMC has not presented a credible case that it is in compliance with
the commitment to support research. Outcomes for academic medical centers
previously owned by Tenet provide no reason for optimism. Nor do the widely
circulated reports concerning the debt levels disclosed in Tenet’s balance sheet and
the high level of executive turnover at Tenet.

As noted in previous reports, DMC's annual capital investment since 2015 remains
at or below the low end of the acceptable range for the existing hospitals
jeopardizing the progress from initial facility and equipment improvements.

In 2019, Legacy will endeavor to interact effectively with Tenet and DMC
executives to preserve DMC's historic research mission and justify recognition as an
important academic - 2dical . It will continue to encourage adequate staffing
and capital investments to improve DMC’s competitive position in the Detroit and
Southeast Michigan market and 1 luce the ris of jeopardizing the safety net. It
will also continue its efforts to obtain detailed information to complete its oversight

role.

h AULTLLEAL LA P A LbAjml el

President Chairman

cc.  Attorney General Dana Nessel
Mzr. Ronald Ritlenmeyer
Dr. Anthony Tedeschi
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ARTICLE 12
POST-CLOSING COVENANTS OF BUYER

12.1 Buyer Advisory Board; Hospital Advisory Board.

(a) As of Closing, VHS of Michigan shall establish an Advisory Board (the “VHS Michigan
Advisory Board”) which shall be comprised of up to 11 members, a majority of whom shall be
appointed by VHS of Michigan and the remainder of whom shall be appointed by DMC. Subject
to the overall control and direction of the board of directors of VHS of Michigan, the VHS
Michigan Advisory Board will oversee the conduct of the business of the Hospitals and the
Hospital Businesses after Closing, will nominate members for each of the Hospital Advisory
Boards, and will report to, and generally provide advice and make recommendations to, VHS of
Michigan concerning the conduct of the business of the Hospitals, the Hospital Businesses, and
the operating and capital budgets thereof. DM C may remove, with or without cause, any
individual appointed by DMC to the VHS Michigan Advisory Board. VHS of Michigan may
remove, with or without cause, any individual appointed by VHS of Michigan to the VHS
Michigan Advisory Board. If, as a result of death, disability, retirement, resignation, removal or
otherwise, there shall exist any vacancy on the VHS Michigan Advisory Board, the Person
entitled under this Section 12.1 (a) to appoint such individual whose death, disability, retirement,
resignation or removal resulted in such vacancy may appoint another individual to fill such
capacity and serve as a member of the VHS Michigan Advisory Board. As of Closing, the VHS
Michigan Advisory Board shall adopt bylaws that more precisely articulate the relationship
between VHS of Michigan and the VHS Michigan Advisory Board and that govern its internal
structure, activities and meetings (including the frequency thereof) that are in form and substance
reasonably satisfactory to DMC and VHS of Michigan. The VHS Michigan Advisory Board will
remain in existence for a period of at least ten years.

(b) Immediately after the Closing, the members of the current executive management team of
Seller (comprising for this purpose the Chief Executive Officer, the Chief Operating Officer, the
Chief Financial Officer, the Chief Nursing Officer, the Chief Legal Officer and the Chief
Medical Officer of DMC and the President of each of the Hospitals), who accept Buyer’s offer of
employment pursuant to Section 6.3(a), will be employed to manage the Hospitals and the
Hospital Businesses in such respective capacities, subject to the terms of any applicable
employment agreement and the authority of the applicable Buyer’s board of directors.

(c) Assoon as practicable following Closing, VHS of Michigan, acting in concert with or
through the VHS Michigan Advisory Board, will appoint and maintain separate advisory boards
for each of the Hospitals (each, a “Hospital Advisory Board™). Subject to applicable Legal
Requirements, each Hospital Advisory Board will advise the Hospital with which it is associated
on quality assurance and accreditation matters. In its advisory capacity, each Hospital Advisory
Board shall also review and advise Buyer on management’s recommended capital and
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operational budgets for the Hospital with which it is associated. The membership of each initial
Hospital Advisory Board shall be agreed upon by Buyer and Seller on or prior to the Closing
Date.

12.2 Indigent and Low Income Care. Buyer acknowledges that the Hospitals have
historically provided significant levels of care for indigent and low-income patients and have
also provided care through a variety of community-based health programs. For at least ten years
after the Closing, Buyer will adhere to the more charitable and benevolent of: (a) Seller’s
historic charity care policy, a copy of which is attached as Schedule 12.2 ; or (b) Vanguard’s
corporate-wide charity care policy in place on June 10, 2010, Reference No.11-0801 as revised
January 23, 2009, titled “Charity Care Financial Assistance, and Billing & Collection Policies
for Uninsured Patients”, a copy of which is attached as Schedule 12.2-a , as such corporate-wide
charity care policy may be amended from time to time. Upon request of Seller at any time
during the 180 day period prior to the tenth anniversary of the Closing Date, Buyer and Seller
shall negotiate in good faith prior to the tenth anniversary of the Closing Date to determine
whether Buyer should extend its commitment to provide charity care at the Hospitals as set forth
above in Section 12.2(a) or 12.2(b), it being understood that such negotiations shall be limited in
scope to the extension of the provision of charity care policy at the Hospitals as set forth above
in Section 12.2(a) or 12.2(b) after the tenth anniversary of the Closing Date. During such time
as this Section 12.2 is in effect, Buyer shall prominently publish on its website and prominently
publicize at the Hospitals: (i) the availability of financial assistance to uninsured and
underinsured patients on terms at least as generous as the applicable charity care policy, (ii) the
availability of assistance in applying for Medicaid coverage, (iii) the availability of access to a
patient-care ombudsman, a patient-car e hotline, and other measures to facilitate resolution of
billing and treatment issues, (iv) the patients’ rights and all current publicly available survey
results in accordance with state and federal regulations and (v) its debt-collection policy, which
shall comport with all federal and state collection practices laws.

