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Verity Health System of California, Inc. (“VHS”), and the above-referenced affiliated
debtors and debtors-in-possession (collectively, the “Debtors”) in the above-captioned chapter 11

cases (the “Bankruptcy Cases”) pending in the United States Bankruptcy Court for the Central

District of California (the “Bankruptcy Court”) and the defendants herein, hereby request that the

Court take judicial notice of the following documents filed and entered in the Bankruptcy Cases
and the Adversary Proceeding No. 2:20-ap-1051, pursuant to Rule 201 of the Federal Rules of
Evidence,! in support of the Defendants’ Opposition to California Nurses Association’s Motion to
Withdraw the Reference filed concurrently herewith:

1. Notice of Debtors’ Motion and Motion to Dismiss Complaint under Rule 12(b),
with Prejudice. [Bankruptcy Adv. Docket No. 12]. A true and correct copy is attached hereto as
Exhibit “1.”

2. Request for Judicial Notice In Support of Debtors’ Motion to Dismiss Complaint
under Rule 12(b), with Prejudice. [Bankruptcy Adv. Docket No. 14]. A true and correct copy is
attached hereto as Exhibit “2.”

3. Opposition to Debtors’ Emergency Motion for Authorization to Close St. Vincent
Medical Center [Bankruptcy Docket No. 3914]. A true and correct copy is attached hereto as
Exhibit “3.”

4. Notice of Appearance and Request for Special Notice and Inclusion of Mailing List
[Bankruptcy Docket No. 200]. A true and correct copy is attached hereto as Exhibit “4.”

5. Notice of Appointment and Appointment of Committee of Creditors Holding
Unsecured Claims [Bankruptcy Docket No. 197]. A true and correct copy is attached hereto as

cEadubitZ/0 Docnweur 78 kiI6d 021010 b986 S 0L b6 ID 535

6. Declaration of Richard G. Adcock in Support of Emergency First-Day Motions
[Bankruptcy Docket No. 8]. A true and correct copy is attached hereto as Exhibit “6.”

7. Debtors’ Omnibus Motion for Approval of 1) Settlement Agreements with Labor

Unions, 2) Assumption and Assignment of Modified Collective Bargaining Agreements to SGM,

! Rule 201 of the Federal Rules of Evidence provides that the Court “may take judicial notice at
any stage of the proceeding.” See FED. R. EVID. 201(d).
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1 || 3) Termination of Retiree Healthcare Benefits and 4) Related Relief [Bankruptcy Docket No.
2 || 3604]. A true and correct copy is attached hereto as Exhibit “7.”
3 8. Order (A) Authorizing The Sale Of Certain Of The Debtors' Assets To Santa Clara
4 || County Free And Clear Of Liens, Claims, Encumbrances, And Other Interests; (B) Approving
5 || The Assumption And Assignment Of An Unexpired Lease Related Thereto; And (C) Granting
6 || Related Relief. [Bankruptcy Docket No. 1153]. A true and correct copy is attached hereto as
7 || Exhibit “8.”
8 0. Debtors’ Notice of Motion and Motion for the Entry of (I) An Order (1) Approving
9 || Form of Asset Purchase Agreement for Stalking Horse Bidder and for Prospective Overbidders;
10 || (2) Approving Auction Sale Format, Budding Procedures and Stalking Horse Bid Protections; (3)
11 || Approving Form of Notice to be Provided to Interested Parties; (4) Scheduling of a Court
12 || Hearing to Consider Approval of the Sale to the Highest Bidder; and (5) Approving Procedures
13 || Related to the Assumption of Certain Executory Contracts and Unexpired Leases; and (II) An
14 || Order (A) Authorizing the Sale of Property Free and Clear of All Claims, Liens, and
15 || Encumbrances. [Bankruptcy Docket No. 1279]. A true and correct copy is attached hereto as
16 || Exhibit “9.”
17 10. Order (1) Approving Form Of Asset Purchase Agreement For Stalking Horse
18 || Bidder And For Prospective Overbidders, (2) Approving Auction Sale Format, Bidding
19 || Procedures And Stalking Horse Bid Protections, (3) Approving Form Of Notice To Be Provided
20 || To Interested Parties, (4) Scheduling A Court Hearing To Consider Approval Of The Sale To The
21 || Highest Bidder And (5) Approving Procedures Related To The Assumption Of Certain Executory
co26225(f c oz acis nobbinexpired-lensenvwdodudds 40, Qrdene() whathorizing The Sale Of Property Free
23 || And Clear Of All Claims, Liens And Encumbrances; Memorandum Of Points And Authorities In
24 || Support Thereof [Bankruptcy Docket No. 1572]. A true and correct copy is attached hereto as
25 || Exhibit “10.”
26 11.  Asset Purchase Agreement [Bankruptcy Docket No. 2305-1]. A true and correct
27 || copy is attached hereto as Exhibit “11.”
28 12. Order (A) Authorizing The Sale Of Certain Of The Debtors' Assets To Strategic
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Global Management, Inc. free And Clear Of Liens, Claims, Encumbrances, And Other Interests;
(B) Approving The Assumption And Assignment Of An Unexpired Lease Related Thereto,; And (C)
Granting Related Relief [Bankruptcy Docket No. 2306]. A true and correct copy is attached
hereto as Exhibit “12.”

13.  Debtors' Emergency Motion for the Entry of an Order: (I) Enforcing the Order
Authorizing the Sale to Strategic Global Management, Inc; (Il) Finding That the Sale is Free and
Clear of Conditions Materially Different Than Those Approved by the Court; (IIl) Finding That
the Attorney General Abused His Discretion in Imposing Conditions on That Sale; and (IV)
Granting Related Relief; Memorandum of Points and Authorities and Declarations In Support
Thereof [Bankruptcy Docket No. 3188]. A true and correct copy is attached hereto as Exhibit
"13."

14.  Excerpts from transcript of hearing in the Bankruptcy Case on October 15, 2019.
True and correct copies of excerpts from this transcript are attached hereto as Exhibit “14.”

15.  Memorandum of Decision Granting Debtors' Emergency Motion to Enforce the
Sale Order [Bankruptcy Docket No. 3446]. A true and correct copy is attached hereto as Exhibit
"15."

16.  Stipulation By Verity Health System of California, Inc. and the California Attorney
General Resolving "Debtors' Emergency Motion For The Entry Of An Order: (1) Enforcing The
Order Authorizing The Sale To Strategic Global Management, Inc.; (II) Finding That The Sale Is
Free And Clear Of Conditions Materially Different Than Those Approved By The Court; (Ill)
Finding That The Attorney General Abused His Discretion In Imposing Conditions On That Sale;

clgsb YT\ ayetimge Relg tede R obief FB ankauptey, Diadeab Nes3572]. A true and correct copy is
attached hereto as Exhibit “16.”

17.  Notice of Lodgment Filed by Debtor Verity Health System of California, Inc.
regarding Debtors' Emergency Motion for the Entry of an Order: (I) Enforcing the Order
Authorizing the Sale to Strategic Global Management, Inc; (Il) Finding That the Sale is Free and
Clear of Conditions Materially Different Than Those Approved by the Court; (IIl) Finding That

the Attorney General Abused His Discretion in Imposing Conditions on That Sale; and (IV)
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1 || Granting Related Relief; Memorandum of Points and Authorities and Declarations In Support

2 || Thereof [Bankruptcy Docket No. 3574]. A true and correct copy is attached hereto as Exhibit

3| <17

4 18. Objection relating to Dkt. 3574 Notice of Lodgment filed by Debtor Verity Health

5 || System of California, Inc. [Bankruptcy Docket No. 3582]. A true and correct copy is attached

6 || hereto as Exhibit “18.”

7 19. Order Granting 'Debtors’' Emergency Motion For The Entry Of An Order: (I)

8 || Enforcing The Order Authorizing The Sale To Strategic Global Management, Inc.; (II) Finding
9 || That The Sale Is Free And Clear Of Conditions Materially Different Than Those Approved By

10 || The Court; (1ll) Finding That The Attorney General Abused His Discretion In Imposing
11 || Conditions On That Sale; and (IV) Granting Related Relief; [Bankruptcy Docket No. 3611]. A
12 || true and correct copy is attached hereto as Exhibit “19.”
13 20. Order Granting (1) finding that SGM is obligated to promptly close the SGM sale
14 || under §8.6 of the APA, provided that all other conditions to closing have been satisfied and (2)
15 || granting debtors' motion for a continuance of the hearing to approve the disclosure statement
16 || from November 20, 2019 at 10:00 a.m. to November 26, 2019 at 10:00 a.m. [Docket No. 3633].
17 || A true and correct copy is attached hereto as Exhibit “20.”
18 21. Order Granting Memorandum of Decision (1) finding that SGM is obligated to
19 || promptly close the SGM sale under §8.6 of the APA, provided that all other conditions to closing
20 || have been satisfied and (2) granting debtors' motion for a continuance of the hearing to approve
21 || the disclosure statement [Bankruptcy Docket No. 3632]. A true and correct copy is attached

cueeXs(ichosepanixpbitii2l Ts tieq 0210150 b6 2 0L\ b9ds ID 532
23 22.  Motion to (A) Continue Hearing on Motion of the Debtors for an Order
24 || Approving: (I) Proposed Disclosure Statement,; (II) Solicitation and Voting Procedures; (I1l)
25 || Notice and Objection Procedures for Confirmation of Debtors' Plan, and (IV) Granting Related
26 || Relief; (B) Continue the Reply Deadline with Respect to Disclosure Statement Objections, and
27 || (C) Use the November 26, 2019, 10:00 a.m. Hearing Date for a Status Conference on This Matter

28 || [Bankruptcy Docket No. 3644]. A true and correct copy is attached hereto as Exhibit “22.”
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23.  Notice Of Hearing And Motion Of The Debtors For An Order Approving: (I)
Proposed Disclosure Statement; (II) Solicitation And Voting Procedures; (III) Notice and
Objection Procedures For Confirmation Of Debtors’ Plan; And (IV) Granting Related Relief-
[Bankruptcy Docket No. 2995]. A true and correct copy is attached hereto as Exhibit “23.”

24.  Disclosure Statement Describing Debtors’ Chapter 11 Plan of Liquidated (Dated
September 3, 2019). [Bankruptcy Docket No. 2994]. A true and correct copy is attached hereto
as Exhibit “24.”

25.  Emergency Motion for (I) Issuance of an Order to Show Cause Why Strategic
Global Management, Inc. Failed to Close the Sale Transaction by December 5, 2019, and (Il)
Entry of an Order Enforcing Prior Court Orders Requiring Strategic Global Management, Inc. to
Close the Sale Transaction by December 5, 2019 [Bankruptcy Docket No. 3773]. A true and
correct copy is attached hereto as Exhibit “25.”

26.  Debtors' Emergency Motion for Authorization to Close St. Vincent Medical Center
[Bankruptcy Docket No. 3906]. A true and correct copy is attached hereto as Exhibit “26.”

217. Order Granting Debtors' Emergency Motion For Authorization To Close St.
Vincent Medical Center [Bankruptcy Docket No. 3934]. A true and correct copy is attached
hereto as Exhibit “27.”

28.  Memorandum Of Decision Granting Debtors' Emergency Motion For
Authorization To Close St. Vincent Medical Center [Bankruptcy Docket No. 3933]. A true and
correct copy is attached hereto as Exhibit “28.”

29. California Nurses Association Objection to Debtors’ Motion under § 1113 of the

cBosdgptan. Hondesstn TV pdif)no\Refectbabed of ermiaate Wetain Terms of California Nurses
Association’s Collective Bargaining Agreement with O’Connor Hospital and Saint Louise
Hospital. [Bankruptcy Docket No. 1269]. A true and correct copy is attached hereto as Exhibit
“29.”
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Main Documein

SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com

SAM J. ALBERTS (admitted pro hac vice)
sam.alberts(@dentons.com

SONIA R. MARTIN (Bar No. 191148)
sonia.martin@dentons.com

TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com

DENTONS US LLP

601 South Figueroa Street, Suite 2500

Los Angeles, California 90017-5704

Tel: (213) 623-9300 / Fax: (213) 623-9924

Attorneys for the Chapter 11 Debtors and
Debtors In Possession

In re

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,

Debtors and Debtors In Possession.
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] Affects All Debtors

Affects Verity Health System of California, Inc.

L] Affects O’Connor Hospital

L] Affects Saint Louise Regional Hospital

Affects St. Francis Medical Center

Affects St. Vincent Medical Center

Affects Seton Medical Center

L] Affects O’Connor Hospital Foundation

L] Affects Saint Louise Regional Hospital
Foundation

L] Affects St. Francis Medical Center of Lynwood
Foundation

L] Affects St. Vincent Foundation

Affects St. Vincent Dialysis Center, Inc.

L] Affects Seton Medical Center Foundation

L] Affects Verity Business Services

L] Affects Verity Medical Foundation

Affects Verity Holdings, LLC

Affects De Paul Ventures, LLC

[J Affects De Paul Ventures - San Jose ASC, LLC

Debtors and Debtors In Possession.

US_Active\114496827\V-15

UNITED STATES BANKRUPTCY COURT
FOR THE CENTRAL DISTRICT OF CALIFORNIA -
LOS ANGELES DIVISION

Lead Bankruptcy Case No. 2:18-bk-20151-ER
Jointly Administered With:

CASE NO.: 2:18-bk-20162-ER
CASE NO.: 2:18-bk-20163-ER
CASE NO.: 2:18-bk-20164-ER
CASE NO.: 2:18-bk-20165-ER
CASE NO.: 2:18-bk-20167-ER
CASE NO.: 2:18-bk-20168-ER
CASE NO.: 2:18-bk-20169-ER
CASE NO.: 2:18-bk-20171-ER
CASE NO.: 2:18-bk-20172-ER
CASE NO.: 2:18-bk-20173-ER
CASE NO.: 2:18-bk-20175-ER
CASE NO.: 2:18-bk-20176-ER
CASE NO.: 2:18-bk-20178-ER
CASE NO.: 2:18-bk-20179-ER
CASE NO.: 2:18-bk-20180-ER
CASE NO.: 2:18-bk-20181-ER

Chapter 11 Cases
Hon. Judge Ernest M. Robles

Adversary No. 2:20-ap-01051-ER

NOTICE OF DEBTORS’ MOTION AND
MOTION TO DISMISS COMPLAINT
UNDER RULE 12(b), WITH PREJUDICE

Hearing Date and Time:
Date: May 6, 2020
Time: 10:00 a.m.
Place: Courtroom 1568
255 E. Temple St.
Los Angeles, CA 90012

1820151200407000000000003
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CALIFORNIA NURSES ASSOCIATION (CNA)
Plaintiff,

V.

VERITY HEALTH SYSTEMS OF CALIFORNIA,
INC., a California Corporation; ST. FRANCIS
MEDICAL CENTER, an Affiliate; ST. VINCENT
MEDICAL CENTER, an Affiliate; SETON
MEDICAL CENTER, an Affiliate; ST. FRANCIS
MEDICAL CENTER OF LYNWOOD, an
Affiliate; ST. VINCENT DIALYSIS CENTER,
INC., an Affiliate; VERITY HOLDINGS, LLC, an
Affiliate; DEPAUL VENTURES, LLC, an
Affiliate; RICHARD ADCOCK, an Individual;
STEVEN SHARRER, an Individual, and DOES 1
through 500,

Defendants.

US_Active\114496827\V-15
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PLEASE TAKE NOTICE that Verity Health System of California, Inc., Seton Medical
Center, St. Vincent Medical Center, St. Vincent Dialysis Center, Inc., St. Francis Medical Center,

Verity Holdings, LLC and DePaul Ventures, LLC (collectively, the “Institutional Defendants™),

eight of seventeen debtors (collectively, the “Debtors™), in the above-captioned Chapter 11
bankruptcy cases (the “Cases”), hereby move (the “Motion”) for entry of an order, pursuant to
Federal Rule of Civil Procedure 12(b)(6) incorporated by Federal Rule of Bankruptcy Procedure
7012(b), dismissing the complaint in the above-captioned adversary proceeding (the “Adversary
Proceeding”) commenced by the California Nurses Association.

PLEASE TAKE FURTHER NOTICE that this Motion is based on this Notice and
Motion, the attached Memorandum of Points and Authorities, and the concurrently filed Request
for Judicial Notice, the arguments of counsel and other admissible evidence properly brought
before the United States Bankruptcy Court for the Central District of California (the “Bankruptcy
Court”) at or before the hearing on this Motion, if any.

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-
1(f), any party opposing or responding to the Motion must file a response (the “Response”) with
the Bankruptcy Court and serve a copy of it upon the moving party and the United States Trustee
not later than 14 days before the date designated for the hearing. A Response must be a complete
written statement of all reasons in opposition to the Motion or in support, declarations and copies
of all evidence on which the responding party intends to rely, and any responding memorandum
of points and authorities.

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-
1(h), the failure to file and serve a timely a Response to the Motion may be deemed by the Court
to be consent to the relief requested herein.

PLEASE TAKE FURTHER NOTICE that if any Responses are filed and a hearing is
needed on the Motion, the hearing will be held on May 6, 2020 at 10:00 a.m. (prevailing Pacific
Time), at the U.S. Bankruptcy Court, 255 E. Temple Street, Los Angeles, CA 90012. Pursuant to
Amended General Order 20-02 issued by the Bankruptcy Court on April 1, 2020, all appearances

at hearings must be telephonic; the telephone conference call-in number is (866) 582-6878.The

US_Active\114496827\V-15
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1 || telephone conference call-in number is (866) 582-6878.

3 || Dated: April 6, 2020 DENTONS US LLP
SAMUEL R. MAIZEL
4 SAM J. ALBERTS
SONIA R. MARTIN

5 TANIA M. MOYRON

6
By__ /s/Tania M. Moyron
7 Tania M. Moyron

8 Attorneys for Verity Health Systems of
California, Inc., et al.

10
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1 MEMORANDUM OF POINTS AND AUTHORITIES

2 Verity Health System of California, Inc. (“VHS”), Seton Medical Center (“SMC”), St.
3 || Vincent Medical Center (“SVMC”), St. Vincent Dialysis Center, Inc. (“SVDC”), St. Francis
4 || Medical Center (“SFMC”), Verity Holdings, LLC (“Holdings”) and DePaul Ventures, LLC
5 || (“DePaul,” and collectively with VHS, SMC, SVMC, SVDC, SFMC, and Holdings, the

6 || “Institutional Defendants™), eight of seventeen debtors (collectively, the “Debtors”) in the above-
7

captioned cases (the “Chapter 11 Cases”) proceeding under chapter 11 of title 11 of the United

8 || States Code, 11 U.S.C. §§ 101, et seq. (the “Bankruptcy Code™),! hereby move (the “Motion”) for

9 || entry of an order, pursuant to Federal Rule of Civil Procedure (“Civil Rules”) 12(b)(6)
10 || incorporated by Rule 7012(b) of the Federal Rules of Bankruptcy Procedure (“Bankruptcy
11 || Rules”), dismissing the complaint in the above-captioned adversary proceeding (the “Complaint”

12 || or “Adversary Proceeding”) commenced by the California Nurses Association (“Plaintiff” or

13 || “CNA”), and as more fully set forth in the below Memorandum of Points and Authorities, and
14 || further supported by a joinder to the Motion filed separately by the individual defendants, Richard

15 || G. Adcock, Steven Sharrer and Does 1-500 (the “Individual Defendants™), assert as follows:

16 L
17 INTRODUCTION
18 After the public refusal of Strategic Global Management, Inc. (“SGM”) to close the

19 || acquisition of the Debtors’ remaining hospital facilities in December 2019, the Debtors were
20 || compelled to pursue and take alternative actions and transactions. Among the most immediate
21 || actions was the closure approved by this Court in early January 2020 of SVMC and its on-campus
22 || dialysis center, SVDC (collectively, “St. Vincent”), a facility that had lost approximately $65
23 || million in 2019 alone.