12.3 Commitments to Maintain the Hospitals and Provide Core Services.

(a) For at least ten years from and after the Closing Date and unless otherwise agreed by Seller,
Buyer shall maintain each of the Hospitals as a general acute care hospital licensed in the State
of Michigan, or as a re habilitation hospital licensed in the State of Michigan in the case of
Rehabilitation Hospital of Michigan. The Parties acknowledge that the Hospitals provide a large
share of the State of Michigan’s graduate medical education and care to beneficiaries of the
Medicaid program and to the uninsured. Reductions in state or federal funding and
reimbursement that apply proportionately to the Hospitals and all other general acute care
hospitals in the State of Michigan shall not constitute a basis for Buyer to request approval from
Seller to close any Hospital. The Parties also acknowledge that this provision is not intended to
preclude Buyer from requesting approval from Seller to close a Hospital in the event of
discriminatory reductions in state or federal funding and reimbursement for graduate medical
education or services provided to beneficiaries of the Medicaid program or to the uninsured.
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Reductions in state or federal funding and reimbursement to the Hospitals that are materially
disproportionate to reductions in funding and reimbursement to all other general acute care
hospitals in the State of Michigan and that cause one or more of the Hospitals to suffer material
declines in EBITDA, shall constitute a basis for Buyer to request the approval of Seller to close
such affected Hospitals, which approval shall not be unreasonably withheld. Upon such time as
Buyer, if at all, is permitted to cease maintaining the operation of any Hospital prior to the date
which is ten years from and after the Closing Date, notwithstanding any provision to the contrary
contained in this Agreement, once Buyer has initiated the process of ¢ easing the operation of
such Hospital, Buyer shall be relieved of its obligations under each of Sections 12.1, 12.2, 12.3,
12.4 and 12.7, but in each case only with respect to such Hospital.

(b) For at least ten years from and after the Closing Date and unless otherwise agreed by Seller,
Buyer shall provide at each Hospital, at a minimum, those services described on Schedule 12.3
for such Hospital (the “Core Services™). Notwithstanding the foregoing, if as a consequence of
any facts or circumstances that are in existence or occur prior to Closing, Buyer is not able to
provide a Core Service after Closing, Buyer shall be relieved of its obligation to provide such
Core Service until such time as the facts or circumstances that prevent Buyer from providing
such Core Services have been remedied by Buyer. Buyer shall use Commercially Reasonable
Efforts to remedy any such facts and circumstances as soon as reasonably practicable after
Closing (but only to the extent such remedy is economically feasible, as determined in the good
faith reasonable discretion of Buyer). Additionally, if a casualty has occurred prior to Closing
which has not been fully repaired as of the Closing Date that prevents Seller from providing a
Core Service, Buyer shall not be obligated to provide such Core Service until such time as Buyer
has repaired the casualty (but only to the extent such repair is economically feasible, as
determined in the good faith reasonable discretion of Buyer) that prevents Buyer from providing
such Core Service after Closing. Buyer shall use Commercially Reasonable Efforts to repair any
such casualty as soon as reasonably practicable after Closing (but only to the extent such repair is
economically feasible, as determined in the good faith reasonable opinion of Seller).

12.4 Capital Expenditures.

(a) During the five year period immediately following the Closing Date, Buyer shall make
routine capital expenditures in respect of the Hospital Businesses in an average amount of at
least $70,000,000 per year, but not less than $50,000,000 in the first year after Closing, and not
less than $50,000,000 on average per year for each of the next four years thereafter taking into
consideration all routine capital expenditures made by Buyer in all prior years since Closing, and
in the amount of at least $350,000,000 in the aggregate over that period. For purposes of this
Section 12.4(a) , routine capital expenditures shall include (i) capital expenditures for any capital
project that is not a Specified Capital Project, (ii) capital expenditures made pursuant to Section
12.4(b) in excess of the CapEx Commitment (but only to the extent that all Specified Capital
Projects have been completed), and (iii) capital expenditures described in Section 12.4(f), but
shall exclude (iv) capital expenditures for Specified Capital Projects and (v) capital expenditures
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for capital projects that are in progress as of the Closing Date and that are identified on Schedule
12.4 . Additionally and for purposes of this Agreement, the term “capital expenditure” shall
mean an expenditure which is required to be capitalized in accordance with generally accepted
accounting procedures as applied in the United States.

(b) In addition to Buyer’s obligations under Section 12.4(a), (i) during the five year period
immediately following the Closing Date Buyer will Expend funds for the Specified Capital
Projects in the aggregate amount of at least $500,000,000 (the “CapEx Commitment”), and (ii)
as of each anniversary of the Closing Date, Buyer will have Expended not less than the
Anniversary Date CapEx Commitment required to be so Expended by such date. Schedule 12.4
sets forth (1) Seller’s current estimated cost of each Specified Capital Project described therein,
(2) the anticipated time schedule for the commencement and completion of each Specified
Capital Project, and (3) the estimated amount of capital to be Expended by Buyer on each
Specified Capital Project. Buyer will in good faith undertake and diligently pursue to
completion each of the Specified Capital Project s within the time schedule for such project
specified on Schedule 12.4 . Buyer may make modifications to a Specified Capital Project that
constitute more than a ten percent reduction in the scope of, or a $5,000,000 reduction in, such
Specified Capital Project, in each case, only with the consent of DMC, other than modifications
that expand the scope of a Specified Capital Project; provided, however, DMC’s approval of any
requested modification to a Specified Capital Project shall not result in a reduction of Buyer’s
overall $500,000,000 CapEx Commitment. In the event that Buyer requests reduction in the
scope of a Specified Capital Project by more than ten percent in order for such project to be
completed on the budget for such project set forth on Schedule 12.4 , Buyer and DMC shall
reasonably and in good faith determine the manner in which such project is to be completed.
Buyer shall have no obligation to Expend more than $500,000,000 in the aggregate for all of the
Specified Capital Projects. The amount of any capital expenditures made by Buyer to an
Affiliate of Buyer shall not be included in any determinations of whether Buyer has satisfied its
obligations under Sections 12.4(a) or 12.4(b).

(c¢) Subject to Force Majeure, if at the end of any CapEx Year after Closing other than the fifth
CapEx Year Buyer has failed to Expend the Anniversary Date CapEx Commitment required to
have been Expended at the end of such CapEx Year, then within 30 Business Days after the
expiration of such CapEx Year, Buyer will deliver to the Escrow Agent by wire transfer of
immediately available funds an amount equal to the CapEx Shortfall as of the end of such CapEx
Year. Pursuant to the terms and conditions of an escrow agreement that is in form and substance
satisfactory to each of Seller and Buyer in its good faith reasonable discretion (the “CapEx
Shortfall Escrow Agreement”), the Escrow Agent shall thereafter disburse such funds solely for
the purpose of funding capital Expended by Buyer in respect of the Specified Capital Projects.

(d) Within 30 Business Days after the expiration of the fifth CapEx Year after Closing, subject
to Force Majeure, Buyer will deliver to the Escrow Agent by wire transfer of immediately
available funds an amount, if any, equal to (i) the CapEx Commitment minus (ii) the aggregate
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amount of capital Expended by Buyer pursuant to Section 12.4(b) during the five CapEx Years
after Closing (including amounts disbursed by the Escrow Agent pursuant to the CapEx
Shortfall Escrow Agreement to fund capital expenditures for Specified Capital Projects), minus
(iii) any funds held by the Escrow Agent pursuant to the CapEx Shortfall Escrow Agreement (or
otherwise held in an escrow account with an escrow agent and pursuant to an escrow agreement,
each of which is reasonably satisfactory to Seller and Buyer, which escrow has been restricted
for use only for the CapEx Commitment) as of the end of the fifth CapEx Year. Subject to
Section 12.4(e), the Escrow Agent shall thereafter disburse such funds solely for the purpose of
funding capital Expended by Buyer for the Specified Capital Projects, so long as Buyer is
diligently pursuing in good faith the construction and completion of any Specified Capital
Projects which had not yet been completed as of the end of the fifth CapEx Year after Closing.

(e) On the sixth anniversary of the Closing Date, subject to Force Majeure, the Escrow Agent
shall continue to retain all funds held by the Escrow Agent up to (but not in excess of)
$50,000,000 and shall disburse such funds solely for the purpose of funding capital Expended by
Buyer for the Children’s Hospital tower project, so long as Buyer is diligently pursuing in good
faith the construction and completion of the Specified Capital Project constituting the Children’s
Hospital tower, and, subject to Section 12.4 (f) , shall immediately disburse all funds held by the
Escrow Agent in excess of $50,000,000 to the order of DMC. On the seventh anniversary of the
Closing Date, subject to Section 12.4 (f), the Escrow Agent shall immediately disburse all
remaining funds held by the Escrow Agent to the order of DMC. Additionally and
notwithstanding anything herein to the contrary, in the event that Buyer ceases to diligently
pursue in good faith the construction and completion of any Specified Capital Project after the
expiration of the fifth CapEx Year, the Escrow Agent shall disburse all funds held for such
Specified Capital Project pursuant to the CapEx Shortfall Escrow Agreement, together with any
earnings thereon, to the order of DMC. Notwithstanding any provision to the contrary contained
in this Agreement, upon DMC'’s receipt of all remaining funds held by Escrow Agent, Buyer
shall have no further obligations under Sections 12.4(b) through 12.4(f) (other than any of such
obligations that are in dispute on such date) and, to the extent it remains outstanding, the Warrant
Certificate shall be immediately returned to Vanguard and immediately cancelled.

(f) If, prior to the date the Escrow Agent is required to disburse any funds to the order of DMC
pursuant to Section 12.4(e), Buyer completes all of the Specified Capital Projects but has not
fully Expended the CapEx Commitment, then notwithstanding the provisions of Section 12.4(e) ,
Escrow Agent shall retain all funds held by the Escrow Agent and shall disburse such funds
solely for the purpose of funding capital Expended by Buyer for additional capital projects or
capital expenditures recommended by Buyer and approved by Seller in its good faith reasonable
discretion, until all such funds are fully Expended.

(g) The CapEx Shortfall Escrow Agreement shall provide that the Escrow Agent shall invest all
funds held pursuant to the CapEx Shortfall Escrow Agreement in investments described in the
CapEx Shortfall Escrow Agreement pursuant to the instructions of Buyer. All earnings on funds
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held by the Escrow Agent shall be disbursed to the Party to whom such funds are disbursed.
Buyer shall pay all cost s and expenses of the Escrow Agent. AW)

(h) At Closing and as collateral to secure Buyer’s CapEx Commitment described in Section
12.4(b), Vanguard will deliver to the Escrow Agent (without any consideration from DMC) a
warrant certificate in substantially the form of Exhibit A (the “Warrant Certificate™) providing
for a warrant issuable to DMC to purchase 400,000 shares of common stock of Vanguard. From
and after the Closing Date and until such time as the Warrant has been exercised or the Warrant
Certificate has been cancelled in accordance with the terms of this Agreement, Vanguard shall
deliver to DMC all valuations of Vanguard prepared by the Independent Appraiser, or such other
valuation expert as may be retained by Vanguard in place of the Independent Appraiser, within
ten Business Days after their delivery to Vanguard. The Escrow Agent shall hold and disburse
the Warrant Certificate pursuant to the terms of Section 12.5 and an escrow agreement that is in
form and substance satisfactory to each of DMC and Vanguard in its good faith reasonable
discretion (the “Warrant Escrow Agreement”).

(i) In the event of discriminatory reductions in state or federal funding and reimbursement for
graduate medical education or services provided to beneficiaries of the Medicaid program or to
the uninsured that are applicable to the Hospitals, that are materially disproportionate to
reductions in such funding and reimbursement to all other general acute care hospitals in the
State of Michigan and that cause one or more of the Hospitals to suffer material declines in
EBITDA, and Buyer provides Seller written notice thereof, notwithstanding any provision to the w
contrary contained in this Section 12.4 or in Sections 1.1 or 12.5, without further action of the
Parties: (i) the Anniversary Date CapEx Commitment shall be modified so that such
commitment is (A) $400,000,000 as of the fifth anniversary of the Closing Date, (B)
$480,000,000 as of the sixth anniversary of the Closing Date and (C) $500,000,000 as of the
seventh anniversary of the Closing Date, but without any change or modification to the
obligation of Buyer to Expend funds in accordance with Sections 12.4(b) and (c) in the first four
CapEx Years after Closing; (ii) the “five year period” described in Section 12.4 (b) shall
thereafter be interpreted to mean the period ending upon the expiration of the seventh CapEx
Year; (iii) references in each of Sections 12.4 (c), 12.4 (d) and 12.5 to the “fifth CapEx Year”
where it appears therein shall be references to the “seventh CapEx Year;” (iv) the reference to
the “five CapEx Years after Closing” in Section 12.4 (d) where it appears therein shall be
references to the “seven CapEx Years after Closing;” (v) Section 12.4 (e) shall no longer be
applicable (other than the last sentence thereof); (vi) on December 31, 2017, the Escrow Agent
shall disburse all funds held by the Escrow Agent pursuant to the CapEx Shortfall Escrow
Agreement, together with all earnings thereon, to the order of DMC; and (vii) the anticipated
time schedule for undertaking each Specified Capital Project shall be deemed to be extended to
take into consideration the additional period of time within which Buyer has to Expend the full
amount of the CapEx Commitment.
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12.5 The Warrant.