24 Throughout this process, CNA received notice of all pleadings,” actively participated in
25
26 ! Unless specified otherwise, all chapter, “§” and section references are to the Bankruptcy Code,

and all “Bankruptcy Rule” references are to the Federal Rules of Bankruptcy Procedure.

270 - CNA filed a Notice of Appearance in the Bankruptcy Court on September 17, 2018, and has

78 || been receiving ECF service of all filings since then. See Request for Judicial Notice (“RIN”), Ex.

1, Notice of Appearance and Request for Special Notice and Inclusion on Mailing List [Docket
1
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both its individual capacity as representative of nurses at St. Vincent (and other existing and
previously Debtor-owned facilities) and as a member of the Official Committee of Unsecured
Creditors (the “Committee”)’ in the Chapter 11 Cases, and was at all times aware of the potential
closure of St. Vincent. CNA received notice of St. Vincent’s potential closure through various
pleadings filed during 2019 and notice of the motion to close St. Vincent in January 2020, which
CNA actively opposed. See RIN, Ex. 29, Opposition to Debtors’ Emergency Motion for
Authorization to Close St. Vincent Medical Center, filed January 7, 2020 [Docket No. 3914]

(“CNA Closure Objection”). It is also indisputable that upon St. Vincent’s closure, CNA-

represented nurses received payment of all remaining wages for the period worked and unused
administrative and priority period allowable paid time off (“PTO”).*

After St. Vincent’s closure, the Debtors engaged in bargaining with CNA and another
union (“SEIU-UHW”) in order to terminate or otherwise modify the operative collective
bargaining agreements (“CBAs”) and to resolve claims associated with the closure of St. Vincent.
Those discussions resulted in a settlement with SEIU-UHW that was approved by this Court on
an expedited basis. See RIN, Ex. 3, [Docket No. 4340].)°

In contrast to SEIU-UHW, CNA commenced this Adversary Proceeding, which seeks
relief under four counts. The first two counts are asserted under the Federal Worker Adjustment
and Retraining Notification Act, 29 U.S.C. §§ 2101 et seq. (the “WARN Act”) and the California
WARN Act, California Labor Code §§ 1400-1408 (“Cal-WARN Act”, and collectively with the

WARN Act, the “WARN Acts”) (Count I and Count II, respectively) against the Institutional

No. 200.] CNA has also filed a proof of claim in the Bankruptcy Cases against the Debtors. See
RIN 4, [Docket No. 3604].

3 See RIN, Ex. 2, Notice of Appointment of Committee of Creditors Holding Unsecured Claims
[Docket No. 197, Exhibit A].

4 Allowed priority wage and benefits claims are subject to the statutory priority cap under

§ 507(a)(4) and (5).
> A full list of exhibits is provided in the Defendants’ Request for Judicial Notice in Support of

Their Motion to Dismiss Complaint Under Rule 12(b)(6), with Prejudice, filed
contemporaneously herewith. All citations to exhibits are with reference thereto.
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Defendants.  The remaining counts seek claims of “Intentional Misrepresentation by
Concealment” and “Negligent Misrepresentation” (Count III and Count IV, respectively) against
the Institutional Defendants, as well as two corporate individuals—Richard G. Adcock (Chief
Executive Officer for VHS) and Steven Sharrer, Chief Human Resources Officer for VHS—and
unnamed individuals labeled DOES 1 - 500. For damages, CNA seeks “civil penalties” (under
the WARN Act), as well as “compensatory damages, including lost wages and employment

29 6

benefits,” “damages for mental pain and anguish and emotional distress,” “punitive damages,”
“interest” and “[t]reatment of all damages as first priority administrative expenses pursuant to 11
U.S.C. § 503(b)(1)(A)(1)-(i1)” (Compl., 9 119-22, 124-25). Such damages, which CNA seeks to
have treated as “administrative” while unspecified in amount, undoubtedly exceed any unpaid
administrative and priority severance claims CNA had previously agreed should be treated under
an accrual method of calculation, with administrative and priority amounts paid after plan
confirmation. See RIN, Ex. 4, Debtors’ Omnibus Motion for Approval of 1) Settlement
Agreements with Labor Unions, 2) Assumption and Assignment of Modified Collective
Bargaining Agreements to SGM, 3) Termination of Retiree Healthcare Benefits and 4) Related
Relief [Docket No. 3604, 9 39].°

Leaving aside CNA’s blatant attempt, yet again, to elevate and expand what constitutes an
administrative claim, while simultaneously seeking to punish Defendants for taking necessary

actions to mitigate SGM’s failure to close, none of the Counts have merit and each should be

dismissed with prejudice.” CNA’s WARN Act claims fail for several reasons; although for the

® That settlement was reached in connection with the CBA modification and assignment to SGM.
By its terms, that settlement was rendered null and void by SGM’s failure to close the sale
transaction. See RIN, Ex. 4 [Docket No. 3604, Ex. 1, q 12] (“Terms of this Agreement shall be
null and void in the event that 1) the Sale does not close[.]”) Although the settlement was
rendered void, no agreement has been reached to accelerate the payment of administrative or
priority severance prior to any plan effective date.

7 CNA objected to the Wage Motion (defined herein)—notwithstanding the fact that the Debtors
unilaterally agreed to pay more than a million dollars in post-petition accruing pension
contributions for active and unfrozen CNA-represented employees in 2018-2019—because the
Wage Motion did not also seek to pay pre-petition pension related contributions. See RIN, Ex. 56
[Docket No. 223].
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purposes of this Motion, the Defendants focus on one: due to the emergency closure of St.
Vincent, the Institutional Defendants constitute a “liquidating fiduciary” and are not employers
for purposes of the WARN Acts. The record before this Court provides all evidence necessary to
support this defense and, as such, Counts I and II should be dismissed with prejudice.

Likewise, the claims against the Institutional and Individual Defendants for alleged
“intentional” and “negligent” misrepresentation (Counts III and IV) are devoid of color and
should be dismissed with prejudice for at least two reasons. First, CNA lacks associational
standing to assert the intentional and negligent misrepresentation claims. Second, CNA fails to
allege the requisite elements to support either intentional misrepresentation or negligent
misrepresentation.

Further, it should be noted that although CNA has filed a motion in the District Court
seeking to withdraw the reference of this Adversary Proceeding, no stay has been sought, let
alone granted, and accordingly nothing prohibits this Court from making a determination of this
Motion.

For these and other reasons, the Court should dismiss the Adversary Proceeding, with
prejudice.

II.
RELIEF REQUESTED

By this Motion, Defendants request entry of an Order dismissing the Adversary
Proceeding filed by CNA with prejudice, on the basis that the Complaint fails to state a claim
upon which relief can be granted.

I11.
JURISDICTION AND VENUE

This Court has jurisdiction over this Motion pursuant to 28 U.S.C. §§ 157 and 1334. This
is a core proceeding pursuant to 28 U.S.C. § 157(b)(2)(B). Venue is proper in this Court pursuant
to 28 U.S.C. §§ 1408 and 1409.

The statutory predicate for the relief requested herein is Civil Rule 12(b)(6), as made

applicable to adversary proceedings in bankruptcy courts by operation of Bankruptcy Rule
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7012(b).
IV.
STATEMENT OF FACTS
A. General Background
I. On August 31, 2018 (the “Petition Date”), the Debtors each filed a voluntary

petition for relief under chapter 11 of the Bankruptcy Code.

2. Debtor VHS, a California nonprofit public benefit corporation, is the sole
corporate member of the other Debtor California nonprofit public benefit corporations that
operated acute care hospitals and other facilities in the state of California. See RIN, Ex. 5,

Declaration of Richard G. Adcock in Support of Emergency First-Day Motions [Docket No. 8]

(the “First-Day Decl.”), § 11.

3. From the outset of the Chapter 11 Cases, the Debtors emphasized that their
vulnerable condition, caused by years of inherited legacy liabilities and generous employee
benefits, state law demands and reimbursement and operational difficulties, necessitated the
bankruptcy filing and the objective to transfer the hospitals as operating entities. /d. at 4 96-110,
139.

4. The Debtors incorporate the First-Day Decl. for further general background.

B. St. Vincent

5. SVMC was founded as the first hospital in Los Angeles in 1856. Id. at § 34. In
1971, a new facility was constructed at the Hospital’s current location at 2131 West Third Street,
Los Angeles, CA 90057. Id. The Hospital expanded to a 366 licensed bed, regional acute care,
tertiary referral facility, specializing in cardiac care, cancer care, total joint and spine care, and
multi-organ transplant services. Id. The Hospital served both local residents and residents from
Los Angeles, San Bernardino, Riverside, and Orange Counties. Id. SVMC provided medical
care for both inpatients (i.e., patients who remain in the hospital for more than 24 hours) and
outpatients (i.e., patients who receive outpatient services, such as MRIs). Id. SVMC owns real

property commonly known as: (i) 2131 W 3rd Street, Los Angeles, CA 90057, including the
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1 || hospital and all of the facilities located thereon; and (ii) vacant land in Salton Sea, California. Id.
2 || at923.
3 6. SVMC’s campus had a dialysis center, SVDC, where SVMC'’s kidney disease
4 || patients received dialysis services, including hemodialysis and isolated ultrafiltration treatments
5 || as part of SVMC’s end-stage renal disease program. Id. at 9§ 36. SVMC and SVDC had separate
6 || corporate identities, and SVMC was the sole corporate member of SVDC. Id. Both SVMC and
7 || SVDC were exempt from federal income taxation as an organization described in § 501(c)(3) of
8 || the Internal Revenue Code of 1986. Id. at  21.
9 7. As of the Petition Date, St. Vincent employed approximately 1,099 employees, of
10 || which 897 were full time, 42 were part time, and 160 were per diem. Id. at 9 59(f).
11 8. St. Vincent had consistently lost money for many years due to, among other
12 || things, unfavorable payor contracts, rising health care costs, high pension obligations and certain
13 || requirements imposed on SVMC by the Attorney General for the State of California (the

14 || “Attorney General”). See id. at Y 95, 99. SVMC was also dramatically under-invested in

15 || structural improvements necessary to meet California’s state-mandated seismic and clean energy
16 || requirements. /d.

17 9. While the Debtors collectively have a poor financial history, St. Vincent was
18 || particularly troubled. See RIN, Ex. 44, Declaration of Peter C. Chadwick in Support of Debtors’
19 || Emergency Motion to Authorization to Close St. Vincent Medical Center [Docket No. 3906], 9 6.
20 || On the Petition Date, although SVMC accounted for approximately only 23% of the patient
21 || volume of the entire Verity Health System, the hospital accounted for approximately 60% of the
22 || operating losses. Id. Before closing SVMC, the Debtors projected continuing operating losses by
23 || SVMC. Relevant reported financial statements reflect that, in fiscal year 2019 (ended June 30,
24 || 2019), it lost approximately $65 million, which was an 18% and 103% increase over the fiscal
25 || years 2018 and 2017, respectively. Id. at q 8.

26
27
28
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C. The CNA CBA And The Represented Emplovees

9. CNA represents employees at St. Vincent under a collective bargaining agreement.
See RIN, Ex. 4, [Docket No. 3604].% In addition to St. Vincent, CNA represents employees at
SMC and previously represented employees at Saint Louise Regional Hospital and O’Connor
Hospital (the latter two having been sold to Santa Clara County). Additionally, Defendants
Holdings and DePaul have no employees and CNA has not at any relevant time represented
employees at Defendant SFMC. See RIN, Ex. 4, [Docket No. 3604] (referencing Debtor facilities
where CNA has represented employees).

10. On the Petition Date, the Debtors filed their Emergency Motion Of Debtors For
Entry Of Order: (I) Authorizing The Debtors To (A) Pay Prepetition Employee Wages And
Salaries, And (B) Pay And Honor Employee Benefits And Other Workforce Obligations; And (I1I)
Authorizing And Directing The Applicable Bank To Pay All Checks And Electronic Payment
Requests Made By The Debtors Relating To The Foregoing, Memorandum Of Points And
Authorities In Support Thereof [Docket No. 22] (the “Wage Motion™), which requested authority
to pay priority employee claims and to pay employees in the ordinary course of business for post-
petition work. See RIN, Ex. 6. On October 22, 2018, this Court granted the Wage Motion® and
authorized the payment of priority and administrative wage and benefit claims, including for

union-represented employees. '°

$ In addition, CNA is party to other collective bargaining agreements with the Debtors, including
a collective bargaining agreement with SMC, and a “Master” collective bargaining agreement
with SMC and St. Vincent. /d.

% See Final Order Granting the [Debtors’] Emergency Motion of Debtors for Entry of Order: (I)
Authorizing the Debtors to (A) Pay Prepetition Employee Wages and Salaries, and (B) Pay and
Honor Employee Benefits and Other Workforce Obligations; and (II) Authorizing and Directing
the Applicable Bank to Pay All Checks and Electronic Payment Requests Made by the Debtors
Relating to the Foregoing [Docket No. 612]; and concurrently issued Memorandum of Decision
(1) Overruling Objections to the (A) Prepetition Wages Motion and (B) Financing Motions and
(2) Denying Motion for Reconsideration of the Final Financing Order [Docket No. 614]
(together, the “Wage Order”). See RIN, Exs. 7 & 8.

10" Unlike other labor unions, whose benefit accruals under certain defined pension plans were
frozen as a function of the Wage Order, CNA continued to accrue new benefits under a large
multiemployer pension plan (the RPHE), into which the Debtors received authority to make
payments under a specified budget. [Docket No. 614, § 1. B.].

7
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D. Marketing and Sale Efforts

11.  Prior to the Petition Date, the Debtors engaged in substantial efforts to market and
solicit interest in their assets (collectively, the “Assets”). See RIN, Ex. 9, Declaration of James
M. Moloney in Support of the Debtors’ Memorandum in Support of Entry of an Order: (A)
Authorizing the Sale of Property Free and Clear of All Claims, Liens and Encumbrances; (B)
Authorizing the Assumption and Assignment of Designated Executory Contracts and Unexpired

Leases, and (C) Granting Related Relief [Docket No. 2220] (the “Moloney Sale Decl.”), at q 4.

12. As part of these prepetition efforts, the Debtors engaged Cain Brothers, a division
of KeyBanc Capital Markets (“Cain”), to assist in identifying potential buyers of some or all of
the Assets and commenced discussions with those potential buyers. /d. at 4 1, 4. I n that initial
marketing process, Cain contacted more than 100 potential partners to evaluate their interest in
exploring a transaction involving some or all of the Assets. Id. at 4. By August 2018, as a
result of its ongoing and broad marketing process, Cain received 11 “Indications of Interest” from
potential buyers of some or all of the Assets. Id.

13. Post-petition, the Debtors effectuated a sale of certain Assets to Santa Clara
County, which was approved by this Court on December 27, 2018. See RIN, Ex. 10, [Docket No.
1153]. Thereafter, SGM emerged as a leading potential candidate to be selected as the stalking
horse bidder for the Debtors’ remaining Assets. Moloney Sale Decl. at 6.

E. The Failed SGM Sale

14.  The Debtors selected SGM as the stalking horse bidder (the “Stalking Horse

Bidder”) for substantially all of the Debtors’ remaining Assets, including SVMC, and requested

approval of the same (the “Sale and Bidding Procedures Motion”). See RIN, Ex. 59, [Docket No.

1279] at q 22. On February 19, 2019, the Court held a hearing on the Sale and Bidding
Procedures Motion and thereafter entered an order approving the Sale and Bidding Procedures

Motion (the “Bidding Procedures Order”). See RIN, Ex. 11, [Docket No. 1572]. SGM served as

the Stalking Horse Bidder under the terms of the Bidding Procedures Order. The Bidding
Procedures Order also approved that certain asset purchase agreement [Docket No. 2305-1] (the

“APA”) as modified therein. See RIN, Ex. 12.
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1 15. On May 2, 2019, after briefing and a hearing, the Court entered the Order (4)
2 || Authorizing The Sale Of Certain Of The Debtors’ Assets To Strategic Global Management, Inc.
3 || Free And Clear Of Liens, Claims, Encumbrances, And Other Interests;, (B) Approving The
4 || Assumption And Assignment Of An Unexpired Lease Related Thereto;, And (C) Granting Related
5 || Relief [Docket No. 2306] (the “Sale Order”), approving the sale to SGM pursuant to the APA (the
6 || “SGM Sale”). See RIN, Ex. 13.

7 16.  One of the conditions to closing under the APA was (i) the approval by the
8 || Attorney General, pursuant to California Corporations Code § 5914 and title 11 of the California
9 || Code of Regulations, § 999.5, and (ii) that the Attorney General did not impose any conditions

10 || that were “materially different” that those set forth in Schedule 8.6 to the APA. APA, § 8.6.

11 || Under Section 8.6 of the APA, the APA also provided that SGM “shall reasonably cooperate in

12 || any efforts to render the Supplemental Sale Order a final, non-appealable order.” Id.

13 17.  In anticipation of the SGM Sale, on August 12, 2019, the Debtors sent a notice

14 || under the WARN Act (generally, a “WARN Notice”) to CNA and each of its members (the

15 || “August 12, 2019 Notice”) (Compl., Ex. 1) stating in relevant part:

16 This notice is being issued to you under the Worker Adjustment
and Retraining Notification Act, 29 U.S.C. §§2101 et seq. (the

17 “WARN Act”) and the California WARN Act, California Labor

18 Code §§1400-1408 (“Cal-WARN Act”). The purpose of this notice
is to inform you of the sale of St. Vincent Medical Center, located

19 at 2131 West Third Street, Los Angeles, CA 90057 and St. Vincent
Dialysis Center, located at 201 S. Alvarado St., Los Angeles, CA

20 90057 (together, “St. Vincent”). . . .

21 On April 17, 2019, the Bankruptcy Court entered an order

oy approving the Sale.

23 In connection with the Sale, the Debtors will be separating the
employment of all of St. Vincent's employees, which may result in

24 an “employment loss” within the meaning of the WARN Act and
the Cal-WARN Act. Under the Asset Purchase Agreement between

25 the Debtors and the Purchaser, the Purchaser has agreed to make

26 offers of employment to substantially all of St. Vincent's
employees, subject to the other terms and conditions contained in

27 such Asset Purchase Agreement.

28 The closing of the Sale is subject to certain regulatory and other

9
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1 approvals and the satisfaction of certain other conditions agreed to
between the Debtors and the Purchaser. While the Debtors are

2 optimistic that the Sale will close, there is a possibility that the Sale
3 will be unsuccessful. In that event, St. Vincent may close and none

of its employees may be hired by the Purchaser. Even if the Sale
4 closes and St. Vincent remains open, employees at St. Vincent may

suffer an “employment loss” within the meaning of the WARN Act
5 and Cal-WARN Act because the Debtors will separate the

employment of all of St. Vincent's employees upon the closing of
6 the Sale. For those employees, if any, who are not hired by the
7 Purchaser, the employment loss is expected to be permanent.