(a) At Closing, Vanguard shall deliver to the Escrow Agent an initial Warrant Certificate for the
Warrant. Within 30 Business Days after the expiration of each CapEx Year after the Closing
Date, up to and including the date which is 30 Business Days after the expiration of the fifth
CapEx Year after the Closing, Vanguard may deliver to the Escrow Agent a new Warrant
Certificate (in exchange for the return of any Warrant Certificate previously delivered to the
Escrow Agent) for a warrant issued to DMC to purchase a number of shares of common stock of
Vanguard equal to the product of the Warrant Shares and the Remaining CapEx Ratio as of the
expiration of the applicable CapEx Year after the Closing (the “Adjusted Warrant Shares”) with
an exercise price of $.01 per share. At such time as the amount of the Adjusted Warrant Shares
equals zero, Vanguard shall provide notice thereof to Escrow Agent and Escrow Agent shall
immediately return to Vanguard any Warrant Certificate previously delivered to the Escrow
Agent. Upon DMC’s receipt of the Warrant Certificate, Buyer shall be relieved of its
obligations under Sections 12.4(b) through 12.4(f) to the extent of the then value of the shares
understood that such determination shall be made as of the date of DMC’s receipt of the Warrant
Certificate, and shall not be subject to further adjustment, including as a result of any subsequent
change in the valuation of Vanguard’s common stock), based on the valuation of Vanguard’s
common stock prepared by the Independent Appraise r as of the date of the exercise of the
Warrant, which appraisal shall be obtained by Vanguard, at its sole cost and expense, within a
reasonable period of time after the date the Warrant is exercised. If such value of the shares of
common stock upon exercise of the Warrant is greater than the Remaining CapEx Commitment,
DMC shall surrender to Vanguard, after exercise, a number of shares of common stock of
Vanguard having an aggregate value equal to the value of the common stock in excess of the
Remaining CapEx Commitment (it being understood that such determination shall be made as of
the date of DMC’s receipt of the Warrant Certificate, and shall not be subject to further
adjustment, including as a result of any subsequent change in the valuation of Vanguard’s
common stock).

(b) If Buyer shall fail at any time to timely deposit any required CapEx Shortfall amounts with
the Escrow Agent (provided that Buyer has not otherwise deposited cash amounts in an escrow
account with an escrow agent and pursuant to an escrow agreement, each of which is reasonably
satisfactory to DMC, Buyer and Vanguard, which escrow account has been restricted for use
only for the CapEx Commitment, which cash amounts equal or exceed the amounts which were
required to have been so deposited to satisfy any CapEx Shortfall), then, after 30 days notice of
such default to Vanguard by Seller, and subject to Vanguard’s failure to cure such default during
such 30-day period (each a “CapEx Shortfall Default™), DMC shall be entitled to obtain from
the Escrow Agent the Warrant Certificate then in the possession of the Escrow Agent and the
Warrant Shares or Adjusted Warrant Shares, as applicable, shall be immediately exercisable in
accordance with the terms of the Warrant Certificate upon DMC'’s receipt of such Warrant
Certificate.
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(¢) Provided that Buyer has deposited any required CapEx Shortfall with the Escrow Agent (or
Buyer has otherwise deposited cash amounts in an escrow account with an escrow agent and
pursuant to an escrow agreement, each of which is reasonably satisfactory to DMC, Buyer and
Vanguard, which escrow has been restricted for use only for the CapEx Commitment, which
cash amounts equal or exceed the amounts which were required to have been so deposited to
satisfy any CapEx Shortfall), if Vanguard should wish to consummate an initial public offering
of its common stock at any time while the Warrant Certificate remains outstanding (whether the
Warrant Certificate is then held by Escrow Agent or DMC), in order to provide for the
cancellation of the Warrant Certificate to facilitate such initial public offering, then at any time
after Vanguard files its S-1 Registration Statement with the SEC, but prior to its initial public
offering of its common stock: (i) Vanguard may, but is not required to, deliver to the Escrow
Agent or DMC (in exchange for the Warrant Certificate then in the possession of the Escrow
Agent or DMC, which Warrant Certificate shall be immediately cancelled) a subordinated
unsecured promissory note in substantially the form of Exhibit B payable to DMC in a principal
amount equal to the Remaining CapEx Commitment at such time (the “Note™), and the principal
amount of such Note shall be automatically reduced on a continuous basis by the amount of any
reduction in the Remaining CapEx Commitment; or (ii) DMC and Vanguard shall enter into such
other satisfactory arrangements in respect of cancellation of the Warrant Certificate as shall be
agreed to by DM C and Vanguard, in their sole discretion.

(d) In the event Vanguard delivers the Note in exchange for the Warrant Certificate as set forth
in Section 12.5(c), the Escrow Agent shall release the Note to DMC upon the occurrence of a
CapEx Shortfall Default; provided that upon a CapEx Shortfall Default, the Note shall be in
default upon delivery thereof to DMC (the “Note Delivery Date”). The Note will accrue interest
from and after the date of the CapEx Shortfall Default at a market rate of interest for debt of its
kind, with payment terms to be determined on the Note Delivery Date so as not to cause
Vanguard to default under its then principal credit agreement or any indenture relating to debt
securities that are publicly -held or are traded in the Rule 144A market. Notwithstanding any
provision to the contrary contained in this Agreement, upon DMC’s receipt of the Note, Buyer
shall have no further obligations under Sections 12.4(b) through 12.4(f).

(e) In the event the Warrant Certificate remains outstanding on the date which is 60 Business
Days afier the expiration of the fifth CapEx Year after the Closing, the Warrant Certificate then
in the possession of the Escrow Agent shall be delivered to DMC and shall be immediately
exercisable in accordance with the terms of the Warrant Certificate upon DMC’s receipt of such
Warrant Certificate; provided, however, in the event Buyer has fully complied with its
obligations set forth in Section 12.4(e) and in the first sentence of Section 12.4(d), the Warrant
Certificate shall be of no force or effect, shall immediately be returned to Vanguard and
immediately cancelled.
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12.6 Retention of Medical Staff. As of the Closing, Buyer shall permit all members of the
Hospitals® medical staffs, whether active, honorary, temporary or otherwise, to retain their
current medical staff appointments until the expiration of their current appointments. The
foregoing will not limit the ability of Buyer’s board of directors or Buyer’s medical executive
committee to suspend medical staff appointments or clinical privileges in accordance with the
terms and provisions of the medical staff bylaws of Buyer. From and after Closing, Buyer will
work with the medical staffs of the Hospitals to evaluate, and where feasible, pursue
opportunities for medical staff/clinical integration where doing so offers opportunities for
advancement in quality and cost-effectiveness of care.

12.7 No Sale of Hospitals. For at least ten years from and after the Closing Date and without
the consent of Seller, Buyer shall not, directly or indirectly, sell or otherwise transfer all or
substantially all of the assets constituting one or more of the Hospitals or all or substantially all
of Buyer’s equity interest in any Subsidiary of Buyer that owns one or more of the Hospitals to
any Person, other than in connection with a transfer to a Permitted Transferee. Nothing in this
Section shall limit or impair the ability of Buyer (a) to operate and conduct the business of the
Hospitals as Buyer sees fit in its sole discretion, subject to its obligations in this Agreement or
(b) to sell any assets or property comprising any of the Hospitals so long as Buyer continues to
maintain each Hospital as a general acute care hospital that provides the Core Services required
to be provided by such Hospital, all as required by Section 12.3.

12.8 Commitment to Education Mission. After Closing, Buyer is committed to supporting
fully Seller’s historic education mission for undergraduate and graduate medical education,
nursing education, and allied health services education.

12.9 Commitment to Research Mission. Buyer is committed to supporting Seller’s historic
research mission. To this end and as of Closing, Buyer will assume Seller’s obligations and
commitment to Wayne State University pertaining to Wayne State University’s arrangements
with the National Institutes of Health for the Perinatal Research Branch operation.

12.10 Karmanos Cancer Center. Buyer is committed to supporting Seller’s historic
partnership with the Karmanos Cancer Center. To this end and as of Closing, Buyer will assume
all Contracts between Seller and Karmanos Cancer Center.

12.11 Health and Wellness Initiatives. After Closing, Buyer shall enhance current health and
wellness initiatives, community outreach and prevention programs, and quality improvement
programs of Seller.

12.12 Supplier Diversity Program. Afier Closing, Buyer will support fully the Supplier
Diversity Program of Seller, a copy of which is attached as Schedule 12.12, in an effort to

provide opportunities for minority-owned, women-owned, and Detroit-based businesses to work
with and provide goods and services to Buyer and the Hospitals.
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12.13 Project Genesis. After Closing, Buyer will support the Project Genesis summer
employment/internship program for Detroit Public High School students.

12.14 Detroit Based Systems. For a period of at least ten years after Closing, Buyer will
operate the Hospitals as a Detroit-based system, and will maintain its regional headquarters in
Detroit, Michigan.

12.1 National Support Centers. If after Closing Vanguard seeks to establish national centers
for system support services, the City of Detroit will be given a full opportunity to present to
Vanguard proposals for basing such centers in Detroit before Vanguard makes a final decision
on where to locate such centers.

12.16 Naming Conventions. After Closing, Buyer will honor all donor agreements for the
naming of buildings, facilities or programs at the Hospitals.

12.17 Annual Reporting Requirements.

(a) For at least the first six years from and after the Closing Date, on or before 60 days after
each anniversary of the Closing Date, Buyer shall prepare and deliver to DMC a written report
that describes in reasonable detail and demonstrates Buyer’s performance under and compliance
with the covenants of Buyer set forth in Section 12.4. Such report will be reviewed pursuant to
the agreed upon procedures set forth in Schedule 12.17 by an independent certified public
accounting firm that is mutually acceptable to Seller and Buyer; provided, however, that such
independent certified public accounting firm will only review Buyer’s compliance with Section
12.4 . Seller (and its agents and others acting on behalf of Seller) and such independent certified
public accounting firm shall have access to the books and records of Buyer and Vanguard for
purposes of verifying the information contained in the annual report submitted by Vanguard.

(b) For at least the first ten years from and after the Closing Date, on or before 60 days after
each anniversary of the Closing Date, Buyer shall prepare and deliver to DMC a written report
that describes in reasonable detail and demonstrates Buyer’s performance under and compliance
with the covenants of Buyer contained in Sections 12.2, 12.3, 12.5, 12.7 12.8, 12.9, 12.10, 12.11,
12.12, 12.13, 12.14, 12.15 and 12.16, to the extent any such covenants continue in effect during
such ten year period.

(c¢) During the first ten years from and after the Closing Date, Buyer shall make available to
DMC those certain reports described on Schedule 12.17(c), and provide copies thereof upon
DMC’s request. Until such time as the information reported is publicly available, DMC shall
keep the contents of such reports confidential, in accordance with the terms of a confidentiality
agreement between DMC and Buyer on terms reasonably acceptable to each of DMC and Buyer.
Buyer shall not be required to provide DMC such reports unless and until such confidentiality
agreement is fully executed by DMC and Buyer.
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(d) Within 30 days after the delivery of each annual report contemplated by Sections 12.17(a)
and 12.17(b) above, Vanguard shall make a presentation to the board of trustees of DMC
regarding such annual reports and Vanguard’s plan for and position in the Detroit, Michigan

market

12.18 Post Closing Assistance to Seller.

(a) Notwithstanding any of the other provisions of this Agreement, at any time after Closing
upon reasonable notice and during normal business hours, Buyer will make its records pertaining
to the operation of the Hospital Businesses prior to Closing available to Seller in a timely
manner, In addition, Buyer will (i) provide reasonable assistance in the gathering and providing
of financial information to Seller’s accountants as reasonably requested for the preparation of
financial statements and Tax Return s for Seller and its Affiliates for periods prior to Closing and
(ii) provide such other assistance as Seller may reasonably request in the winding up of its
business and affairs as the owner and operator of the Hospital Businesses.

(b) For 12 months after the Closing Date, Buyer will provide Seller with a reasonable amount of
office space and comply with the provisions of Section 12.17(a) at no cost to Seller other than
reimbursement of out-of-pocket expenses, if any. From and after the first anniversary of the
Closing Date, Seller shall reimburse Buyer for its actual reasonable costs of complying with
Section 12.17(a). Buyer shall provide such information, cooperation and assistance without
warranty of any kind to Seller, including a warranty about the reliability of the contents of such
information.

(c) Additionally and as of the Closing Date, DMC and Buyer shall enter into a Transition
Services Agreement pursuant to which Buyer will (i) employ the employees who will provide
services to DMC after Closing for up to 12 months after Closing and DMC will have the right to
utilize such employees and will reimburse Buyer for all costs and expenses incurred by Buyer in
connection with the employment of such employees (salaries, wages and benefits), (ii) at no cost
to Seller, provide ministerial services in respect of the DMC Non-ERISA 403(b) Plan at a level
currently provided by Seller, and (iii) provide such other services as DMC and Buyer may
mutually agree. The Transition Services Agreement will otherwise be upon such terms and
conditions as are mutually acceptable to DMC and Buyer.

12.19 Renaissance Subzone. During the term of the Development Agreement, VHS of
Michigan shall provide DMC with copies of any reports which VHS of Michigan provides to the
applicable Governmental Authorities under section 4 of the Development Agreement. Until such
time as the information reported is publicly available, DMC shall keep the contents of such
reports confidential, in accordance with the terms of a confidentiality agreement between DMC
and Buyer on terms reasonably acceptable to each of DMC and Buyer. Buyer shall not be
required to provide DMC such reports unless and until such confidentiality agreement is fully
executed by DMC and Buyer. To the extent VHS of Michigan provides any legal notice under
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the Development Agreement to the Michigan Strategic Fund, VHS of Michigan shall provide
DMC a copy of any such notice. Concurrent with the Closing, DMC shall provide a notice to the
parties to the Development Agreement, with a copy to the Attorney General, which notice sets
forth the address where DMC shall thereafter receive notices from the other parties to the
Development Agreement.