8 || (Compl., Ex. 1).

9 18. The August 12, 2019 Notice explained that “[b]ased on the best information
10 || available to date, we believe the Sale and separations of employment will occur between October
11 || 18,2019 and October 31, 2019.” Id.

12 19. On September 25, 2019, the Attorney General approved the SGM Sale, subject to

13 || certain conditions that included additional conditions that were materially different than those

14 || SGM contractually agreed to in Schedule 8.6 of the APA (the “2019 Conditions”). Accordingly,
15 || the Debtors filed a motion that sought the entry of an order enforcing the Sale Order, finding that
16 || the SGM Sale was free and clear of the 2019 Conditions, and limiting the SGM Sale to only those
17 || conditions that SGM developed and then contractually agreed to in Schedule 8.6 of the APA (the

18 || “Enforcement Motion). See RIN, Ex. 14, [Docket No. 3188.] In support of the Enforcement

19 || Motion, the Debtors filed a Declaration of CEO Richard Adcock, stating that the likely outcome
20 || of SGM not closing the sale was that SVMC would likely close. See RIN, Ex. 14, [Docket No.

21 || 3188, p. 33] (“If the SGM Sale does not close, the most likely outcome is that at least three of the

22 || Hospitals will have to close.” (emphasis added)).!!

23 20. On October 15, 2019, the Court held a hearing on the Debtors’ Emergency Motion
24 || for the Entry of an Order: (I) Enforcing the Order Authorizing the Sale to Strategic Global
25 || Management, Inc; (11) Finding That the Sale is Free and Clear of Conditions Materially Different
26 || Than Those Approved by the Court; (IlI) Finding That the Attorney General Abused His

27
' CNA indisputably had actual knowledge of this filing and, indeed, specifically referenced it in

28 || its CNA Closure Objection, filed January 7, 2020 [Docket No. 3914, p. 3]. See RIN, Ex. 29.

10
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Discretion in Imposing Conditions on That Sale; and (IV) Granting Related Relief. See RIN, Ex.
14, [Docket No. 3188, filed September 30, 2019]. Counsel for CNA appeared at the hearing,
during which the Court underscored the significance of the SGM Sale and the consequences to

employees if the SGM Sale fell through:

Ms. Skogstad: Good Morning, your Honor. Kyrsten Skogstad, in-
house counsel, on behalf of the California Nurses Association.

%k * *

The Court: . . . This is the culmination of this case. We have at
some point a plan and disclosure statement hearing, but all of that
posits that we have a sale of the assets of this case. If we don't, it
makes no sense to have a plan and disclosure statement. So this is
the day and this is the hour. The sale is the linchpin of the plan.
So, without a sale, there's no point to going forward, and I reiterate
that because I'm not sure if all of the participants at this morning's
hearing fully appreciate what that means. If we don't have a plan
and disclosure statement that can be approved by the Court, then,
on the Court's own motion, or on a motion of an interested party,
the Court may dismiss the case, in which case I think that that
would spell a disaster for every party that is represented here this
morning.

%k % *

More importantly, throughout another set of hearings with respect
to a sale to some other entity, with all of the time that would be
occasioned by that, there is no money to fund the continued
operations of the Debtor, which would inure to the detriment of
thousands of patients, thousands of employees, and not to mention
the creditors in the case.

See RIN, Ex. 15 (Oct. 15,2019 Hr’g Tr. at 1:23-25, 4:15-5: 4, 6:15-21) (emphasis added).

21. In light of the status of the SGM Sale transaction, on October 23, 2019, the
Debtors issued a WARN extension notice (“October 23, 2019 Notice) (Compl., Ex. 2) stating, in

relevant part:

This notice is being provided in follow up to the August 12, 2019
notice you received under the Worker Adjustment and Retraining
Notification Act and the California WARN Act advising that
separations of employment would occur between October 18, 2019
and October 31, 2019.

The October 23, 2019 Notice also provided an update regarding the SGM Sale, stating:

The Agreement requires satisfaction of certain milestones to
complete the Sale. Not all of the milestones have been met.

11
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Consequently, the separations of employment must be postponed
and will not occur at the time originally anticipated. At this time,
we anticipate the Sale and separations of employment will occur
between November 17, 2019 and November 30, 2019.

We will continue to keep you apprised of any new developments
and will provide you with updated information should
circumstances change with respect to the Sale and the separations
of employment.

(Compl., Ex. 2) (emphasis added).

22. On October 23, 2019, the Court issued a Memorandum of Decision Granting the
Debtors’ Emergency Motion to Enforce the Sale Order. See RIN, Ex. 16, [Docket No. 3446]. In
the memorandum, the Court ruled for the Debtors on all issues, holding, among other things, that
the Attorney General’s conditions that were materially different than the conditions in Schedule
8.6 were not enforceable under the Bankruptcy Code and state law.

23. Thereafter, following negotiations, the Debtors and the Attorney General reached a
Stipulation Resolving “Debtors Emergency Motion for the Entry of an Order: (I) Enforcing the
Sale Order Authorizing the Sale to Strategic Global Management, Inc.; (Il) Finding That the Sale
Is Free and Clear of Conditions Materially Different Than Those Approved by the Court; (Ill)
Finding That the Attorney General Abused His Discretion in Imposing Conditions on That Sale;
and (IV) Granting Related Relief” [Docket No. 3572] and lodged a related order [Docket No.
3574]. See RIN, Exs. 17 & 18.

24. On November 11, 2019, SGM filed an objection to the proposed order, stating in

relevant part:

While SGM remains fully committed to the transaction,
fundamental to SGM’s rights as a purchaser is the protection to
which it is entitled under APA section 8.6 in the form of a clearly
and unambiguously written order which forecloses, to the extent
possible, any disputes or controversies as to SGM’s protection from
such Additional Conditions, its right not to comply with, perform or
adhere to any of the Additional Conditions, and SGM’s ability to
come to this court if there are future disputes or controversies over
the interpretation or enforcement of such order . . . .

* * *

Unfortunately, the AG’s effort to avoid the precedential effect of

12
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1 this Court’s ruling has created an unnecessarily ambiguous order
which may actually result in litigation between the AG and SGM.

2 The AG’s verbatim extraction of specific language from § 8.6,
3 while superficially appealing, is grammatically unartful. Whether
by design to obscure the outcome of the Court’s ruling or simply
4 poor draftsmanship, the end result is an order that does not do
justice to, or fairly reflects, this Court’s ruling and leaves SGM
5 open to litigation.

6 || See RIN, Ex. 19, [Docket No. 3582 at pp. 3-4] (emphasis added).

7 25. On November 14, 2019, following a hearing, the Court issued an Order Granting
8 || “Debtors Emergency Motion for the Entry of an Order: (I) Enforcing the Order Authorizing the
9 || Sale to Strategic Global Management, Inc.; (II) Finding That the Sale Is Free and Clear of

10 || Conditions Materially Different Than Those Approved by the Court; (III) Finding That the

L1 || Attorney General Abused His Discretion in Imposing Conditions on That Sale; and (IV) Granting

12 || Related Relief” (the “Enforcement Order”). See RIN, Ex. 20, [Docket No. 3611]. The

13 || Enforcement Order provided, in relevant part, that “the Additional Conditions (as defined in
14 || Section 8.6 of that certain asset purchase agreement [Docket No. 2305-1] (the ‘APA”)) were an
15 || “interest in property’ for purposes of 11 U.S.C. § 363(f). The Assets (as defined in the APA)
16 || were being sold free and clear of the Additional Conditions without the imposition of any other
17 || conditions which would adversely affect the Purchaser (as defined in the APA).” [Docket No.
18 || 3611 at q 3]. The findings in the Enforcement Order mirrored the findings required under the
19 || APA.

20 26.  APA Section 1.3 obligated SGM to close the sale “promptly but no later than ten
21 |[ (10) business days following the satisfaction” of all conditions precedent. APA, § 1.3. On
22 || November 18, 2019, the Court entered an order [Docket No. 3633] and related memorandum
23 || [Docket No. 3632] finding that: “The Debtors have complied with their obligation under the
24 || APA to obtain a final, nonappealable Supplemental Sale Order. Consequently, SGM is now
25 || obligated to promptly close the SGM Sale, provided that all other conditions to closing have been
26 || satisfied.” See RIN, Exs. 21 and 22.

27 27. The conditions to close under the APA had been satisfied, and the transaction
28 || should have promptly closed by December 5, 2019. Id. On November 18, 2019, however,

13
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SGM’s CEO, Peter Baronoff, contacted a Cain representative and stated that SGM could not
obtain sufficient financing for the transaction, contrary to Section 3.9 of the APA. See RIN, Ex.
27, [Docket No. 3644 at 9 12]. That telephone call immediately resulted in the Debtors’ request
for an order [entered at Docket No. 3646] continuing the hearing on the Debtors’ motion [Docket
No. 2995] for approval of its disclosure statement [Docket No. 2994]. See RIN, Exs. 57 & 58.
Specifically, on November 19, 2019, the Debtors filed a Motion to (A) Continue Hearing on
Motion of the Debtors for an Order Approving: (I) Proposed Disclosure Statement; (II)
Solicitation and Voting Procedures; (Ill) Notice and Objection Procedures for Confirmation of
Debtors' Plan, and (IV) Granting Related Relief; (B) Continue the Reply Deadline with Respect to
Disclosure Statement Objections, and (C) Use the November 26, 2019, 10:00 a.m. Hearing Date
for a Status Conference on This Matter. See RIN, Ex. 27, [Docket No. 3644]. The Debtors’

motion explained:

The [November 18, 2019] Order also provided that Strategic Global
Management, Inc. (“SGM”) was obligated to promptly close the
SGM sale (the “SGM Sale”), provided that all other conditions have
been satisfied. Despite the foregoing, there remains a significant
amount of uncertainty regarding the SGM sale transaction. As of
the last motion [Docket No. 3621] to continue the hearing on the
Disclosure Statement Motion, the Debtors anticipated receiving
formal correspondence from SGM that would be material to the
sale transaction. The Debtors have yet to receive the
correspondence, but have been informed that it is forthcoming.
Further, since the Orders, SGM orally communicated new
information that undermines the Debtors’ confidence in a prompt
closing of the sale.'?

Id. at p. 2 (emphasis added).
28. Given the Debtors’ understanding that the SGM Sale would not close by
November 30, 2019 as anticipated, the Debtors issued a WARN extension notice on November

25, 2019 (the “November 25, 2019 Notice) (Compl., Ex. 3). This notice informed CNA and its

members that “the separations of employment will be further postponed due to the circumstances

noted below” and explained:

12° CNA received and was aware of these filings and, indeed, specifically referenced one of them
in its CNA Closure Objection [Docket No. 3914, p. 3].

14
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The Debtors continue to work expeditiously for a prompt close of
the Sale with SGM. For example, the Debtors obtained an order
from the court regarding the Attorney General conditions and
reached a settlement with the U.S. Department of Health and
Human Services. We are notifying you that we anticipate the Sale
and separations of employment will occur between December 6,
2019 and December 19, 2019.

We will keep you apprised with respect to the Sale and the
separations of employment.

Id. (emphasis added).

29. On November 25, SGM filed a Reservation of Rights, alleging (among other
things) that “there are genuine disputes of material fact as to the [sic] whether there have been
Material Adverse Effects under the terms of the APA.” See RIN, Ex. 30, [Docket No. 3701 at p.

6]. SGM’s Reservation of Rights further stated:

On November 22, 2019, SGM, through counsel, delivered two
letters to Verity . . . In the SGM Letters, SGM notified Verity that
Verity had breached a number of material covenants,
representations, warranties and conditions, as a result of which
there had occurred and would continue to occur “Material Adverse
Effects” as that term is used throughout the APA.

* * *

[...] SGM is desirous of proceeding with the transaction reflected
in the APA. However, the significant and material issues which
have emerged and which are set forth in SGM’s Letter of
November 22, 2019, must be addressed and resolved. SGM
believes that the most effective mechanism to resolve these issues is
not to rush to Court on an expedited and profoundly unfair process.
Rather, it would be more productive for SGM to meet and confer
with Verity and the other stakeholders, including the secured
lenders and the Unsecured Creditors Committee, to see if the
transaction can be salvaged and closed without the necessity of
litigation.

Id. at pp. 2-3, 9-10.

30. In response, the Debtors submitted to the Court SGM’s November 22, 2019
Letters under seal. See RIN, Exs. 31 & 32, [Docket Nos. 3697 & 3699]. On the same date, SGM
filed an Objection to Debtor’s Ex Parte Motion for an Order Allowing the Debtors to File
Correspondence Regarding the SGM Sale Under Seal, stating:

[Clertain disputes and controversies have arisen between SGM and
the Debtors with regard to the APA and, as a result of the

15
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emergence of those issues, the parties have exchanged letters; the
Debtor’s letter to SGM dated November 19, 2019 and SGM’s letter
to the Debtors dated November 22, 2019.

See RIN, Ex. 33, [Docket No. 3698 at p. 2].

31. On November 26, 2019, the Court held a Status Conference, at which the Court
rejected SGM’s arguments, stating (among other things) that “[a]s far as the Court is concerned”
SGM is the “proud owner” of the Debtors’ assets as set forth in the APA, and that SGM “has an
obligation to close” the transaction pursuant to the APA. See RIN, Ex. 34, [Nov. 26, 2019 Hr’g
Tr. at 12:22-24, 14:10-11]. Additionally, at the Status Conference, the Debtors announced that
they had reached a settlement agreement in principle with the California Department of Health

Care Services (“DHCS”) on November 22, 2019 (“DHCS Settlement”), given SGM’s objection

to the sufficiency of the Court’s prior Orders regarding DHCS. [/d. at 10:17-24.]

32. On November 27, 2019, the Court issued an Order finding that, “[p]ursuant to §
1.3 of the APA, SGM is obligated to close the SGM Sale by no later than December 5, 2019”
(“Closing Order”). See RIN, Ex. 35, [Docket No. 3724]. The Memorandum Decision supporting
the Closing Order concluded, among other things, that (i) “Adjudication of SGM’s Obligations
Under the APA Does Not Require an Adversary Proceeding,” (ii) “Adjudication of SGM’s
Obligations Under the APA Is Not Premature,” (iii) “SGM Is Not Entitled to Appeal the Court’s
Determination Regarding a Material Adverse Effect,” (iv) “No Material Adverse Effect Has
Occurred,” (v) “All Conditions Precedent to Closing Have Been Satisfied.” See RIN, Ex. 36,

[Docket No. 3723]. The Court further concluded that:

SGM’s contention that it is not obligated to close is a cynical
attempt to extract a better purchase price. A key component of
SGM’s negotiation strategy is its attempt to delay as long as
possible the adjudication of its obligations under the APA. The
Court will not facilitate SGM’s dubious tactics.

* * *

By presenting non-meritorious arguments as to why it is not
obligated to close, SGM is holding the estates, creditors, and
patients of the Hospitals hostage in an_attempt to extort a better
purchase price.  SGM’s cynical tactics are especially offensive
given the significant harm_that closure of the Hospitals would
impose _upon_patients. For example, two of the Hospitals that

16
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1 would likely close upon failure of the SGM Sale contain large
populations of long-term patients suffering from severe illnesses,
all of whom would have to be relocated to other facilities.

3 || 1d., pp. 4, 6-7 (emphasis added).
4 33. On November 29, 2019, SGM filed two notices of appeal [Docket Nos. 3726 &

5 || 3727] related to (i) the order granting the Enforcement Motion [Docket No. 3611], and (ii) the
6 || order finding that SGM is obligated to promptly close the transaction under Section 8.6 of the
7 || APA provided all other conditions to closing are satisfied [Docket No. 3633]. See RIN, Exs. 20

8 || &21.

9 34, SGM failed to close the SGM Sale by December 5, 2019, as ordered by the Court.
10 || Accordingly, on December 6, the Debtors filed an Emergency Motion for (I) Issuance of an Order
L1 || to Show Cause Why Strategic Global Management, Inc. Failed to Close the Sale Transaction by
12 || December 5, 2019, and (II) Entry of an Order Enforcing Prior Court Orders Requiring Strategic
13 || Global Management, Inc. to Close the Sale Transaction by December 5, 2019. See RIN, Ex. 39,

14 || [Docket No. 3773] (the “Emergency Motion”). The Emergency Motion explained that SGM had

15 || failed to close the SGM Sale and SGM’s conduct suggested it lacked the financial wherewithal to
16 || do so. Specifically, the motion stated that, “[o]n November 19, 2019, SGM’s CEO, Peter
17 || Baronoff, telephoned the Debtors’ investment banker and stated that SGM could not obtain

18 || sufficient financing for the transaction,” and explained:

19 Despite the clear requirements of the APA and in direct
contravention of this Court’s prior Orders, SGM announced that it
20 would not close the SGM Sale—and, then, did not close the SGM

Sale—by December 5, 2019. In a transparent attempt to delay this
21 proceeding, frustrate the Debtors’ ability to transfer the Hospitals
o) pursuant to the APA, and manufacture a context to renegotiate the
purchase price under the APA, SGM has filed three frivolous
23 appeals . . ..

% *k %
24
SGM has intentionally frustrated the closing process by refusing to
25 participate. In addition to announcing that it would not close the
26 SGM Sale on December 5, as ordered by the Court, throughout the
week leading up to the filing of this Motion, SGM has refused to
27 participate in_the regular, pre-scheduled joint closing calls and

operational transition calls, apparently based on the advice of its
28 counsel.

17
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%k % *

Given the actions and inactions of SGM over the past month, which
suggest SGM lacks the financial ability to close the SGM Sale, the
Debtors have made repeated and direct requests that SGM state
whether it has the financial ability to close the SGM Sale, and
whether it intends to do so. SGM has refused to respond, attempting
to distract from_its apparent financial inability to perform and
seeking to preserve the ability to argue at some later date that the
Debtors breached the APA by deciding prematurely to distribute
their assets in a different manner, i.e. “Plan B” as it was referred to
during the November 26, 2019, status conference.

Id. at pp. 2-3, 6 (emphasis added).

35. The Emergency Motion asked the Court to find SGM in material breach of the
APA by failing to close the SGM Sale on December 5, 2019, and order SGM and its principals, to
appear in this Court, on December 11, 2019, at 10:00 a.m., and show cause as to why SGM failed
to comply with this Court’s Order and close the SGM Sale by December 5, 2019, including, but
not limited to, stating whether SGM has the financial ability to proceed with this transaction in
accordance with the APA, and whether it intends to close the transaction. [Docket No. 3773].

36. By Order dated December 9, 2019, the Court denied the Emergency Motion,
explaining:

Requiring SGM’s representatives to testify as to SGM’s reasons for
not closing the SGM Sale would not increase the likelihood of the
sale actually closing. By failing to close, SGM risks the loss of its
$30 million good-faith deposit as well as the possibility of damages
for breach of contract in an amount of up to $60 million. Being
compelled to offer testimony will not motivate SGM to close where
the threat of the loss of up to $90 million has failed to accomplish
that end. In the future, the Debtors will have the opportunity to
litigate the issues of whether SGM has breached the APA and
whether the Debtors are entitled to retain SGM’s good-faith
deposit. In the meantime, the Debtors’ efforts would be better spent
ensuring the health and safety of the patients at the affected
Hospitals.