12.20 Donor Restricted Funds. Buyer understands and acknowledges that Seller might seek
one or more judicial determinations that certain “donor restricted” funds held by Seller should be
re-characterized or determined to be “unrestricted” funds. To the extent the Seller is successful
in obtaining such judicial relief (and Seller provides prompt written notice to Buyer of any
judicial proceeding that is instituted prior to Closing), such funds shall continue to constitute
Exclude Assets hereunder and such funds shall not be included within the funds or balance sheet
accounts of Seller described in Section 2.5(a)(ii), and Buyer shall have no claim in respect of, or
right to receive, any such funds as of Closing or at any time thereafter.
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POST CLOSING COVENANTS

(15 Vanguard Reporting Requirements Underlined)

Section PSA Commitments Monitoring References

121 Buyer Advisory Board, Hospital Advisory Board
12.2 Indigent and Low Income Care E M Q
12.3 Commiiment to Maintain Hospitals and Core Services E M Q
12.4 Capital Expenditures E M Q
125 The Warrant E
12.6 Retention of Medical Staff
12.7 No Sale of Hospitals E M Q
12.8 Commitment to Education
12.9 Commitment to Research

12.10 Karmanos Center

12.11 Health and Wellness Initiatives

12.12 Supplier Diversity Program

12.13 Project Genesis

12.14 Detroit-based Systems E M

12.15 National Support Centers E M

12.16 Naming Conventions

12.17 Annual Reporting Requirements E M

12.18 Post-Closing Assistance to Seller

12.19 Renaissance Sub-zone

12.20 Donor-restricted Funds

Purchase and Sale Agreement - Article 12 identifies 20 Post Closing Covenants

E - Enforcement Agreement — supplemental agreement among Vanguard, DMC and Attorney General

(AG) where parties recognize enforcement right by AG to certain remedies beyond those specified in the

PSA (identified by “E” above). PSA remedies for any disagreement are primarily mediation/arbitration.

M - Monitoring Agreement — supplemental agreement among Vanguard, DMC and AG specifying

responsibilities for Monitoring certain covenants (identified by “M” above) and information necessary to

support Monitoring, as well as requiring identification of any potential conflict of interest and defining

aspects of Legacy Board structure and operation.

Q - Interim Quarterly Status Report - Legacy DMC and VHS-M have agreed to certain Interim Quarterly

Status Reports (identified by “Q” above), in part to carry out Monitoring Agreement responsibilities.

May 15, 2019
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Legacy DMC
HOSPITAL CORE SERVICES

o .. | Children’s
. R Huron Rehabilitation .
Detroit Harper Sinai- Valley Institute of Hospital

Receiving | Hutzel Grace . 3 e of
Sinai Michigan Michigan

SERVICE

Emergency
Department X X X X X
Services

Trauma-
designated

Emergency X X X
Department

General Medical
Services X X X X X

Inpatient and
Outpatient X X X X X

Surgery

Radiology and
Diagnostic X X X X X
Services

Obstetrics X X X

Neonatal
Intensive X X
Care unit

Comprehensive
Cardiology X X X X
Services

Intensive Care
Services X X X X X

Inpatient Rehab X
Services

Outpatient X
Rehab Services
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Mr. John L. Thurber
April 15, 2019
Page 2

ii. VHS of Michigan is required to provide additional "ordinary course of business"
information if requested. Legacy DMC has made numerous requests relating to capital
expenditures and research support. The information provided in response falls short of
the detail requested.

iii. VHS of Michigan requested an agreement to keep "proprietary and commercially
sensitive information” confidential as provided in this item. A Confidentiality
Agreement is in place. Mr. Conrad Mallett serves as the "DMC Officer" responsible for
determining confidentiality. VHS of Michigan's 2018 Report classified financial
information useful in understanding indigent and uncompensated care as confidential.
The information confirms that the substantial reduction in the cost of uncompensated care
continues.

Item C requires Legacy DMC to establish a public complaint-intake procedure, to review all
complaints and to investigate complaints, if appropriate. Legacy DMC has complied with this
requirement of monitoring VHS of Michigan’s charitable care commitment.

Legacy DMC established a telephone hotline, as well as email and postal addresses to obtain
patient complaints. Any contact is logged and reviewed. During 2018, no actionable complaints
relating to charitable care were received. Other complaints were referred to appropriate hospital
departments, and other correspondence was appropriately re-directed.

The hotline contact information appears in approximately 70 locations throughout the DMC
hospitals, all DMC Clinics located in Detroit and selected Federally Qualified Health Care
Centers. It appears in all emergency rooms and all patient notice boards where the DMC
displays its "800" telephone numbers for requesting hospital financial support and submitting
patient billing complaints.

Item D requires Legacy DMC staff to report monthly to the Legacy DMC Board of Trustees
regarding VHS of Michigan's compliance with the Post-Closing Covenants. During 2018, the
Legacy DMC Board met four times.

VHS of Michigan's Chief Executive Officer, Dr. Anthony Tedeschi, attended two Board
meetings in 2018.

During 2019, Legacy DMC's Board of Trustees plans to meet quarterly. Legacy DMC staff will
alert the Trustees of material changes or serious compliance issues that arise during interim
months.

Item E requires Legacy DMC to produce a written report annually and make it available to the
public on a website. The 2018 report is in process and will be available to the public on the
websites of the Detroit Wayne County Health Authority and the Department of the Attorney
General later this year.
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Conclusion
Legacy DMC believes the requirements of Article 3 (as modified) have been met for 2018, the

eighth year of the agreement period.