The prompt closing of the SGM Sale would be in the best interests
of all constituents in these cases, and the Court remains hopeful
that SGM will fulfill its obligation to close. However, the estates’
precarious cash position requires that the Debtors have the ability
to immediately explore options for the alternative disposition of the
Hospitals. The Court finds that any efforts undertaken by the
Debtors with respect to the alternative disposition of the Hospitals
will not violate the Debtors’ obligation under Article 12.1 of the
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1 APA to cooperate with SGM to consummate the SGM Sale; nor
shall any such efforts constitute a material default by the Debtors
under any other provision of the APA.

3 || See RIN, Ex. 40, [Docket No. 3783 at pp. 2-3] (emphasis added).

4 37. The potential implications of SGM’s actual and threatened conduct was clear to
5 || CNA and hospital employees. On December 10, 2019, the Medical Staff of Seton Medical
6 || Center filed an Expression of Concern, stating: “The Medical Staff of Seton Medical Center
7 || hereby expresses its profound concern over the delay in the closing of the sale.” See RIN, Ex. 41,
8 || [Docket No. 3790]. The pleading was served on CNA [Docket No. 3790, Proof of Service], and

9 || attached a letter sent to the CEOs of SGM and Verity, stating:

10 On or about November 15th, 2019, VHS sent the attached letter to
approximately 1,000 nurses and ancillary staff at Seton, terminating
11 them and inviting them to retrieve their severance packages on

December 2, 2019 (the “Severance Letter”). It was originally

12 assumed that the Severance Letter would be coupled with an

13 employment offer from SGM, but SGM has been very slow to
make just a few offers, and so the only definitive statement that has

14 been received by the vast majority of Seton’s 1,000 nurses is VHS’s
Severance Letter, terminating them as of December 2, 2019.

15 * * *

16 The uncertainty about whether the Buyer will perform has caused 6

17 nurses to leave the Emergency Room, severely reducing its ability
to function. The majority of the nurses in the Intensive Care Unit

18 have accepted jobs elsewhere over the last three weeks | ...]

19 |[ See RIN, Ex. 41 (emphasis added).

20 38.  The following day, the Committee, of which CNA is a member, filed its own
21 || Expression of Concern, stating that it “shares the concerns of the Medical Staff of Seton Medical
22 |[ Center and urges SGM to promptly close the sale[.]” See RIN, Ex. 42, [Docket No. 3803]. This
23 || pleading was also served on CNA. [Docket No. 3803, Proof of Service].

24 39.  On December 18, 2019, in follow-up to the November 25, 2019 Notice advising
25 || that separations of employment would occur on December 19, 2019, the Debtors advised St.
26 || Vincent employees via email that “KPC Group . . . failed to close the sale transaction, as ordered
27 || by the Bankruptcy Court” and notified them that “your employment will NOT end on December
28 |[ 19, 2019, as we had anticipated.” (Compl., Ex. 4).

19
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40.  As a result of SGM’s wrongful conduct regarding the SGM Sale, on January 3,
2020, certain of the Debtors filed a complaint for breach of contract, promissory fraud and
tortious breach of contract, thereby commencing an adversary proceeding against SGM, among
others. See RIN, Ex. 43, [Adv. P. No. 20-01001, Docket No. 1].

41. Left with no other choice, on January 6, 2020, the Debtors filed their Emergency

Motion for Authorization to Close St. Vincent Medical Center (the “Closure Motion™), under

which the Debtors sought authorization to close St. Vincent (the “Closure”), pursuant to a
“Closure Plan” (as defined in the Closure Motion). See RIN, Ex. 44, [Docket No. 3906]. On
January 7, 2020, CNA filed the CNA Closure Objection. See RIN, Ex. 29, [Docket No. 3914].
In the CNA Closure Objection and at the hearing held on the Closure Motion, CNA argued that
improper notice had been given and that the Closure was not necessary because of a potential sale
or recovery from SGM. Id.

42. On January 9, 2020, the Court granted the Closure Motion, overruled the CNA
Closure Objection, and authorized the Closure Plan. See RIN, Ex. 45, [Docket No. 3934]. The

Court explained this order through a memorandum decision (the “Closure Decision’), where the

Court found:

a. “Upon__initiation of the Closure Plan, St. Vincent will enter the process of

liguidation and will no longer be an operating business.” Closure Decision, at 5.

(Emphasis added).

b. “Premature publication of notice of closure would have harmed employee
retention and morale, confused patients, and caused vendors to cease furnishing
critical supplies. These serious harms would have undercut the central objective of
the § 363 sale process—providing the Debtors the opportunity to realize the
optimal value of their assets.” /d.

C. “The Debtors have articulated a sufficient business justification for closing St.
Vincent.” Id. at 7.

d. “No buyer has presented a realistic bid to purchase St. Vincent as a stand-alone
hospital.” Id.

20
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1 e. “St. Vincent is generating substantial operating losses. As of the Petition Date, St.
2 Vincent accounted for approximately 23% of the patient volume of the entire
3 Verity Health System, but was responsible for 60% of the operating losses . . . [and
4 that the] Debtors lack sufficient funds to continue to subsidize St. Vincent’s
5 operating losses. Absent the closure of St. Vincent, the Debtors will be unable to
6 continue operating their other hospitals. Chadwick Decl. at §9.” Id.

7 f. “The speculative possibility of a future cash infusion based upon SGM’s alleged
8 breach is not a solution to St. Vincent’s current funding crisis. Nor is pursuing a
9 sale, another alternative suggested by CNA.” Id. at 8.

10 || See RIN, Ex. 46, [Docket No. 3933].
11 43. Immediately after the Court’s order, entered on January 9, 2020, approving the
12 || closure of St. Vincent, the Debtors provided yet another WARN Notice, dated January 10, 2020,

13 || to CNA and its members (the “January 10, 2020 Notice”) (Compl., Ex. 5). This notice informed

14 || Plaintiff’s “of the permanent closure of St. Vincent Medical Center . . . and St. Vincent Dialysis

15 || Center” and explained:

16 We know that you were aware of the separations of employment at
St. Vincent based on the prior WARN notice you received. We had

17 hoped there would be an opportunity for continued employment
18 with SGM when the sale closed. In light of the unforeseen

circumstances relating to the sale and the unexpected need to close
19 St. Vincent as a last resort, this additional WARN notice is being
0 provided to you as soon as practicable after the Order.

21 || (Compl., Ex. 5).

22 44. The Debtors have now substantially implemented the Closure Plan, as described
23 || more fully in their status reports: Status Report Re Closure Of St. Vincent Medical Center, dated
24 || January 23, 2020, see RIN, Ex. 47, [Docket No. 3982]; Debtors’ Status Report Re Closure of St.
25 || Vincent Medical Center, dated February 6, 2020, see RIN, Ex. 48, [Docket No. 4053]; Debtors’
26 || Status Report Re Closure of St. Vincent Medical Center, dated February 20, 2020, see RIN, Ex.
27 || 49, [Docket No. 4126]; Debtors’ Status Report Re Closure of St. Vincent Medical Center, dated
28 || April 2, 2020, see RIN, Ex. 50, [Docket No. 4410]. See RIN, Ex. 51, [Docket No. 4265, 9 6]

21
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1 || Declaration of Richard G. Adcock In Support of Debtors’ Motion for Approval of Settlement
2 || Agreement with SEIU-UHW Related to the Closure of St. Vincent Medical Center, Including
3 || Allowance of Certain Claims and Consensual Modification of the Applicable Collective
4 || Bargaining Agreement.

5 45. The Debtors’ management team, however, has worked to create opportunities for
6 || the affected employees, including arranging for approximately 61 different healthcare
7 || organizations to participate in on-site job fairs, where hundreds of employees received offers on
8 || the spot or within days of the job fair. Id. at§ 7. In addition, affiliate and Defendant SFMC has

9 || made employment offers to approximately 50 employees from St. Vincent. Id.

10 V.
11 ARGUMENT
12 Civil Rule 12(b)(6), as made applicable to adversary proceedings in bankruptcy cases by

13 || Bankruptcy Rule 7012(b), allows a court to dismiss a complaint for “failure to state a claim upon
14 || which relief can be granted.” The Bankruptcy Court may dismiss a complaint based on either
15 || “the lack of a cognizable theory or the absence of sufficient facts alleged under a cognizable legal
16 || theory.” Balistreri v. Pacifica Police Dep’t, 901 F.2d 696, 699 (9th Cir. 1990). In reviewing a
17 || motion to dismiss in an adversary proceeding, the Bankruptcy Court can take judicial notice of
18 || court documents from the underlying bankruptcy case and documents incorporated by reference
19 || in the Complaint. See e.g., United States v. Ritchie, 342 F.3d 903, 908 (9th Cir. 2003) (providing
20 || that the court may consider documents incorporated by reference in complaint, such as those that
21 || form the basis of the plaintiff’s claims); In re Century City Doctors Hosp., LLC, BAP No. CC-09-
22 || 1235-MklJaD, 2010 WL 6452903, at *6 (B.A.P. 9th Cir. Oct. 29, 2010) (“[C]ourt documents filed
23 || in an underlying bankruptcy case are subject to judicial notice in related adversary
24 || proceedings[.]”). The Court should dismiss a complaint without leave to amend when
25 || amendment cannot cure the deficiencies in the complaint. See e.g., Cervantes v. Countrywide
26 || Home Loans, Inc., 656 F.3d 1034, 1041 (9th Cir. 2011).

27 Here, the law and facts as alleged in the Complaint and supported in the existing
28 || Bankruptcy Court record demonstrate that the Complaint fails to state a claim upon which relief

22
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can be granted and the defect is so pronounced that dismissal should be granted with prejudice.

A. Neither the WARN Act nor the California WARN Act Applies to Defendants as

Liquidating Fiduciaries

The Complaint is predicated on CNA’s assertion that notwithstanding service of multiple
WARN Notices prior to the motion seeking St. Vincent’s closure, its represented employees
should be entitled to 60 days of additional wages plus other damages, even though they were
terminated after the Closure Motion was granted and the Debtors were liquidating St. Vincent at
that time. See RIN Ex. 46. While the Debtors are prepared to challenge CNA’s narrow reading
of the WARN Act if ultimately necessary, CNA’s position is irrelevant to the Motion and need
not be addressed now to dispose of the Complaint with prejudice. This is because the WARN Act
claims fail because the Debtors were liquidating fiduciaries as to St. Vincent at the time of the
terminations and were thus not “employers” subject to the WARN Acts.!?

The liquidating fiduciary exception “reflects a limitation on the statutory definition of
employer.” Century City Doctors Hosp., 2010 WL 6452903, at *8. The WARN Acts only
require “employers” to give notice of plant closings and mass layoffs. 29 U.S.C. § 2102(a); Cal.
Labor Code. §1401(a). The WARN Act defines “employer” as “any business enterprise that
employs” the requisite number of employees. 29 U.S.C. § 2101(a)(1) (emphasis added). In turn,
a “business enterprise” is a business that operates “in the normal commercial sense” “as a going

concern.” Chauffeurs, Sales Drivers, Warehousemen & Helpers Union Local 572 v. Weslock

13 CNA has named DePaul and Holdings as Defendants in its Complaint. Neither of these
Defendants have any employees and therefore are not subject to the WARN Acts. 29 U.S.C. §
2102(a); Cal. Labor Code §1401; see also RIN, Ex. 5 at 9 58-59; Compl. 9§ 120. Likewise
SFMC, which CNA seeks to include as a Defendant, cannot be subject to liability for alleged
WARN damages under the Complaint because CNA does not represent employees at SFMC and
SFMC is not otherwise a party to a CBA that covers employees at SVMC. First Day Decl., 9 60
(“The Debtors’ Employees are represented by the following unions with the respective
contractual obligation . . . (v) ‘C[NA] (Nurses) St. Vincent, O’Connor, St. Louise, Seton, Seton
Coastside . . . [SFMC not included); see also RIN, Ex. 4, Exhibit 1 to Debtors’ Omnibus Motion
for Approval of 1) Settlement Agreements with Labor Unions, 2) Assumption and Assignment of
Modified Collective Bargaining Agreements to SGM, 3) Termination of Retiree Healthcare
Benefits and 4) Related Relief [Docket No. 3604] (notes CBAs to which CNA is a party and does
not include SFMC); see also 29 U.S.C. § 2102(a) (Written notice of plant closing by employer to
be provided “to each representative of the affected employees....” (Emphasis added).

23
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1 || Corp., 66 F.3d 241, 244 (9th Cir. 1995) (discussing the Department of Labor’s comments on the
2 || final WARN Act regulations at 54 Fed. Reg. 16,045 (1989)). An entity does not qualify as a
3 || business enterprise, and thus is not an employer, if it operates for the purpose of preserving or
4 || liquidating assets for creditors. Fed. Reg. 16045 (1989) (“[A] fiduciary whose sole function in
5 || the bankruptcy process is to liquidate a failed business for the benefit of creditors does not
6 || succeed to the notice obligations of the former employer because the fiduciary is not operating a
7 || “business enterprise” in the normal commercial sense.”); Weslock Corp., 66 F.3d at 244; see also
8 || Century City Doctors Hosp., 2010 WL 6452903, at *1, 6 (trustee was not an employer where the
9 || trustee was authorized to operate hospital temporarily and for sole purpose of closing the
10 || hospital’s operations in a safe manner); In re United Healthcare Sys., Inc., 200 F.3d 170, 176-79
11 || (3d Cir. 1999) (hospital in Chapter 11 bankruptcy did not qualify as employer because it “was
12 || operating not as a ‘business operating as a going concern,” but rather as a business liquidating its
13 || affairs”). The same analysis has been applied to determine “employer” status under the
14 || California WARN Act. Estrada v. Salyer Am., No. C 09-05618 JW, 2010 WL 11580074, at *5
15 || (N.D. Cal. Mar. 31, 2010) (holding “absent any conflicting state law, the Court applies the
16 || Chauffers standard to determine whether a secured creditor is an employer for purposes of
17 || liability” and finding defendants could not be held liable as employers under the California
18 || WARN Act).
19 On January 9, 2020, the Court granted the Debtors’ emergency motion to close St.
20 || Vincent. See RIN, Ex. 45, [Docket No. 3934]. From that moment on, St. Vincent was no longer
21 || being operated as a “going concern” but rather for the sole purposes of safely discharging patients
22 || and preserving the remaining hospital assets for the bankruptcy estate. (See RIN, Ex. 46 [Docket
23 || No. 3933] Closure Decision at 5 (“Upon initiation of the Closure Plan, St. Vincent will enter the
24 || process of liquidation and will no longer be an operating business.”)). Critically, the relevant
25 || time period for analyzing when the liquidating fiduciary exception applies is “at the time of the
26 || plant closing or mass layoff.” See, e.g., Chauffeurs, 66 F.3d at 244 (“[T]he crucial question is not
27 || the status of the defendant’s legal relationship to the business, but instead, if at the time of the
28 || plant closing or mass layoff the defendant is responsible for operating the business as a going
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1 || concern.”) (emphasis added); Century City Doctors Hosp., 2010 WL 6452903, at *7 (relevant
2 || time period is “at the time of the terminations”); In re MF Glob. Holdings Ltd., 481 B.R. 268, 283
3 || (Bankr. S.D.N.Y. 2012) (key question was “whether the Debtors were liquidating or attempting to
4 || reorganize when the layoffs occurred’) (emphasis added); see also Estrada v. Salyer Am., No. C
5 |[ 09-05618 JW, 2010 WL 11580074, at *3 (N.D. Cal. Mar. 31, 2010) (same).

6 Here, Defendants were liquidating St. Vincent at the time of the layoffs and were thus
7 || exempt from both the Federal and California WARN Acts. See RIN Ex. 46, Closure Order at 5
8 || [Docket No. 3933]. For these reasons, the Federal and California WARN Act counts I and II
9 || should be dismissed with prejudice.'*

10 || B. CNA Fails to State Claims for Intentional and Negligent Misrepresentation

11 Counts III and IV, which seek damages for intentional and negligent misrepresentation,
12 || should also be summarily dismissed with prejudice. Dismissal is justified because CNA lacks
13 || associational standing and has failed and cannot otherwise allege adequate facts to support either
14 || theory of misrepresentation. '

15
16

4 Even assuming arguendo that Federal and California WARN Act claims were to survive this
17 || Motion (which they should not), such claims should only be afforded general unsecured, not
13 administrative, status, as St. Vincent was liquidating at the time the claims accrued. See Reading
v. Brown, 391 U.S. 471 (1968) (providing that tort claims arising from the continued operation of
19 || a business enterprise in a chapter 11 proceeding are entitled to administrative priority) (emphasis
added); In re 800Ildeas.com, Inc., 496 B.R. 165, 178 (B.A.P. 9th Cir. 2013) (concluding that
20 || Reading did not apply when the “[t]rustee was not operating the business of debtor under the
common meaning of the term”); In re Res. Tech. Corp., 662 F.3d 472, 476-77 (7th Cir. 2011)
21 (providing that when a debtor has ceased to operate as a business, and instead exists to liquidate, a
2 tort claim is entitled to unsecured, not administrative status).

23 || ** Notably, CNA has filed two unfair labor practice charges with the National Labor Relations
Board (“NLRB”) over the same conduct it alleges in its complaint constituted misrepresentation
24 || under state law. On January 31, 2020, CNA filed Charge 31-CA-255580, which it amended on
March 20, 2020, alleging that Defendants “failed to provide CNA with adequate advance notice
25 || of [the SVMC] closure to allow for meaningful effects bargaining” and “refused to engage in
effects bargaining” in violation of Section 8(a)(5)” of the NLRA. See RIN, Ex. 52. On February
26 21, 2020, CNA filed Charge 31-CA-256890 alleging that Defendants “engaged in bad faith
27 || bargaining” regarding “the effects of the closure of St. Vincent Medical Center in violation of
section 8(a)(5)” of the NLRA during “the last six months.” RJN, Ex. 54. Thus, CNA seeks two
28 || shots at recovery for the same conduct--state law tort remedies and federal labor law remedies.
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1 1. CNA Lacks Associational Standing to Assert the Intentional and Negligent
2 Misrepresentation Claims
3 A court should dismiss an action if it finds that the moving party lacks standing. Warth v.

4 || Seldin, 422 U.S. 490, 498 (1975) (“In essence the question of standing is whether the litigant is
5 || entitled to have the court decide the merits of the dispute or of particular issues.”). CNA cannot
6 || meet its burden to show that it has standing to pursue the state law tort claims. See, e.g., Lujan v.
7 || Defs. of Wildlife, 504 U.S. 555, 561 (1992) (“The party invoking federal jurisdiction bears the
8 || burden of establishing these [standing] elements.”). For an association to have standing to sue on

9 || its members’ behalf, it must meet three requirements:

10 (a) its members would otherwise have standing to sue in their own
right; (b) the interests it seeks to protect are germane to the
11 organization’s purpose; and (c) neither the claim asserted nor the

relief requested requires the participation of individual members in

12 the lawsuit.

13 Hunt v. Wash. State Apple Advert. Comm’n, 432 U.S. 333, 343 (1977); Am. Diabetes Ass’n v.
14 U.S. Dep’t of the Army, 938 F.3d 1147, 1155 (9th Cir. 2019); Bhd. of Teamsters & Auto Truck
15 Drivers v. Unemployment Ins. Appeals Bd., 190 Cal. App. 3d 1515, 1522 (1987) (applying Hunt
16 standing requirements under California law).

17 The Supreme Court has held that the third requirement means that an association may not
18 seek damages for its members when “damages claims are not common to the entire membership,
19 nor shared by all in equal degree.” Warth, 422 U.S. at 515. “The courts that have addressed this
20 issue have consistently held that claims for monetary relief necessarily involve individualized
21 proof and thus the individual participation of association members, thereby running afoul of the
22 third prong of the Hunt test.” United Union of Roofers, Waterproofers, & Allied Trades No. 40 v.
23 Ins. Corp. of Am., 919 F.2d 1398, 1400-01 (9th Cir. 1990) (“[T]he requirements for associational
24 standing under California and federal law are nearly identical.”). Indeed, courts have routinely
23 held that unions do not have associational standing to pursue claims for monetary relief on behalf
26 of their members. See e.g. Lake Mohave Boat Owners Ass’n v. Nat’l Park Serv., 78 F.3d 1360,
27 1367 (9th Cir. 1995) (“Awarding restitution to LMBOA on behalf of its members would require
28

individualized proof]]” and “[t]herefore, LMBOA lacks standing to bring a claim for this remedy
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1 || on behalf of its members.”); SEIU, Local 721 v. Cty. of Riverside, No. EDCV 09-00561-VAP
2 || JTLx), Carpenters (C.D. Cal. Apr. 27, 2011) (union lacked standing to pursue money damages
3 || on behalf of its members); United Bhd. of Carpenters & Joiners of Am. v. Metal Trades Dept,
4 || No. 11-CV-5159-TOR, 2012 WL 3817789, at *2-3 (E.D. Wash. Sep. 4, 2012) (union lacked
5 || standing to pursue monetary relief on behalf of members because such claims “require the
6 || participation of individual members”).

7 Here, CNA’s state law claims for intentional and negligent misrepresentation seek
8 || monetary damages, including, among others, damages for mental pain and anguish and emotional
9 || distress, on behalf of its nurse-members. These damages claims necessarily require the

10 || participation of individual nurses to determine their mental pain and anguish and emotional

11 || distress, which are necessarily individualized. (Compl., 9 114-15). Likewise damages for lost

12 || wages will depend on the individual nurse members’ wage rates.

13 Because CNA seeks damages on behalf of the CNA nurse-members including damages

14 || for mental pain and anguish and emotional distress, which are highly individualized, CNA lacks

15 || associational standing to bring the state law intentional and negligent misrepresentation claims on

16 || behalf of its members.

17 2. CNA’s Claim for Intentional Misrepresentation Fails

18 Fraud must be alleged with particularity under Civil Rule 9(b), which requires a plaintiff

19 || to plead the “who, what, when, where, and how” of the alleged misconduct. Vess v. Ciba—Geigy

20 || Corp. USA, 317 F.3d 1097, 1106 (9th Cir. 2003). “State law causes of action brought in federal

21 || court must comply with these heightened pleading requirements where applicable.” Yamauchi v.

22 || Cotterman, 84 F. Supp. 3d 993, 1018 (N.D. Cal. 2015) (citing Fed. R. Civ. P. 9(b)). The

23 || specificity requirement is even more stringent for fraud claims against a corporation: “When

24 || pleading fraud against a corporation, a plaintiff must allege the name (or names) of the person(s)

25 || who made the representations, along with ‘their authority to speak, to whom they spoke, what

26 || they said or wrote, and when it was said or written.”” Livermore v. Wells Fargo Bank, Case No.

27 || 17-cv-03347-BLF, 2017 WL 6513649, at *9 (N.D. Cal. Dec. 20, 2017) (citing Tarmann v. State

28 || Farm Mut. Auto Ins. Co., 2 Cal. App. 4th 153, 157 (1991)); Land v. Gonsalves, 281 F.R.D. 444,

27
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1 || 451 (E.D. Cal. 2012).
2 “The elements of fraud, which give[] rise to the tort action for deceit, are (a)
3 || misrepresentation (false representation, concealment, or nondisclosure); (b) knowledge of falsity
4 || (or ‘scienter’); (c) intent to defraud, i.e., to induce reliance; (d) justifiable reliance; and (e)
5 || resulting damage.” L.A. Mem’l Coliseum Com. v. Insomniac, Inc., 233 Cal. App. 4th 803, 831
6 || (2015); see also GemCap Lending, LLC v. Quarles & Brady, LLP, 269 F. Supp. 3d 1007, 1040
7 || (C.D. Cal. 2017), aff’d sub nom. GemCap Lending I, LLC v. Quarles & Brady, LLP, 787 F.
8 || App’x 369 (9th Cir. 2019) (elements of a claim of concealment include: “(1) concealment of a
9 || material fact; (2) duty to disclose the fact; (3) intent to defraud; (4) the plaintiff was unaware of
10 || the fact and would have acted differently if the plaintiff knew; and (5) resulting damage.”);
11 || Punian v. Gillette Co., No. 14-CV-05028-LHK, 2016 WL 1029607, at *10 (N.D. Cal. Mar. 15,
12 || 2016) (same). “To maintain a cause of action for fraud through nondisclosure or concealment of
13 || facts, there must be allegations demonstrating that the defendant was under a legal duty to
14 || disclose those facts.” L.A. Mem’l Coliseum, 233 Cal. App. 4th at 831.
15 Here, CNA'’s intentional misrepresentation claim fails because they have not alleged (1)
16 || an intentional misrepresentation or concealment of fact, (2) a duty to disclose, and (3) detrimental
17 || reliance. The record in this case prevents them doing so.
18 a. CNA Fails To Allege An Intentional Misrepresentation
19 To state a claim for fraud, a plaintiff must identify a specific factual representation made
20 || by the defendant and “set forth what is false or misleading about [the] statement, and why it is
21 || false.” Hadley v. Kellogg Sales Co., 243 F. Supp. 3d 1074, 1085 (N.D. Cal. 2017) (emphasis
22 || added). CNA fails to meet this standard.
23 Here, the only alleged misrepresentation is a misquoted email from Richard Adcock.
24 || Specifically, in Paragraph 103 of their Complaint, CNA alleges that Mr. Adcock sent an email
25 || stating that “the nurses’ employment would ‘NOT’ end.” (Compl., q 103). CNA alleges that, as
26 || a result, the nurses believed their “employment at St. Vincent was likely to continue even though
27 || the sale to SGM had not occurred as ordered.” (Compl., §112). CNA has materially misquoted
28 || the document attached to their Complaint. Read in whole, the email makes clear that Mr. Adcock
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was advising that the nurse-members’ “employment will NOT end on December 19, 2019, as we

had anticipated.” (Emphasis added) (Compl., Ex. 4). As the Complaint confirms, Mr. Adcock’s
statement was true—the nurses’ employment did not end on December 19, 2019.

Moreover, CNA does not allege any misrepresentations by De Paul and Holdings, neither
of which has any employees.

Accordingly, CNA fails to allege any intentional misrepresentation.

b. CNA Fails To Allege a Concealment of a Material Fact

Nor has CNA alleged any basis for a fraudulent concealment claim. CNA identifies four
alleged facts that they contend Defendants failed to disclose. Because the exhibits to the
Complaint and the Court record confirm that CNA, which received notice of and actively
participated in both its individual capacity as representative of nurses at St. Vincent and as a
member of the Committee, was on notice of those alleged facts, they cannot support fraud
liability. See GemCap Lending, 787 F. App’x at 369 (“A concealment cause of action requires
proof of the following elements: (1) concealment of a material fact . . . .” (emphasis added)).

First, CNA asserts that Defendants failed to disclose that “/n/ew information had arisen

and then continued to arise that made it increasingly unlikely the sale would close” (Compl., 9

101-02, 110-11) (emphasis added). But the Court record confirms CNA was well aware as of
November 2019, that (1) “SGM orally communicated new information that undermines the
Debtors’ confidence in a prompt closing of the sale,” see RIN, Ex. 27, [Docket No. 3644 at p. 2],
(2) “certain disputes and controversies have arisen between SGM and the Debtors with regard to
the APA,” see RIN, Ex. 33 [Docket No. 3698 at p. 2], and (3) “SGM [was] holding the estates,
creditors, and patients of the Hospitals hostage in an attempt to extort a better price.” See RJN,
Ex. 36, [Docket No. 3723 at p. 6].

Second, CNA asserts that Defendants failed to disclose that they “anticipated permanently
shutting down St. Vincent entirely and expeditiously in the increasingly likely event that the sale
did not close.” (Compl., 4 101-02, 110-11). But the record confirms CNA was aware, as of at
least August 12, 2019, that “there is a possibility that the Sale will be unsuccessful” and that “[i]n
that event, St. Vincent may close and none of its employees may be hired by the Purchaser.”
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1 || (Compl., Ex. 1). In addition, CNA was notified on September 30, 2019 that, “[i]f the SGM Sale
2 || does not close, the most likely outcome is that at least three of the Hospitals will have to close.”
3 || [Docket No. 3188]. CNA was again notified on November 27, 2019 that “two of the Hospitals []
4 || would likely close upon failure of the SGM Sale . ...” [Docket No. 3723].

5 Third, CNA asserts that Defendants failed to disclose that “/t/he sale fell through.”

6 || (Compl., q9 101-02, 110-11) (emphasis added). But CNA was well aware of SGM’s failure to
7 || close the SGM Sale. It was notified on December 6, 2019, that “SGM announced that it would

8 || not close the SGM Sale” and “did not close the SGM Sale-by December 5, 2019” [Docket No.

9 || 3773 at p. 2]. On December 9, 2019, CNA was served with the Debtors’ Emergency Motion for
10 || Contempt, seeking an Order “[r]equiring SGM’s representatives to testify as to SGM’s reasons
11 || for not closing the SGM Sale would not increase the likelihood of the sale actually closing.”
12 || [Docket No. 3783 at p. 2]. In addition, CNA received further notice on December 18, 2019, that
13 || “KPC Group . . . failed to close the sale transaction.” (Compl., Ex. 4).

14 Finally, CNA asserts that Defendants failed to disclose that “Defendants were planning to

15 || shut down St. Vincent entirely” (Compl., 9 101-102, 110-111) (emphasis added). But CNA

16 || cannot demonstrate that it was unaware of the likelihood that the hospital would close if the SGM
17 || Sale fell through. CNA was on notice since the August 12, 2019 Notice that “there is a
18 || possibility that the Sale will be unsuccessful” and that “[i]n that event, St. Vincent may close and
19 || none of its employees may be hired by the Purchaser.” (Compl., Ex. 1) (emphasis added). And
20 || again, on September 30, 2019, CNA was advised that “[i]f the SGM Sale does not close, the most
21 || likely outcome is that at least three of the Hospitals will have to close.” See RIN, Ex. 14, [Docket
22 || No. 3188 at 4 50]. Further, CNA was again notified on November 27, 2019 that “two of the
23 || Hospitals [] would likely close upon failure of the SGM Sale . . ..” See RIN, Ex. 36, [Docket No.
24 || 3723 at pp. 6-7].

25 Moreover, CNA does not allege any concealment by DePaul and Holdings, neither of
26 || which has any employees. Nor may CNA allege concealment by SFMC with whom CNA has no
27 || connection.

28 In short, CNA fails to specifically identify any alleged fact that was concealed from it. As
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a result, CNA fails to allege a fraudulent concealment claim.

c. CNA Fails To Allege Reasonable Reliance

In addition, CNA’s claim for intentional misrepresentation fails on the independent
ground that CNA fails to allege reasonable reliance. “Reliance exists when the misrepresentation
or nondisclosure was an immediate cause of the plaintiff's conduct which altered his or her legal
relations, and when without such misrepresentation or nondisclosure he or she would not, in all
reasonable probability, have entered into the contract or other transaction.” All. Mortg. Co. v.
Rothwell, 10 Cal. 4th 1226, 1239 (1995). “[W]hether a party’s reliance was justified may be
decided as a matter of law if reasonable minds can come to only one conclusion based on the
facts.” Id. at 1239. “In determining whether one can reasonably or justifiably rely on an alleged
misrepresentation, the knowledge, education and experience of the person claiming reliance must
be considered.” Guido v. Koopman, 1 Cal. App. 4th 837, 843 (1991).

Here, CNA fails to allege that each of its nurse-member Plaintiffs reasonably relied on any
alleged statements or omissions by Debtors. Instead, CNA only vaguely alleges that those “St.
Vincent nurses who would have looked for other work . . . did not do so because they were
intentionally kept ignorant of these facts.” (Compl., § 105).

Moreover, CNA cannot establish any basis for reasonable reliance because the record
confirms CNA was apprised of the status of the SGM Sale and the likelihood that the nurse-
members’ employment would be terminated even if the SGM Sale did not close:

= The August 12 Notice specifically advised Plaintiffs:

[T]here is a possibility that the Sale will be unsuccessful. In that
event, St. Vincent may close and none of its employees may be hired
by the Purchaser. Even if the Sale closes and St. Vincent remains
open, employees at St. Vincent may suffer an “employment loss”
within the meaning of the WARN Act and Cal-WARN Act because
the Debtors will separate the employment of all of St. Vincent's
employees upon the closing of the Sale. (Compl. Ex. 1) (emphasis
added).

» The Declaration of Richard Adcock in support of the Debtors’ Emergency Motion,

filed on September 30, 2019, explained, “If the SGM Sale does not close, the most
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likely outcome is that at least three of the Hospitals will have to close” (emphasis
added). See RIN 14, [Docket No. 3188, Richard G. Adcock Declaration at 9 9].
= The October 23, 2019 Notice advised Plaintiffs that “the separations of
employment must be postponed and will not occur at the time originally
anticipated. At this time, we anticipate the Sale and separations of employment
will occur between . ..” (Compl. Ex. 2) (emphasis added).
» The Closing Order stated “two of the Hospitals that would likely close upon failure
of the SGM Sale contain large populations of long-term patients[.]” [Docket No.
3723 at pp. 6-7].
= The November 30, 2019 Notice further advised Plaintiffs that “the separations of
employment will be further postponed” and that the “separations of employment
will occur between December 6, 2019 and December 19, 2019” . (Compl. Ex. 3)
(emphasis added)..
In fact, the purpose of the WARN Act is to provide advance notice of mass layoffs. (20
CFR § 639.1). Any argument that the nurse-members were unaware of their impending
terminations and reasonably relied on Defendants’ numerous WARN communications, issued for
the sole purpose to advise employees of impending separations of employment, as a promise of
future employment, would strain credulity.
Because Plaintiffs have not alleged reasonable reliance on any alleged misrepresentation
or concealment by Defendants, their fraud claim fails.
3. CNA’s Claim for Negligent Misrepresentation Fails
“The elements of a cause of action for fraud and a cause of action for negligent
misrepresentation are very similar. . . . However, the state of mind requirements are different.
Negligent misrepresentation lacks the element of intent to deceive.” Earlywine v. USAA Life Ins.
Co., No. 3:17-CV-328-CAB-NLS, 2017 WL 2733939, at *2 (S.D. Cal. June 23, 2017) (citations
omitted); Oushana v. Lowe’s Home Ctrs., LLC, No. 1:16-cv-01782-AWI-SAB, 2017 WL
2417198, at *3 (E.D. Cal. June 5, 2017) (“The tort of negligent misrepresentation requires the
same elements [as fraud] with the exception of intent to defraud.”).
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Here, CNA’s claim for negligent misrepresentation is based on the same alleged
statement(s) at issue in its intentional misrepresentation claim. Accordingly, the negligent
misrepresentation claim fails on the same grounds as set forth in the arguments above.

In addition, because claims for negligent misrepresentation cannot be based on omissions,
CNA’s negligent misrepresentation claim fails to the extent it is based on alleged omissions.
Oushana, 2017 WL 2417198, at *6 (providing that claims for negligent misrepresentation, as
opposed to intentional misrepresentation “require[] a positive assertion” and ‘“nondisclosures-
cannot give rise to liability for negligent misrepresentation”) (internal citations omitted); Lopez v.
Nissan N. Am., Inc., 201 Cal. App. 4th 572, 596 (2011) (“A negligent misrepresentation claim
‘requires a positive assertion,” not merely an omission.”); Wilson v. Century 21 Great W. Realty,
15 Cal. App. 4th 298, 306 (1993) (“Negligent misrepresentation is a species of fraud or deceit
specifically requiring a ‘positive assertion’”).

C. Dismissal Should Be With Prejudice

This Court should dismiss CNA’s Complaint with prejudice and without leave to amend
because amendment would be futile. See e.g., Cervantes, 656 F.3d at 1041 (providing that a court
“may dismiss without leave where a plaintiff’s proposed amendments would fail to cure the
pleading deficiencies and amendment would be futile”’). Based on the detailed record in this case,
it is without legitimate dispute that CNA cannot amend its Complaint to allege any specific
factual allegations that could salvage its claims.

D. CNA’s Motion for Withdrawal of the Reference Does Not Preempt Resolution of

This Motion

CNA filed a Notice of Motion and Motion of Plaintiff for Withdrawal of Reference of
Adversary Proceedings Pending in Bankruptcy Court in the District Court on March 20, 2020.
See RIN, Ex. 55. “The filing of a motion for withdrawal of a case or proceeding . . . shall not stay
the administration of the case or any proceeding therein before the bankruptcy judge except that
the bankruptcy judge may stay, on such terms and conditions as are proper, proceedings pending
disposition of the motion.” Fed. R. Bankr. P. Rule 5011(c).

As of the date of this Motion, CNA has not filed an application for a stay of this
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proceeding. As a result, nothing prohibits this Court, which is already intimately familiar with all
the relevant facts, from ruling on this Motion.
VI
RESERVATION OF RIGHTS

This Motion relates solely to the Defendants’ request to dismiss the Complaint as set forth
in this Motion. Nothing contained herein is intended or shall be construed as: (i) a waiver of the
Defendants’ or any appropriate party in interest’s rights to dispute, object to or otherwise
challenge the substantive relief sought by CNA as set forth in the Complaint; or (ii) a waiver of
any claims, causes of action, defenses, objections or other rights to respond which may exist
against CNA in any forum.

VIIL.
CONCLUSION

For the foregoing reasons, the Bankruptcy Court should dismiss CNA’s Adversary
Proceeding for failure to state a claim, with prejudice and without leave to amend and for all other

relief that Bankruptcy Court may find warranted by law or equity.