~ Sincerely,
Jpe Walsh Richard Widgren
ident Chair

Cc:  Mr. Ronald Rittenmeyer
Dr. Anthony Tedeschi
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POST CLOSING COVENANTS
(15 Vanguard Reporting Requirements Underlined)

Section PSA Commitments Monitoring References
121 Buyer Advisory Board, Hospital Advisory Board
12.2 Indigent and Low Income Care E M Q
12.3 Commitment to Maintain Hospitals and Core Services E M Q
124 Capital Expenditures E M Q
12.5 The Warrant E

12,6 Retention of Medical Staff
12.7 No Sale of Hospitals E M Q
12.8 Commitment to Education
129 Commitment to Research

12.10 Karmanos Center

12.11 Health and Wellness Initiatives
12.12 Supplier Diversity Program

12.13 Project Genesis

12.14 Detroit-based Systems E M
12.15 National Support Centers E M
12.16 Naming Conventions

12.17 Annual Reporting Requirements E M
12.18 Post-Closing Assistance to Seller

12.19 Renaissance Sub-zone

12.20 Donor-restricted Funds

Purchase and Sale Agreement - Article 12 identifies 20 Post Closing Covenants

E - Enforcement Agreement — supplemental agreement among Vanguard, DMC and Attorney General

(AG) where parties recognize enforcement right by AG to certain remedies beyond those specified in the
PSA (identified by “E” above). PSA remedies for any disagreement are primarily mediation/arbitration.

M - Monitoring Agreement - supplemental agreement among Vanguard, DMC and AG specifying

responsibilities for Monitoring certain covenants (identified by “M” above) and information necessary to
support Monitoring, as well as requiring identification of any potential conflict of interest and defining
aspects of Legacy Board structure and operation.

Q - Interim Quarterly Status Report — Legacy DMC and VHS-M have agreed to certain Interim Quarterly

Status Reports (identified by “Q" above), in part to carry out Monitoring Agreement responsibilities.
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Legacy DMC presently has 16 trustees (see Attachment) including the appointees representing
Detroit (Ms. Patti Kukula), Wayne County (Mr. Marcus Ivery) and the State (Ms. Candyce
Abbatt). Legacy DMC's Nominating Committee will identify candidates who meet the criteria
contained in this item to fill open positions, if necessary.

Item F states that the President and Chair of Legacy DMC will oversee Vanguard's capital
expenditure and hospital commitments. Legacy DMC's Chair, Mr. Richard Widgren, and
- President, Mr. Joe Walsh, provided this oversight.

Item H establishes certain requirements relating to Legacy DMC representation on the VHS of
Michigan Advisory Board, the individual DMC hospital advisory boards, and the Vanguard
Health System, Inc. Board. It also stipulated procedures relating to potential conflict of interest’
situations and compensation. The status of these matters is as follows:

i. At its December 2010 meeting, the DMC Board appointed six representatives to the
VHS of Michigan Advisory Board and the hospital Advisory Boards; these
representatives receive no compensation. At the same time, the DMC Board nominated a
representative to the Board of Vanguard Health Systems, Inc. This representative served
as a director until September 2013, when Tenet Healthcare Corp. completed its

acquisition of Vanguard. Requirements relating to the compensation related to this
position were met.

ii. No matters considered by the Legacy DMC Board have required a recusal of these
members relating to a potential conflict between the interests of Legacy DMC and other

entities.

Conclusion

Legacy DMC believes the requirements of Article 4 have been met for 2018, the eighth year of
the Agreement. Previous reports have provided a final status on Items B, G and H iii.
Subsequent annual reports will provide updates on the remaining open requirements.

Sincerely, - .
13! Walsh Richard Widgren
President Chair

Cc: Mr. Ronald Rittenmeyer
Dr. Anthony Tedeschi
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o the addition of 3 DaVinci robots, 2 MRI unit replacements, new surgical equipment across
' multiple campuses, IT infrastructure improvements and a new Linear Accelerator.

e The DMC remains committed to being a Watson Health (formerly Truven) 15 Top
Health System. We are proud of the improvements we made this year on metrics that are
used to determine our status in this report. In 2018 we made significant improvements in
readmissions, mortality and CAUTI. We are proud of the work being done at the DMC
in these areas and look forward to continued improvement.

¢ The DMC continues to support the indigent and underinsured community in Detroit
through the traditional avenues we have in the past including maintaining charity care
programs consistent with previous periods. In December 2018 we announced that the
DMC will begin to offer free parking to all patients and visitors at all DMC sites as an
effort to improve access to care in the Detroit community.

e The DMC continues to support its medical education mission by employing and training
over 1,000 residents and fellows during the 2017-18 academic year. We are proud of the
additional investments and commitments made to our residency program this year which
include a 12% resident salary increase that will go into effect in 2019 as well as the
addition of 79 residency slots. These additions account for an incremental $7.5M
investment into the GME program.

¢ Since the inception of the purchase agreement, clinical research studies have grown from
over 900 studies annually to now over 1,100 studies; this is the largest number of clinical
research studies that we have reported in our annual report.

e Continued efforts to expand access to healthcare, which resulted in 23,247 enrollments in
the Healthy Michigan Medicaid Plan in 2018; this is a 23% increase over 2017. To date,
the DMC's insurance efforts have netted 88,365 Healthy Michigan health insurance
enrollments.

e Completed the 13th summer of sponsoring the Project Genesis Summer Youth
Employment Program (PG) in partnership with Detroit Public Schools Community
District. DMC developed PG to provide a valuable experience for students interested in
healthcare careers and DMC is proud to employ alumni as registered nurses, physical
therapists and pharmacy technicians to name a few.

e Received approval to relocate all 31 existing adult psychiatric beds from DMC Surgery
Hospital to Detroit Receiving Hospital as well as approval to add 31 adult psychiatric
beds to Detroit Receiving Hospital.

In summary, 2018 was a year of significant accomplishments for DMC as we continue to fulfill
our commitments under the 2010 agreement. As we make additional investments to strengthen
quality of care, improve patient satisfaction and offer more convenient care services, we are
~ building an organization that is more efficient, effective and accountable. I look forward to
o~ ' updating you on these and other accomplishments in the future.
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Registered Nurses are the largest licensed group of health care professionals in the State of
Michigan, with nearly 170,000 licensed nurses providing the majority of healthcare services to
the people of the State. The DMC has a nursing workforce of approximately 3,200 registered
nurses that provide direct patient care. The DMC, with over fifty academic partners and access
to numerous specialty areas, provides a wide range of clinical experiences for nursing students.
These clinical rotations are provided to students pursuing degrees from an Associate through
Doctoral levels of study. DMC employed Advanced Practice Nurses serve as clinical
preceptors, adjunct faculty and guest lecturers for the graduate nursing programs of nine
colleges and universities. Staff nurses of the DMC are encouraged to pursue opportunities for
professional and academic development, which is facilitated through financial support for
tuition reimbursement. This represents organizational efforts to comply with the Institute of
Medicine (IOM) recommendation to increase the proportion of nurses with baccalaureate
degrees to 80% by the year 2020. In order to remain competitive in the dynamic healthcare
market within Southeast Michigan and to recruit the highest caliber of candidates, the DMC
has initiated a referral bonus program to nurses who successfully recruit experienced nurses
into the DMC. In addition, a new Tenet Nursing Onboarding program has been piloted at the
DMC for both new graduates, and experienced nurses joining the team. The goal is to
streamline the classroom and clinical competency validation processes in a way that makes the
transition to the DMC more successful, and improves the overall experience for the new staff
nurses. The pilots were implemented at Sinai Grace Hospital and the Children’s Hospital of
Michigan with initial survey data showing very positive responses.