Dated: April 6, 2020 DENTONS US LLP
SAMUEL R. MAIZEL
SAM J. ALBERTS
SONIA R. MARTIN
TANIA M. MOYRON

By__ /s/Tania M. Moyron
Tania M. Moyron

Attorneys for Verity Health Systems of
California, Inc., et al.
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UNITED STATES BANKRUPTCY COURT
FOR THE CENTRAL DISTRICT OF CALIFORNIA -
LOS ANGELES DIVISION

Main Documein
1 || SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
2 || SAM J. ALBERTS (admitted pro hac vice)
sam.alberts@dentons.com
3 || SONIA R. MARTIN (Bar No. 191148)
sonia.martin@dentons.com
4 || TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
5 || DENTONS US LLP
601 South Figueroa Street, Suite 2500
6 || Los Angeles, California 90017-5704
; Tel: (213) 623-9300 / Fax: (213) 623-9924
Attorneys for the Chapter 11 Debtors and
8 || Debtors In Possession
9
10
1 1 Inre
12 VERITY HEALTH SYSTEM OF CALIFORNIA,
INC., et al.,
13 Debtors and Debtors In Possession.
14
5 L] Affects All Debtors
Affects Verity Health System of California, Inc.
16 || O Affects O’Connor Hospital
L] Affects Saint Louise Regional Hospital
17 Affects St. Francis Medical Center
Affects St. Vincent Medical Center
18 Affects Seton Medical Center
L] Affects O’Connor Hospital Foundation
19 || O Affects Saint Louise Regional Hospital Foundation
L] Affects St. Francis Medical Center of Lynwood
20 Foundation
L] Affects St. Vincent Foundation
21 Affects St. Vincent Dialysis Center, Inc.
L] Affects Seton Medical Center Foundation
22 || O Affects Verity Business Services
L] Affects Verity Medical Foundation
23 Affects Verity Holdings, LLC
Affects De Paul Ventures, LLC
24 Affects De Paul Ventures - San Jose ASC, LLC
25 Debtors and Debtors In Possession.
26
27
28

Lead Bankruptcy Case No. 2:18-bk-20151-ER
Jointly Administered With:

CASE NO.: 2:18-bk-20162-ER
CASE NO.: 2:18-bk-20163-ER
CASE NO.: 2:18-bk-20164-ER
CASE NO.: 2:18-bk-20165-ER
CASE NO.: 2:18-bk-20167-ER
CASE NO.: 2:18-bk-20168-ER
CASE NO.: 2:18-bk-20169-ER
CASE NO.: 2:18-bk-20171-ER
CASE NO.: 2:18-bk-20172-ER
CASE NO.: 2:18-bk-20173-ER
CASE NO.: 2:18-bk-20175-ER
CASE NO.: 2:18-bk-20176-ER
CASE NO.: 2:18-bk-20178-ER
CASE NO.: 2:18-bk-20179-ER
CASE NO.: 2:18-bk-20180-ER
CASE NO.: 2:18-bk-20181-ER

Chapter 11 Cases
Hon. Judge Ernest M. Robles

Adversary No. 2:20-ap-01051-ER

REQUEST FOR JUDICIAL NOTICE IN
SUPPORT OF DEBTORS’ MOTION TO
DISMISS COMPLAINT UNDER RULE 12(b),
WITH PREJUDICE

Hearing Date and Time:
Date: May 6, 2020
Time: 10:00 a.m.
Place: Courtroom 1568
255 E. Temple St.
Los Angeles, CA 90012

1820151200407000000000005
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CALIFORNIA NURSES ASSOCIATION (CNA)
Plaintiff,
v.

VERITY HEALTH SYSTEMS OF CALIFORNIA,
INC., a California Corporation; ST. FRANCIS
MEDICAL CENTER, an Affiliate; ST. VINCENT
MEDICAL CENTER, an Affiliate; SETON
MEDICAL CENTER, an Affiliate; ST. FRANCIS
MEDICAL CENTER OF LYNWOOD, an Affiliate;
ST. VINCENT DIALYSIS CENTER, INC., an
Affiliate; VERITY HOLDINGS, LLC, an Affiliate;
DEPAUL VENTURES, LLC, an Affiliate;
RICHARD ADCOCK, an Individual; STEVEN
SHARRER, an Individual, and DOES 1 through 500,

Defendants.
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Verity Health System of California, Inc. (“VHS”), and the above-referenced affiliated
debtors and debtors-in-possession (collectively, the “Debtors”) in the above-captioned chapter 11

cases (the “Bankruptcy Cases”) pending in the United States Bankruptcy Court for the Central

District of California (the “Bankruptcy Court”) and the defendants herein, hereby request that the

Court take judicial notice of the following documents filed and entered in the Bankruptcy Cases,
pursuant to Rule 201 of the Federal Rules of Evidence,! in support of the Defendants’ Motion to
Dismiss California Nurses Association’s Complaint filed concurrently herewith:

1. Notice of Appearance and Request for Special Notice and Inclusion of Mailing List
[Bankr. Docket No. 200]. A true and correct copy is attached hereto as Exhibit “1.”

2. Notice of Appointment and Appointment of Committee of Creditors Holding
Unsecured Claims [Bankr. Docket No. 197]. A true and correct copy is attached hereto as
Exhibit “2.”

3. Order Granting Debtor's Motion For Approval Of Settlement Agreement With
SEIU-UHW Related To The Closure Of St. Vincent Medical Center [Bankr. Docket No. 4340]. A
true and correct copy is attached hereto as Exhibit “3.”

4. Debtors’ Omnibus Motion for Approval of 1) Settlement Agreements with Labor
Unions, 2) Assumption and Assignment of Modified Collective Bargaining Agreements to SGM,
3) Termination of Retiree Healthcare Benefits and 4) Related Relief [Bankr. Docket No. 3604].
A true and correct copy is attached hereto as Exhibit “4.”

5. Declaration of Richard G. Adcock in Support of Emergency First-Day Motions
[Bankr. Docket No. 8]. A true and correct copy is attached hereto as Exhibit “5.”

6. Emergency Motion Of Debtors For Entry Of Order: (I) Authorizing The Debtors
To (A) Pay Prepetition Employee Wages And Salaries, And (B) Pay And Honor Employee
Benefits And Other Workforce Obligations; And (Il) Authorizing And Directing The Applicable
Bank To Pay All Checks And Electronic Payment Requests Made By The Debtors Relating To The

Foregoing;, Memorandum Of Points And Authorities In Support Thereof [Bankr. Docket No. 22].

! Rule 201 of the Federal Rules of Evidence provides that the Court “may take judicial notice at
any stage of the proceeding.” See FED. R. EVID. 201(d).

1
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A true and correct copy is attached hereto as Exhibit “6.”

7. Final Order Granting the Emergency Motion of Debtors for Entry of Order: (I)
Authorizing the Debtors to (A) Pay Prepetition Employee Wages and Salaries, and (B) Pay and
Honor Employee Benefits and Other Workforce Obligations; and (II) Authorizing and Directing
the Applicable Bank to Pay All Checks and Electronic Payment Requests Made by the Debtors
Relating to the Foregoing [Bankr. Docket No. 612]. A true and correct copy is attached hereto as
Exhibit “7.”

8. Memorandum of Decision (1) Overruling Objections to the (A) Prepetition Wages
Motion and (B) Financing Motions and (2) Denying Motion for Reconsideration of the Final
Financing Order [Bankr. Docket No. 614]. A true and correct copy is attached hereto as Exhibit
g »

0. Declaration of James M. Moloney in Support of the Debtors’ Memorandum. in
Support of Entry of an Order: (A) Authorizing the Sale of Property Free and Clear of All Claims,
Liens and Encumbrances; (B) Authorizing the Assumption and Assignment of Designated
Executory Contracts and Unexpired Leases, and (C) Granting Related Relief [Bankr. Docket No.
2220]. A true and correct copy is attached hereto as Exhibit “9.”

10. Order (A) Authorizing The Sale Of Certain Of The Debtors' Assets To Santa Clara
County Free And Clear Of Liens, Claims, Encumbrances, And Other Interests; (B) Approving
The Assumption And Assignment Of An Unexpired Lease Related Thereto; And (C) Granting
Related Relief. [Bankr. Docket No. 1153]. A true and correct copy is attached hereto as Exhibit
“10.”

11. Order (1) Approving Form Of Asset Purchase Agreement For Stalking Horse
Bidder And For Prospective Overbidders, (2) Approving Auction Sale Format, Bidding
Procedures And Stalking Horse Bid Protections, (3) Approving Form Of Notice To Be Provided
To Interested Parties, (4) Scheduling A Court Hearing To Consider Approval Of The Sale To The
Highest Bidder And (5) Approving Procedures Related To The Assumption Of Certain Executory
Contracts And Unexpired Leases; And (Ii) An Order (4) Authorizing The Sale Of Property Free

And Clear Of All Claims, Liens And Encumbrances, Memorandum Of Points And Authorities In
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Support Thereof [Bankr. Docket No. 1572]. A true and correct copy is attached hereto as Exhibit
“11.”

12.  Asset Purchase Agreement [Bankr. Docket No. 2305-1]. A true and correct copy
is attached hereto as Exhibit “12.”

13. Order (A) Authorizing The Sale Of Certain Of The Debtors' Assets To Strategic
Global Management, Inc. free And Clear Of Liens, Claims, Encumbrances, And Other Interests;
(B) Approving The Assumption And Assignment Of An Unexpired Lease Related Thereto; And (C)
Granting Related Relief [Bankr. Docket No. 2306]. A true and correct copy is attached hereto as
Exhibit “13.”

14.  Debtors' Emergency Motion for the Entry of an Order: (I) Enforcing the Order
Authorizing the Sale to Strategic Global Management, Inc; (Il) Finding That the Sale is Free and
Clear of Conditions Materially Different Than Those Approved by the Court; (IIl) Finding That
the Attorney General Abused His Discretion in Imposing Conditions on That Sale; and (IV)
Granting Related Relief;, Memorandum of Points and Authorities and Declarations In Support
Thereof | Bankr. Docket No. 3188]. A true and correct copy is attached hereto as Exhibit "14."

15.  Excerpts from transcript of hearing in this action on October 15, 2019. True and
correct copies of excerpts from this transcript are attached hereto as Exhibit “15.”

16.  Memorandum of Decision Granting Debtors' Emergency Motion to Enforce the
Sale Order [Bankr. Docket No. 3446]. A true and correct copy is attached hereto as Exhibit "16."

17.  Stipulation By Verity Health System of California, Inc. and the California Attorney
General Resolving "Debtors' Emergency Motion For The Entry Of An Order: (1) Enforcing The
Order Authorizing The Sale To Strategic Global Management, Inc.; (II) Finding That The Sale Is
Free And Clear Of Conditions Materially Different Than Those Approved By The Court; (Ill)
Finding That The Attorney General Abused His Discretion In Imposing Conditions On That Sale;
And (IV) Granting Related Relief [Bankr. Docket No. 3572]. A true and correct copy is attached
hereto as Exhibit “17.”

18.  Notice of lodgment Filed by Debtor Verity Health System of California, Inc.

regarding Debtors' Emergency Motion for the Entry of an Order: (I) Enforcing the Order
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Authorizing the Sale to Strategic Global Management, Inc; (Il) Finding That the Sale is Free and
Clear of Conditions Materially Different Than Those Approved by the Court; (IIl) Finding That
the Attorney General Abused His Discretion in Imposing Conditions on That Sale; and (IV)
Granting Related Relief; Memorandum of Points and Authorities and Declarations In Support
Thereof [Bankr. Docket No. 3574]. A true and correct copy is attached hereto as Exhibit “18.”

19. Objection relating to Dkt. 3574 Notice of Lodgment filed by Debtor Verity Health
System of California, Inc. [Bankr. Docket No. 3582]. A true and correct copy is attached hereto as
Exhibit “19.”

20. Order Granting 'Debtors' Emergency Motion For The Entry Of An Order: (I)
Enforcing The Order Authorizing The Sale To Strategic Global Management, Inc.; (Il) Finding
That The Sale Is Free And Clear Of Conditions Materially Different Than Those Approved By
The Court;, (Ill) Finding That The Attorney General Abused His Discretion In Imposing
Conditions On That Sale; and (IV) Granting Related Relief; [Bankr. Docket No. 3611]. A true
and correct copy is attached hereto as Exhibit “20.”

21. Order Granting (1) finding that SGM is obligated to promptly close the SGM sale
under section 8.6 of the APA, provided that all other conditions to closing have been satisfied and
(2) granting debtors' motion for a continuance of the hearing to approve the disclosure statement
from November 20, 2019 at 10:00 a.m. to November 26, 2019 at 10:00 a.m. [Docket No. 3633].
A true and correct copy is attached hereto as Exhibit “21.”

22. Order Granting Memorandum of decision (1) finding that SGM is obligated to
promptly close the SGM sale under section 8/6 of the APA, provided that all other conditions to
closing have been satisfied and (2) granting debtors' motion for a continuance of the hearing to
approve the disclosure statement [Bankr. Docket No. 3632]. A true and correct copy is attached
hereto as Exhibit “22.”

23. Order Approving Stipulation Re: Assumption And Assignment Of Medicare
Provider Agreements To Strategic Global Management, Inc. [Bankr. Docket No. 3680]. A true
and correct copy is attached hereto as Exhibit “23.”

24, Order Authorizing Debtors To Sell Medi-Cal Provider Agreements, Free And
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Clear Of Interests Asserted By The California Department Of Health Care Services [Bankr.
Docket No. 3372]. A true and correct copy is attached hereto as Exhibit “24.”

25.  Stipulation By Verity Health System of California, Inc. and California Department
of Health Care Services, and Olffice of the Attorney General of the State of California,; Stipulation
Re: Assumption and Assignment of Medi-Cal Provider Agreements to Strategic Global
Management, Inc. [Bankr. Docket No. 3786]. A true and correct copy is attached hereto as
Exhibit “25.”

26. Order Approving Stipulation Re: Assumption And Assignment Of Medi-Cal
Provider Agreements To Strategic Global Management, Inc. [Bankr. Docket No. 3787]. A true
and correct copy is attached hereto as Exhibit “26.”

27.  Motion to (A) Continue Hearing on Motion of the Debtors for an Order
Approving: (I) Proposed Disclosure Statement; (II) Solicitation and Voting Procedures; (IlI)
Notice and Objection Procedures for Confirmation of Debtors' Plan, and (IV) Granting Related
Relief; (B) Continue the Reply Deadline with Respect to Disclosure Statement Objections, and
(C) Use the November 26, 2019, 10:00 a.m. Hearing Date for a Status Conference on This Matter
[Bankr. Docket No. 3644]. A true and correct copy is attached hereto as Exhibit “27.”

28. Order Granting Motion To (4) Continue Hearing On Motion Of The Debtors For
An Order Approving: (I) Proposed Disclosure Statement; (II) Solicitation And Voting
Procedures, (IIl) Notice And Objection Procedures For Confirmation Of Debtors' Plan, And (1V)
Granting Related Relief; (B) Continue The Debtors' Reply Deadline With Respect To Disclosure
Statement Objections, And (C) Use The November 26, 2019, 10:00 A.M. Hearing Date For A
Status Conference On This Matter [Bankr. Docket No. 3646]. A true and correct copy is attached
hereto as Exhibit “28.”

29. Opposition to Debtors’ Emergency Motion for Authorization to Close St. Vincent
Medical Center [Bankr. Docket No. 3914]. A true and correct copy is attached hereto as Exhibit
“29.”

30.  Strategic Global Management, Inc.’s Reservation of Rights in Connection With

Debtors Status Conference Report [Bankr. Docket No. 3701]. A true and correct copy is attached
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1 || hereto as Exhibit “30.”
2 31.  Debtors’ Ex Parte Motion for an Order Allowing the Debtors to File
3 || Correspondence Regarding the SGM Sale Under Seal [Bankr. Docket No. 3697]. A true and
4 || correct copy is attached hereto as Exhibit “31.”
5 32. Order Granting Debtors’ Ex Parte Motion for an Order Allowing the Debtors to
6 || File Correspondence Regarding the SGM Sale Under Seal [Bankr. Docket No. 3699]. A true and
7 || correct copy is attached hereto as Exhibit “32.”
8 33. Objection to Debtor’s Ex Parte Motion for an Order Allowing the Debtors to File
9 || Correspondence Regarding the SGM Sale Under Seal [Bankr. Docket No. 3698]. A true and
10 || correct copy is attached hereto as Exhibit “33.”
11 34.  Excerpts from transcript of hearing in this action on Nov. 26, 2019. True and
12 || correct copies of excerpts from this transcript are attached hereto as Exhibit “34.”
13 35. Order (1) finding that SGM is obligated to close the SGM sale by no later than
14 || December 5, 2019 and (2) setting continued hearing on debtors' motion for approval of
15 || disclosure statement to December 12, 2019 at 10:00 a.m. [Bankr. Docket No. 3724]. A true and
16 || correct copy is attached hereto as Exhibit “35.”
17 36.  Memorandum of Decision Finding that SGM is Obligated to Close the SGM Sale
18 || by No Later than December 5, 2019 [Bankr. Docket No. 3723]. A true and correct copy is
19 || attached hereto as Exhibit “36.”
20 37.  Notice of Appeal and Statement of Election to Bankruptcy Appellate Panel Filed
21 || by Interested Party Strategic Global Management, Inc. [Bankr. Docket No. 3726]. A true and
22 || correct copy is attached hereto as Exhibit “37.”
23 38.  Notice of Appeal and Statement of Election to Bankruptcy Appellate Panel [Bankr.
24 || Docket No. 3727]. A true and correct copy is attached hereto as Exhibit “38.”
25 39.  Emergency Motion for (I) Issuance of an Order to Show Cause Why Strategic
26 || Global Management, Inc. Failed to Close the Sale Transaction by December 5, 2019; and (Il)
27 || Entry of an Order Enforcing Prior Court Orders Requiring Strategic Global Management, Inc. to

28 || Close the Sale Transaction by December 5, 2019 [Bankr. Docket No. 3773]. A true and correct
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copy is attached hereto as Exhibit “39.”

40.  Memorandum Of Decision Denying Debtors' Emergency Motion For Issuance Of
An Order To Show Cause Re: Closing Of The SGM Sale [Bankr. Docket No. 3783]. A true and
correct copy is attached hereto as Exhibit "40."

41.  Expression of Concern Filed by Interested Party Medical Staff of Seton Medical
Center [Bankr. Docket No. 3790]. A true and correct copy is attached hereto as Exhibit “41.”

42.  Official Committee of Unsecured Creditors of Verity Health System of California,
Inc. Expression of Concern [Bankr. Docket No. 3803]. A true and correct copy is attached hereto
as Exhibit “42.”

43. Complaint for Breach of Contract, Promissory Fraud, and Tortious Breach of
Contract (Breach of Implied Covenant of Good Faith and Fair Dealing) [Adv. P. No. 20-01001,
Docket No. 1]. A true and correct copy is attached hereto as Exhibit “43.”

44.  Debtors' Emergency Motion for Authorization to Close St. Vincent Medical Center
[Bankr. Docket No. 3906]. A true and correct copy is attached hereto as Exhibit “44.”

45. Order Granting Debtors' Emergency Motion For Authorization To Close St.
Vincent Medical Center [Bankr. Docket No. 3934]. A true and correct copy is attached hereto as
Exhibit “45.”

46.  Memorandum Of Decision Granting Debtors' Emergency Motion For
Authorization To Close St. Vincent Medical Center [Bankr. Docket No. 3933]. A true and correct
copy is attached hereto as Exhibit “46.”

47.  Debtors’ Status Report Regarding Closure Of St. Vincent Medical Center, dated
January 23, 2020 [Bankruptcy Docket No. 3982]. A true and correct copy is attached hereto as
Exhibit “47.”

48.  Debtors’ Status Report Regarding Closure of St. Vincent Medical Center, dated
February 6, 2020 [Bankr. Docket No. 4053] . A true and correct copy is attached hereto as
Exhibit “48.”