The DMC GME Office completed the following improvements in the 2017-18 academic
year:

I. Utilized the DMC GME Performance Dashboard to identify areas of potential
improvement. The DMC GME Performance Dashboard includes measurement of key
performance indicators and monitoring of program and institutional level performance
throughout the academic year. Results of this evolving measurement and monitoring
system include the best accreditation outcomes in the history of DMC GME in 2017-18
academic year with fewer program citations and no programs on probation or warning.

2. Continued implementation of training programs for Program Directors and Program
Coordinators to increase knowledge and skills in management of medical education
programs.

3. The DMC GME office developed a multidisciplinary Institutional Wellness Committee
that is dedicated to the assessment and development of wellness programs that address
wellness among our residents, fellows, faculty and staff. There were over 15 various
wellness activities for residents and fellows in 2017-18 that addressed resident wellness,
burnout and fatigue.

4. Aligned with our commitment to quality and safety improvement, the GME office is
committed to the optimization of the “sign out” process among residents to ensure a high-
level of care continuity during shift changes and night coverage.

5. DMC remains affiliated for undergraduate medical education with Wayne State
University School of Medicine and Michigan State University College of Osteopathic
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Medicine. DMC continues to be a member in the Detroit Wayne County Health Authority
Consortium which partners with local area hospitals and health care systems in training
its residents. In 2017-18, our academic partnership base expanded to include Meharry
Medical College in Nashville, Tennessee, which is aligned with our commitment to
increase the number of primary care providers that serve the metro-Detroit community.

2019 DMC GME Strategic Plan
The DMC GME office has developed a Strategic Plan aligned with the mission of Tenet/DMC

which is to help people lead healthier, happier lives by providing the best training to our
residents and fellows. The plan is based on 4 areas of growth & development.

1. DMC GME Accreditation

e Continued accreditation of all DMC ACGME programs to ensure residency and
fellowship programs achieve success at the highest level.

e Creation and implementation of an all-inclusive GME reference manual that
encompasses all aspects of accreditation standards related to resident and fellow
training programs at the DMC.

e Creation of a structured DMC GME orientation program for new program
directors and coordinators.

e Addition of resident slots to existing programs; mainly in the areas of primary
care. Collaboration with program directors and faculty to develop innovative
training programs to remain at the forefront of educational trends.

2. DMC GME Quality & Safety Improvement

e Creation of a resident Quality Improvement Institute that will oversee and
monitor resident quality improvement initiatives to insure support and alignment
with ACGME standards and the hospital quality improvement initiatives.

e Looking at options to enhance the simulation experience within the DMC to
optimize training of our residents, nursing teams and any other allied health
profession in need of competency in a procedural based area.

e Addition of residents to key hospital based quality & safety committees to ensure
interdisciplinary collaboration in hospital quality improvement initiatives aligned
with the ACGME CLER (Clinical Learning Environment Review) pathways to
clinical excellence program.

3. .DMC GME Operations

e Optimization of the orientation and onboarding process for new residents and
fellows.

o Continued development and implementation of DMC GME resident and faculty
wellness programs and completion of a resident/fellow and faculty wellness
survey in March 2019 that will guide our wellness interventions and programing
throughout the year.

Residents and fellows will receive a 12% pay increase in 2019.
The educational stipend of $3,120 stipend will also be reallocated among the
residents and program directors to insure all residents have dollars set aside to
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(Erom: Tedeschi MD, Anthony (Tony) J. <ATedeschi@dmc.org>
L ant: Wednesday, May 29, 2019 12:12 PM

To: Joe Walsh

Ce:

Subject: DMC's clinical research performance

Joe,

Knowing that the Legacy Board is finalizing its report, | want to be sure that the Board has the benefit of some additional
quantitative support for the information shared with you last week about DMC’s clinical research performance:

- Research Activity.
© Number of studies has increased from approximately 900 at the time of purchase to over 1100 currently
o DMC-affiliated research publications increased 6-fold from 2008 to 2018 on PubMed, an NiH-sponsored archive of
biomedical and life sciences journal literature.
= Average number of clinical trial publications on PubMed from DMC-affiliated WSU has more than doubled
since the Tenet acquisition from 33 in 2011-13 to 78 in 2016-18
» Average number of publications on PubMed from the Perinatology Research Branch has doubled since the
Tenet acquisition from 27 in 2011-13 to 55 in 2016-18.
o The Perinatology Research Branch (PRB) had 165 peer-reviewed publications in the last 3 years (2016-2018),
doubling the 82 publications in the 3-year period before the Tenet acquisition {2011-2013). With its research, the
PRB has developed methods to identify mothers a risk for premature labor, created interventions to reduce
preterm birth, developed methods to examine images of a developing heart to find abnormalities in the womb,
and discovered biomarkers to prevent pregnancy complications.
("m‘ o CHM was selected as one of the few sites in the country for a new research study related to Sickle Cell Disease
- Research Funding.
o Research funding at WSU has remained consistent during its partnership with the DMC.
= National Science Foundation ranks institutions based on R&D expenditures. During its partnership with the
DMC, WSU’s position has remained consistently in the 10th-12th percentile for every year of the rankings,
which are available from 2008-2017.
o New research services agreements topped $4.5M with $2.5M to DMC Heart Hospital.
O Pediatric research funding has also remained consistent.
* WSU Dept. of Pediatrics’ primary NiH funding as a three-year rolling average remained essentially constant
between 2007 and 2017 with clear events explaining variations (e.g., transfer of PPRC grant ownership
from Pediatrics to Family Medicine in 2012).
= Non-NIH funding at CHM is 30% higher in the past three years than in the three years prior to Tenet
acquisition (2011-2013)
» The highest non-NIH funding in the last decade was seen during Tenet ownership, in 2016

These figures underscore the depth and breadth of DMC’s ongoing dedication to research, furthering the advancement of
healthcare.

As always, please let me know if you have questions.
Tony

Anthony Tedeschi, MD
Chief Executive Officer
Detroit Medical Center
90 John R
etroit, M1 48201
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EXHIBIT C

Specified Capital Expenditures
CY 2011-2018 Actual
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EXHIBIT D

DMC GME Annual Report Presentation
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EXHIBIT E

DMC Insurance Enrollment 2018 Summary
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