49.  Debtors’ Status Report Regarding Closure of St. Vincent Medical Center, dated

February 20, 2020 [Bankr. Docket No. 4126]. A true and correct copy is attached hereto as
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Exhibit “49.”

50.  Debtors’ Status Report Regarding Closure of St. Vincent Medical Center, dated
April 2, 2020 [Bankr. Docket No. 4410]. A true and correct copy is attached hereto as Exhibit
“50.”

51.  Declaration of Richard G. Adcock In Support of Debtors’ Motion for Approval of
Settlement Agreement with SEIU-UHW Related to the Closure of St. Vincent Medical Center,
Including Allowance of Certain Claims and Consensual Modification of the Applicable Collective
Bargaining Agreement [Bankr. Docket No. 4265]. A true and correct copy is attached hereto as
Exhibit “51.”

52. CNA'’s January 31, 2020 National Labor Relations Board (“NLRB”’) Charge 31-
CA-255580. A true and correct copy is attached hereto as Exhibit "52."

53.  CNA’s March 20, 2020 amended NLRB Charge 31-CA-255580. A true and
correct copy is attached hereto as Exhibit "53."

54. CNA'’s February 21, 2020 NLRB Charge 31-CA-256890. A true and correct copy
is attached hereto as Exhibit "54."

55.  Motion to Withdraw Reference of Adversary Proceeding No. 2:20-ap-1051-ER to
the U.S. Bankruptcy Court for Case No. 2:18-bk-20151-ER., District Court for the Central
District of California Case No. 2:20-cv-02623-SVW, [District Docket No. 1]. A true and correct
copy is attached hereto as Exhibit “55.”

56. Objection to Motion for Entry of Final Order: (I) Authorizing The Debtors To (4)
Pay Prepetition Employee Wages And Salaries And (B) Pay And Honor Employee Benefits And
Other Workforce Obligations,; And (Ill) Authorizing And Directing The Applicable Bank To Pay
All Checks And Electronic Payment Requests Made by The Debtors Relating to The Foregoing.
[Bankr. Docket No. 223]. A true and correct copy is attached hereto as Exhibit “56.”

57.  Notice Of Hearing And Motion Of The Debtors For An Order Approving: (I)
Proposed Disclosure Statement; (II) Solicitation And Voting Procedures; (III) Notice and
Objection Procedures For Confirmation Of Debtors’ Plan; And (IV) Granting Related Relief-

[Bankr. Docket No. 2995]. A true and correct copy is attached hereto as Exhibit “57.”
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58.  Disclosure Statement Describing Debtors’ Chapter 11 Plan of Liquidated (Dated
September 3, 2019). [Bankr. Docket No. 2994]. A true and correct copy is attached hereto as
Exhibit “58.”

59.  Debtors’ Notice of Motion and Motion for the Entry of (I) An Order (1) Approving
Form of Asset Purchase Agreement for Stalking Horse Bidder and for Prospective Overbidders,
(2) Approving Auction Sale Format, Budding Procedures and Stalking Horse Bid Protections; (3)
Approving Form of Notice to be Provided to Interested Parties; (4) Scheduling of a Court
Hearing to Consider Approval of the Sale to the Highest Bidder; and (5) Approving Procedures
Related to the Assumption of Certain Executory Contracts and Unexpired Leases; and (II) An
Order (A) Authorizing the Sale of Property Free and Clear of All Claims, Liens, and
Encumbrances. [Bankr. Docket No. 1279]. A true and correct copy is attached hereto as Exhibit

6659'97

Dated: April 6, 2020 DENTONS US LLP
SAMUEL R. MAIZEL
SAM J. ALBERTS
SONIA R. MARTIN
TANIA M. MOYRON

By__ /s/Tania M. Moyron
Tania M. Moyron

Attorneys for Verity Health Systems of
California, Inc., ef al.

114561635
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KYRSTEN B. SKOGSTAD (SBN 281583)
NICOLE J. DARO (SBN 276948)
CALIFORNIA NURSES ASSOCIATION
LEGAL DEPARTMENT

155 Grand Avenue

Oakland, CA 94612

(510) 273-2200 (telephone)

(510) 663-4822 (facsimile)
kskogstad@calnurses.org
ndaro@calnurses.org

Attorneys for Creditor
CALIFORNIA NURSES ASSOCIATION

UNITED STATES BANKRUPTCY COURT

CENTRAL DISTRICT OF CALIFORNIA

In Re Case No.: 2:18-bk-20151-ER

CHAPTER 11
NOTICE OF APPEARANCE AND

REQUEST FOR SPECIAL NOTICE AND
INCLUSION ON MAILING LIST

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC,,

Debtor.

N e e e e’ e’ e e e e e e e e

PLEASE TAKE NOTICE that the undersigned attorneys enter their notice of
appearance in the above-entitled case on behalf of creditor California Nurses Association
(“CNA”) and give this notice of appearance and request of all matters that must be noticed to
creditors, the Trustee, the Debtors, or other parties in interest, and further request notice of
Limited Notice Proceedings. For purposes of notice and service, the following address shall be

used:

noriceor aereasance vorecuest o seecuat vo | [ IINTHIN AT (WAIAAALALAII
Case No. 2:18-bk-2015!

1820151180917000000000054

Docket #0200 Date Filed: 9/17/2018
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Kyrsten B. Skogstad, Esq.
Nicole J. Daro, Esq.
CALIFORNIA NURSES ASSOCIATION

LEGAL DEPARTMENT

155 Grand Avenue

Oakland, CA 94612

(510) 273-2200 (telephone)

(510) 663-4822 (facsimile)

Electronic Mail: kskogstad@calnurses.org
ndaro@calnurses.org

This request includes the type of notice referred to in Bankruptcy Rules 2002(i) and
3017(a), 4001, 9007 and Section 1109 of the Bankruptcy Code, and also includes without
limitation, all schedules, notices of any orders, applications, complaints, answers, demands,
replies, hearings, motions, petitions, pleadings, disclosure statements, plans, requests,
memoranda or briefs in support of any of the foregoing, and any other documents brought
before the court in this case, whether formal or informal, whether written or oral, and whether

transmitted or conveyed by mail delivery, telephone, facsimile transmission or otherwise.

Dated: September 17, 2018 CALIFORNIA NURSES ASSOCIATION
LEGAL DEPARTMENT

By s/ Kyrsten B. Skogstad
Kyrsten B. Skogstad
Attorneys for Creditor
CALIFORNIA NURSES ASSOCIATION

2

NOTICE OF APPEARANCE AND REQUEST FOR SPECIAL NOTICE AND INCLUSION ON MAILING LIST
Case No. 2:18-bk-20151-ER
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PETER C. ANDERSON

UNITED STATES TRUSTEE

JILL M. STURTEVANT, State Bar No. 089395
ASSISTANT UNITED STATES TRUSTEE
HATTY YIP, State Bar No. 246487

ALVIN PAN MAR, State Bar No. 151482
TRIAL ATTORNEY

OFFICE OF THE UNITED STATES TRUSTEE
915 Wilshire Blvd., Suite 1850

Los Angeles, California 90017

(213) 894-1507 telephone

(213) 894-2603 facsimile

Email: hatty.yip@usdoj.gov

UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA

LOS ANGELES DIVISION

In re: Lead Case No.: 2:18-bk-20151-ER
Jointly Administered With:

Case No.: 2:18-bk-20162-ER;
Case No.: 2:18-bk-20163-ER;
Case No.: 2:18-bk-20164-ER;

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC. et al.,

Debtor(s). Case No.: 2:18-bk-20165-ER;

. Case No.: 2:18-bk-20167-ER;

Case No.: 2:18-bk-20168-ER;

_X_ Affects All Debtors Case No.: 2:18-bk-20169- ER
__ Affects Verity Health System of Case No.: 2:18-bk-20171-ER,;
California, Inc. Case No.: 2:18-bk-20172-ER;

___ Affects O’Connor Hospital Case No.: 2:18-bk-20173-ER;
___ Affects Saint Louise Regional Hospital Case No.: 2:18-bk- 20175-ER
__ Affects St. Francis Medical Center Case No.: 2:18-bk-20176-ER;
__ Affects St. Vincent Medical Center Case No.: 2:18- bk-20178-ER;
_ Affects Seton Medical Center Case No.: 2:18-bk-20179-ER;
___ Affects O’Connor Hospital Foundation 2:18-bk-20180-ER;
Affects Saint Louise Regional Hospital Case No.: 2:18-bk-20181-ER

Foundation

Affects St. Francis Medical Center of
Lynwood Foundation

Affects St. Vincent Foundation
Affects St. Vincent Dialysis Center, Inc.
Affects Seton Medical Center
Foundation

Affects Verity Business Services
Affects Verity Medical Foundation
Affects Verity Holdings, LLC
Affects De Paul Ventures, LLC
Affects De Paul Ventures — San Jose
Dialysis, LL.C

Chapter 11 Cases

NOTICE OF APPOINTMENT AND
APPOINTMENT OF COMMITTEE OF
CREDITORS HOLDING UNSECURED
CLAIMS

Debtors and Debtors In Possession

St S e N N e N N e M s N e e e Nt N e St S St S i i’ e’ et et et e et e e e e e
o
[72]
(¢]
o

-1- 1820151180917000000000036
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Pursuant to 11 U.S.C. Section 1102(a), the undersigned hereby appoints the following nine
(9) Creditors to serve on the Committee of Creditors holding unsecured claims:
SEE ATTACHED EXHIBIT A

DATED: September 17, 2018 Respectfully submitted,
PETER C. ANDERSON
UNITED STATES TRUSTEE

%O&,\OW

Peter C. Anderson
United States Trustee
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EXHIBIT “A”

Aetna Life Insurance Company

Attn: Paul Weller, Head of Provider Litigation
1425 Union Meeting Road, Mail Stop U23S
Blue Bell, PA 19422

Telephone: (215) 775-0788

Email: pdweller@aetna.com

Allscripts Healthcare, LLC

c/o Greg Bianchi

10 Glenlake Parkway, Suite 500
Atlanta, GA 30328

Telephone: (404) 847-5901

California Nurses Association (CNA)
Attn: Krysten Skogstad, In-House Counsel
155 Grand Avenue

Oakland, CA 94612

Telephone: (510) 273-2273

Email: kskogstad@calnurses.org

Iris Lara

c/o Trisha Monesi

1875 Century Park East, Suite 100

Los Angeles, CA 90067

Telephone: (310) 712-8014

Email; trisha.monesi@capstonelawyers.com

Medline Industries, Inc.

Three Lakes Drive

Northfield, IL 60093

Telephone: (262) 367-7501 x 2252
Email: sreed@medline.com

Pension Benefit Guaranty Corporation (“PBGC”)
Attn: Michael Strollo and Emily Lesniewski
1200 K Street, NW

Washington, DC 20005

Telephone: (202) 326-4000 ext 4907, 6137
Email: strollo.michael.pbgc.gov

SEIU United Healthcare Workers West
Attn: David Miller

560 Thomas L Berkeley Way

Oakland, CA 94612-1602

Telephone: (510) 251-1250

Email: dmiller@seiu-uhw.org
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Sodexo Operations, LLC, a Delaware Limited Liability Company Sodexo CTM LLC
Attn: Brad Hamman

283 Cranes Roost Blvd, Ste 260

Altamonte Springs, FL 32701

Telephone: (407) 339-3230, ext 35204

Email: Brad. Hamman(@sodexo.com

St. Vincent IPA Medical Corporation

c/o Mark Neubauer, Esq. and Donald Kirk, Esq.
Carlton Fields Jorden Burt, LLP

2000 Avenue of the Stars, Suite 530N

Los Angeles, CA 90067-4707

Telephone: (310) 843-6310 or (813) 229-4334
Email: dkirk@carltonfields.com




PROOF OF SERVICE OF DOCUMENT

| am over the age of 18 and not a party to this bankruptcy case or adversary proceeding. My business address is:
915 Wilshire Blvd., Suite 1850, Los Angeles, CA 90017

A true and correct copy of the foregoing document entitied (specify): __ NOTICE OF APPOINTMENT AND
APPOINTMENT OF COMMITTEE OF CREDITORS HOLDING UNSECURED CLAIMS

will be served or was served (a) on the judge in chambers in the form and manner required by LBR 5005-2(d); and (b) in
the manner stated below:

1. TO BE SERVED BY THE COURT VIA NOTICE OF ELECTRONIC FILING (NEF): Pursuant to controlling General

Orders and LBR, the foregoing document will be served by the court via NEF and hyperlink to the document. On (date)
9/17/18 , | checked the CM/ECF docket for this bankruptcy case or adversary proceeding and determined that the

following persons are on the Electronic Mail Notice List to receive NEF transmission at the email addresses stated below:

SEE ATTACHED LIST
X Service information continued on attached page

2. SERVED BY UNITED STATES MAIL:

On (date) _9/17/118 , | served the following persons and/or entities at the last known addresses in this bankruptcy case
or adversary proceeding by placing a true and correct copy thereof in a sealed envelope in the United States mail, first
class, postage prepaid, and addressed as follows. Listing the judge here constitutes a declaration that mailing to the judge
will be completed no later than 24 hours after the document is filed.

SEE ATTACHED LIST
X Service information continued on attached page

3. SERVED BY PERSONAL DELIVERY, OVERNIGHT MAIL, FACSIMILE TRANSMISSION OR EMAIL (state method
for each person or entity served); Pursuant to F.R.Civ.P. 5 and/or controlling LBR, on (date) _9/17/18 , | served the
following persons and/or entities by personal delivery, overnight mail service, or (for those who consented in writing to
such service method), by facsimile transmission and/or email as follows. Listing the judge here constitutes a declaration
that personal delivery on, or overnight mail to, the judge will be completed no later than 24 hours after the document is
filed.

JUDGE'’S COPY: [Pursuant to the UST’s agreement with the U.S. Bankruptcy Court, Judge’s Courtesy Copy was mailed
via Federal Express overnight mail to the following address] U.S. Bankruptcy Court, 255 E. Temple St., Room 940, Los
Angeles, CA 90012, Attn: Mail Room Clerk—Judges Copies

[] Service information continued on attached page

| declare under penalty of perjury under the laws of the United States that the forggoing is tr nd correct.
9/17/18 Helen Cruz m Qﬁ

Date Printed Name Skgnature

This form is mandatory. It has been approved for use by the United States Bankruptcy Court for the Central District of California.

June 2012 : F 9013-3.1.PROOF.SERVICE



1. TO BE SERVED BY THE COURT VIA NOTICE OF ELECTRONIC FILING (NEF):
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Simon Aron  saron@wrslawyers.com

Alicia K Berry  Alicia.Berry@doj.ca.gov

Scott E Blakeley seb@blakeleyllp.com, ecf@blakeleyllp.com

Damarr M Butler  butler.damarr@pbgc.gov, efile@pbgc.gov

Lori A Butler  butler.lori@pbgc.gov, efile@pbgc.gov

Aaron Davis  aaron.davis@bryancave.com, kat.flaherty@bryancave.com

M Douglas Flahaut flahaut.douglas@arentfox.com

Jeffrey K Garfinkle  jgarfinkle@buchalter.com, docket@buchalter.com;dcyrankowski@buchalter.com
Lawrence B Gill  Igill@nelsonhardiman.com, rrange@nelsonhardiman.com

Steven T Gubner sgubner@bg.law, ecf@bg.law

Darryl S Laddin  bkrfilings@agg.com

Richard A Lapping richard@lappinglegal.com

Elan S Levey elan.levey@usdoj.gov, louisa.lin@usdoj.gov

Samuel R Maizel samuel.maizel@dentons.com,

alicia.aguilar@dentons.com;docket.general.lit. LOS@dentons.com;tania.moyron@dentons.com;kathryn.howard@
dentons.com

Alvin Mar  alvin.mar@usdoj.gov

Craig G Margulies  Craig@MarguliesFaithlaw.com,
Victoria@MarguliesFaithlaw.com;Helen@MarguliesFaithlaw.com

Hutchison B Meltzer  hutchison.meltzer@doj.ca.gov, Alicia.Berry@doj.ca.gov

John A Moe john.moe@dentons.com,
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Melissa T Ngo  ngo.melissa@pbgc.gov, efile@pbgc.gov

Abigail V O'Brient  avobrient@mintz.com, docketing@mintz.com;DEHashimoto@mintz.com;nleali@mintz.com
Aram Ordubegian  ordubegian.aram@arentfox.com

Michael B Reynolds  mreynolds@swlaw.com, kcollins@swlaw.com

Emily P Rich  erich@unioncounsel.net, bankruptcycourtnotices@unioncounsel.net

Julie H Rome-Banks julie@bindermalter.com

Mary H Rose  mrose@buchalter.com, salarcon@buchalter.com

Mark A Serlin  ms@swiliplaw.com, mor@swliplaw.com

Rosa A Shirley  rshirley@nelsonhardiman.com, rrange@nelsonhardiman.com;lgill@nelsonhardiman.com
Jason D Strabo  jstrabo@mwe.com, ahoneycutt@mwe.com;jmariani@mwe.com

Ralph J Swanson ralph.swanson@berliner.com, sabina.hall@berliner.com

Gary F Torrell  gft@vrmlaw.com

United States Trustee (LA) ustpregion16.la.ecf@usdoj.gov

Matthew S Walker matthew.walker@pillsburylaw.com, candy.kleiner@pillsburylaw.com

Jason Wallach  jwallach@ghplaw.com, g33404@notify.cincompass.com

Kenneth KWang kenneth.wang@doj.ca.gov,
Jennifer.Kim@doj.ca.gov;susan.lincoln@doj.ca.gov;yesenia.caro@doj.ca.gov

Latonia Williams  Iwilliams@goodwin.com, bankruptcy@goodwin.com
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2. SERVED BY UNITED STATES MAIL:
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e DEBTOR: Verity Health System of California, Inc., 2040 E. Mariposa Avenue, El Segundo, CA 90245

e DEBTOR'S ATTY. Samuel R Maizel, Dentons US LLP, 601 South Figueroa Street, Suite 2500, Los Angeles, CA

90017

MANUAL: Sam J Alberts, DENTONS US LLP, 1900 K Street NW, Washington, DC 20006

MANUAL.: Alicia Berry, California Attorney General, 300 South Spring St Ste 1702, Los Angeles, CA 90013

MANUAL: Daniel S Bleck, Mintz, Levin, et al, One Financial Center, Boston, MA 02111

MANUAL: Nathan F Coco, McDermott Will & Emery, 444 West Lake Street, Chicago, IL 60606-0029

MANUAL: lan A Hammel, Mintz Levin Cohn Ferris Glovsky & Popeo, One Financial Center,

Boston, MA 02111

¢ MANUAL: Donald R Kirk, Carlton Fields Jorden Burt, P.A., 4221 W. Boy Scout Blvd., Suite 1000
Tampa, FL 33607-5780

o  MANUAL: Claude D Montgomery, DBENTONS US LLP, 1221 AVENUE OF THE AMERICAS,
New York, NY 10020-1001

e MANUAL: Megan Preusker, McDermott Will & Emery, 444 West Lake Street, Chicago, L 60606-0029

e MANUAL: Jason Reed, MASLON LLP, 3300 WELLS FARGO CENTER, 90 SOUTH SEVENTH STREET,
MINNEAPOLIS, MN 55402

e MANUAL: Paul J Ricotta, Mintz Levin Cohn Ferris Glovsky and Pope, Chrysler Center 666 Third Ave
New York, NY 10017

e MANUAL: Clark Whitmore, MASLON LLP, 3300 WELLS FARGO CENTER, 90 S 7TH STREET, MINNEAPOLIS,
MN 55402

¢ MANUAL: John Ryan Yant, Carlton Fields Jorden Burt, P.A., 4221 W. Boy Scout Blvd., Suite 1000,
Tampa, FL 33607-5780

50™ LARGEST UNSECURED CREDITORS:

Waheed Wabhidi, et al., c/o Law office of Kevin T Barnes, 1635 Pontius Ave., 2nd FI., Los Angeles, CA 90025, Attn:

Kevin T. Barnes

Verity Health System Retirement Plan A, c/o John Hancock Retirement Plan Services, 690 Canton St., Westwood,

MA 02090, Attn: Dawn Florio

Retirement Plan for Hospital Employees, c/o Board of Trustees Retirement Plan For Hospital Employees Retirement

Plan Office, P.O. Box 2949, San Francisco, CA 94126-2949, Attn: Larry Reid

Department of Health Care Services (DHCS), c/o Department of Health Care Services, Mail Stop 1101, 1501 Capital

Ave., Ste. 71.2048, Sacramento, CA 95814-5005, Attn: Brian Clausse

Aetna Life Insurance Company, c/o Aetna Legal Department, 1425 Union Meeting Rd., Blue Bell, PA 19422, Attn:

Paul Weller

Ivonne Engelman, c/o One Wilshire Blvd., Ste. 2200, Los Angeles, CA 20017, Attn: Renee L. Campbell

Iris Lara, Tanya Lara, Jarmaine Jonhs, c/o Mahoney Law Group, 249 E. Ocean Blvd., Ste. 814, Long Beach, CA

90802, Attn: Kevin Mahoney Treana Allen — Mahoney

Josefina Robles, 2600 Michelson Dr., Ste. 1700, Irvine, CA 92612, Attn: Yolanda M. Medina

Diane Nguyen, c/o Otkupman Law Firm, 28632 Roadside Dr., Ste. 203, Agoura Hills, CA 91301, attn.: Roman
Otkupman

Allscripts Healthcare LLC, 305 Church at N. Hill St., Raleigh, NC 27609, Attn: John Sage

Medline Industries, Inc., Three Lakes Dr., Northfield, IL 60093, Attn: Mike Ogden

Sodexo (Biomed Services), c/o Hunton Andrews Kurth, 50 California St., Ste. 1700, San Francisco, CA 94111, Attn:
Susan Joo

Heritage Provider Network (Regal Medical Group), 8510 Balboa Blvd., Ste. 150, Northridge, CA 91325, Attn: Lloyd
Wilensky

Premier Healthcare Solutions, Inc., 5882 Collections Center Dr., Chicago, IL 60693, Attn: Mike Morrelli

McKesson Corporation, PO Box 98347, Chicago, IL 60693-8347, Attn: Tonoa Jordan

Centers for Medicare & Medicaid Services, U.S. Centers for Medicare &Medicaid Services, 7500 Security Blvd.,

Baltimore, MD 21244, Attn; CMS Baltimore Headquarters

Zimmer USA, 310 Interlocken Parkway, Ste. 120, Broomfield, CO 80021, Attn: Bart Hess

Microsoft Licensing Gp, c/o BofA, 1950 N Stemmons Fwy. #5010 LB #842467, Dallas, TX 75207, Attn: Jason Baxley

Medtronic USA Inc., 710 Medtronic Pkwy. NE, Minneapolis, MN 55432-5604, Attn: Samir Choksi

Anthem Blue Cross, 21555 Oxnard St., 8th Fl., Woodland Hills, CA 91367, Attn: Nicole Brown

This form is mandatory. It has been approved for use by the United States Bankruptcy Court for the Central District of California.

June 2012 F 9013-3.1.PROOF.SERVICE



Anthem Blue Cross, 2121 N. California Blvd., 7' FI., Los Angeles, CA 94596, Attn: Frank Bird, VP

Workday, Inc., 6230 Stoneridge Mall Rd., Pleasanton, CA 94588, Attn: Mark Overfelt

Boston Scientific, 47201 Lakeview Blvd., Fremont, CA 94537-5120, Attn; Mykkia Cameron

Stryker Corporation, Stryker Global Headquarters, 2825 Airview Blvd., Kalamazoo, MI 49002, Attn: Rick Kalinowski

Stationary Engineers Local 39 Trust - Defined Benefit Plan, PO Box 1737, San Ramon, CA 94583

Stationary Engineers Local 39 Trust - Defined Benefit Plan, 7180 Koll Center Pkwy., Ste. 200, Pleasanton, CA
94566, Attn: Mark Gong

Cardinal Health, 7000 Cardinal PI., Dublin, OH 43017, Attn; Jeff Reid

St. Vincent Independent Physicians Assoc., c/o Carlton Fields Jordan Burt, LLP, 2000 Ave. of the Stars, Ste. 530 N.

Tower, Los Angeles, CA 90067, Attn: Mark Neubauer

Swinerton Builders, 2880 Lakeside Dr.; Ste. 300, Santa Clara, CA 95054, Attn: Chris Morris

UnitedHealthcare, UnitedHealthcare Customer Service, PO Box 29675, Hot Springs, AR 71903-9802, Attn: Luz
Cabral

¢ Depuy Synthes, 4500 Riverside Dr., Palm Beach Gardens, FL 33410, Attn: Patty Pagett, Nathan Turk, Brendon

Smith

Applecare Medical Management, LLC, 18 Centerpointe Dr., La Palma, CA 90623, Atin: Richard Greene CFO

Los Angeles County Tax Collector, 500 W. Temple St., Los Angeles, CA 90012

Blue Shield, 3300 Zinfandel Dr., Rancho Cordova, CA 95670, Attn: Tracy Barnes

CDW Government Inc., 75 Remlttance Dr., Ste.1515, Chicago, IL 60675, Attn: Matt Digate

Stanford Hospital and Clinics, 300 Pasteur Dr., MC 5540, Stanford, CA 94305, Attn: Hoi Yeung

Care 1st Health Plan, 601 Potero Grande Dr., Monterey Park, CA 91755, Attn: Delores Olague

RightSourcing Inc., RightSourcing Headquarters, 9 Executive Circle, Ste. 290, Irvine, CA 92614, Attn; Christie Hayes
- On Site Program Manager

EOS Healthcare, 700 Longwater Dr., Norwell, MA 02061, Attn: Tod Dillon

Smith Nephew Inc., P.O. Box 933782, Atlanta, GA 31193-3782, Attn: Keith Salaya

American Red Cross, P.O. Box 73563, Chicago, IL 60673-7563, Attn: Michael Gregory

Compspec, 425 E. Colorado St., #410, Glendale, CA 91205, Attn: Shellie Murph-Miller

Sports, Orthopedic & Rehabilitation Associates, 500 Arguello St., Ste. 100, Redwood City, CA 94068, Attn: Customer
Support

FTG Builders Inc., 2975 Scott Blvd., Ste. 100, Santa Clara, CA 95054, Attn: Rodney Terra, Jr.

Johnson & Johnson Health Care Systems, Inc., 425 Hoes Ln., Piscataway, NJ 08854, Attn: Vickey Corbett

Cochlear Americas, c/o Cochlear Corp., 400 Inverness Dr. South, Ste. 400, Englewood, CO 80112, Attn: Brooke
Phillips

Mike Fayfel, 1180 S. Beverly Dr., Ste. 610, Los Angeles, CA 90035, Attn: Craig Ackerman, Tilajef Ackerman

Touchpoint Support Services, 400 N. Ridge Rd., Sandy Springs, GA 30350, Attn; Todd Head

Abbott Laboratories (formerly St. Jude), 3200 Lakeside Dr., Santa Clara, CA 95054, Attn: Karen Davidson

Baxter Healthcare, 1 Baxter Pkwy., Deerfield, 1| 60015, Attn: Paige Stuebe

UHS Universal Hospital Services Inc., 6625 W. 78th St., Ste. 300, Minneapolis, MN 55439

Pension Benefit Guaranty Corp., Office of the General Counsel, 1200 K St., NW, Washington, DC 20005, Attn:

Judith Starr
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SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com

TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com

DENTONS US LLP

601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704

Tel: (213) 623-9300 / Fax: (213) 623-9924

Attorneys for the Chapter 11 Debtors and
Debtors In Possession

UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION

Inre

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,

Debtors and Debtors In Possession.

Affects All Debtors

[ Affects Verity Health System of
California, Inc.

[ Affects O’Connor Hospital

[ Affects Saint Louise Regional Hospital

L] Affects St. Francis Medical Center

L] Affects St. Vincent Medical Center

L] Affects Seton Medical Center

[ Affects O’Connor Hospital Foundation

[ Affects Saint Louise Regional Hospital
Foundation

[J Affects St. Francis Medical Center of
Lynwood Foundation

L] Affects St. Vincent Foundation

[ Affects St. Vincent Dialysis Center, Inc.

L] Affects Seton Medical Center Foundation

L] Affects Verity Business Services

LI Affects Verity Medical Foundation

LI Affects Verity Holdings, LLC

L1 Affects De Paul Ventures, LLC

L] Affects De Paul Ventures - San Jose
Dialysis, LLC

Debtors and Debtors In Possession.

FILED & ENTERED

MAR 24 2020

CLERK U.S. BANKRUPTCY COURT
Central District of California
BY gonzalez DEPUTY CLERK

Lead Case No. 2:18-bk-20151-ER

Jointly Administered With:

Case No. 2:18-bk-20162-ER
Case No. 2:18-bk-20163-ER
Case No. 2:18-bk-20164-ER
Case No. 2:18-bk-20165-ER
Case No. 2:18-bk-20167-ER
Case No. 2:18-bk-20168-ER
Case No. 2:18-bk-20169-ER
Case No. 2:18-bk-20171-ER
Case No. 2:18-bk-20172-ER
Case No. 2:18-bk-20173-ER
Case No. 2:18-bk-20175-ER
Case No. 2:18-bk-20176-ER
Case No. 2:18-bk-20178-ER
Case No. 2:18-bk-20179-ER
Case No. 2:18-bk-20180-ER
Case No. 2:18-bk-20181-ER

Hon. Judge Ernest M. Robles

ORDER GRANTING DEBTOR’S MOTION
FOR APPROVAL OF SETTLEMENT
AGREEMENT WITH SEIU-UHW RELATED
TO THE CLOSURE OF ST. VINCENT
MEDICAL CENTER, INCLUDING
ALLOWANCE OF CERTAIN CLAIMS AND
CONSENSUAL MODIFICATION OF THE
APPLICABLE COLLECTIVE BARGAINING
AGREEMENT

[Relates to Docket No. 4265]

Hearing:
Date: March 18, 2020

Time: 10:00 am
Location: Courtroom 1568
255 E. Temple St., Los Angeles, CA

US_Active\114479130\V-3
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This matter came before the Court on the Debtors’ Motion for Approval of Settlement
Agreement with SEIU-UHW Related to the Closure of St. Vincent Medical Center, Including
Allowance of Certain Claims and Consensual Modification of the Applicable Collective
Bargaining Agreement; Declaration of Richard G. Adcock in Support Thereof [Docket No. 4265]
(the “Motion”), filed by the above-referenced affiliated debtors and debtors in possession in the
above-captioned chapter 11 bankruptcy cases (the “Debtors”), no objections to the Motion were
filed; it further appearing that proper notice of the Motion had been provided; and for the reasons
set forth in the Court’s tentative ruling on the Motion [Docket No. 4296], which the Court adopts
as its final ruling and which is incorporated herein by reference; and good and sufficient cause
having been shown

IT IS HEREBY ORDERED:

A. The Motion is granted in its entirety.

B. The Settlement Agreement attached as Exhibit “A” to the Motion is approved.

C. The CBA (as defined in the Motion) is modified in accordance with the terms of
the Modified CBA (as defined in the Motion).

IT IS SO ORDERED.

Hitt

Date: March 24, 2020 ' A/{M\P MQ%W

Ernest M. Robles
United States Bankruptcy Judge
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SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com

TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com

SAM J. ALBERTS (pro hac vice)
sam.alberts(@dentons.com

DENTONS US LLP

601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704

Tel: (213) 623-9300 / Fax: (213) 623-9924
Attorneys for the Chapter 11 Debtors and
Debtors In Possession

UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION

Inre Lead Case No. 2:18-bk-20151-ER

Case No. 2:18-bk-20162-ER
CALIFORNIA, INC., etal, | = c No. 2:18-bk-20163-ER

Case No. 2:18-bk-20164-ER

PosseieDtors and Debtors In Case No. 2:18-bk-20165-ER
i Case No. 2:18-bk-20167-ER

Affects All Debtors Case No. 2:18-bk-20168-ER
Case No. 2:18-bk-20169-ER

[J Affects Verity Health System of Case No. 2:18-bk-20171-ER
California, Inc. Case No. 2:18-bk-20172-ER

(1 Affects O’Connor Hospital Case No. 2:18-bk-20173-ER
[] Affects Saint Louise Regional Case No. 2:18-bk-20175-ER
Hospital Case No. 2:18-bk-20176-ER

. . Case No. 2:18-bk-20178-ER

1 Affects St. Francis Medical Center Case No. 218-bk-20179-ER

3 ‘Alfects 31, Vincent Medical Center | c5¢ No. 2:18-bk-20180-ER

[ Affects Seton Medical Center e No. 518 B 9012 LER

[] Affects O’Connor Hospital s¢ No. 2:[5-bk-
Foundation Hon. Judge Ernest M. Robles

[] Affects Saint Louise Regional
Hospital Foundation DEBTORS’ OMNIBUS MOTION FOR APPROVAL

[ Affects St. Francis Medical Center of OF 1) SETTLEMENT AGREEMENTS WITH LABOR

Lynwood Foundation UNIONS, 2) ASSUMPTION AND ASSIGNMENT OF
] Affects St. Vincent Foundation MODIFIED  COLLECTIVE  BARGAINING
[J Affects St. Vincent Dialysis Center, AGREEMENTS TO SGM, 3) TERMINATION OF

Inc. RETIREE HEALTHCARE BENEFITS AND 4)
[1 Affects Seton Medical Center RELATED RELIEF

Foundation DECLARATION OF RICHARD G. ADCOCK IN
[] Affects Verity Business Services SUPPORT THEREOF
[] Affects Verity Medical Foundation
[] Affects Verity Holdings, LLC Hearing:

[1 Affects De Paul Ventures, LLC Date: December 4, 2019

1 Affects De Paul Ventures - San Jose Time: 10:00 am

Dialysis, LLC Location: Courtroom 1568

Debtors and Debtors In 255 E. Temple St., Los Angeles, CA

Possession.

1820151191114000000000001
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PLEASE TAKE NOTICE that, at the above-referenced date, time and location, Verity
Health System of California, Inc., a California nonprofit benefit corporation and a debtor herein,
and the above-referenced affiliated debtors, the debtors and debtors in possession in the above-
captioned chapter 11 bankruptcy cases (collectively, the “Debtors”), will move (the “Motion™),
pursuant to §§ 105, 363, 365, and 1113 and 1114 of the Bankruptcy Code,! and Rules 6006, 9007,
9014 and 9019 for the entry of an order approving settlement agreements (collectively, the

“Settlement Agreements”) with those labor unions who are parties to the remaining prepetition

collective bargaining agreements (“CBAs”) that cover represented employees at the Debtors’
remaining hospital facilities, which will be modified, assumed and assigned effective upon the
Closing? of the Sale of such assets to Strategic Global Management (together, with is applicable
affiliates, “SGM”), along with resolution of other issues, including the nunc pro tunc termination
of retiree healthcare benefits utilized by approximately eleven (11) individuals, ten (10) of whom
are represented by unions and one non-represented individual, and for related relief. More
specifically, the Debtors seek approval of the following:

o the “CNA Settlement Agreement” (attached hereto as Exhibit 1) between the

Debtors and the California Nurses Association (“CNA”), which, in turn, seeks, inter
alia, approval of the assumption and assignment to SGM effective upon Closing of
a (1) modified CNA/VHS Master Agreement between CNA and Debtors St. Vincent
Medical Center (“SVMC”) and Seton Medical Center ("SMC"), effective
December 22, 2016-December 21, 2020, (ii) modified SVMC Local Contract
2016-2020 between CNA and SVMC , effective December 22, 2016 to December

! Unless otherwise indicated, all chapter and section references are to the Bankruptcy Code, 11 U.S.C. §§ 101-1532.
All “Rule” references are to the Federal Rules of Bankruptcy Procedure. All “LBR” references are to the Local
Bankruptcy Rules for the United States Bankruptcy Court for the Central District of California.

2 All capitalized terms not defined herein have the meaning ascribed to them in the Debtors’ Emergency Motion for
the Entry of an Order: (I) Enforcing the Order Authorizing the Sale to Strategic Global Management, Inc.; (II) Finding
that the Sale is Free and Clear of Conditions Materially Different than those Approved by the Court; (I1I) Finding that
the Attorney General Abused His Discretion in Imposing Conditions on that Sale and (IV) Granting Related Relief;
Memorandum of Points and Authorities and Declaration in Support Thereof [Docket No. 3188].

3 The Modified CBAs (as defined in the Motion) are not attached to the Motion because they are SGM’s confidential,
proprietary information and trade secrets. Upon request and execution of a confidentiality agreement, the Debtors will
make the Modified CBAs available to proper requesting parties.

-1-
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21, 2020, and (iii) modified SMC Local Contract 2016-2020 between CNA and
SMC effective December 22, 2016-December 21, 2020;

the “Local 20 Settlement Agreement” (attached hereto as Exhibit 2), between SMC

and IFPTE AFL-CIO CLC, Local 20 (“Local 20”), which, in turn, seeks, inter alia,
approval of the assumption and assignment to SGM effective upon Closing, of a
modified Collective Bargaining Agreement between Local 20 and SMC, effective
May 1, 2017-April 30, 2020;

the “NUHW Settlement Agreement,” (attached hereto as Exhibit 3), between SMC

and the National Union of Healthcare Workers (“NUHW?), which, in turn, seeks,
inter alia, approval of the assumption and assignment to NUHW effective upon
Closing, of a modified Collective Bargaining Agreement between NUHW and
SMC and SMC-Coastside, effective November 1, 2016-October 31, 2019;

the “SEIU Settlement Agreement” (attached hereto as Exhibit 4), between the

Debtors SVMC and St. Francis Medical Center ("SFMC") and the Service
Employees International Union, United Healthcare Workers-West (“SEIU”),
which, in turn, seeks, inter alia, the assumption and assignment to SEIU effective
upon Closing of a modified Collective Bargaining Agreement between SEIU and
SFMC and SVMC, effective May 1, 2017-April 30, 2020;

the “UNAC Settlement Agreement” (attached hereto as Exhibit 5), between the

SFMC and the United Nurses Associations of California/Union of Health Care
Professionals (“UNAC,” and referred to along with CNA Local 20, NUHW and
SEIU as the “Unions”), which, in turn, seeks, inter alia, approval of the assumption
and assignment to SGM effective upon Closing of a modified Labor Management
Collective Bargaining Agreement effective from December 29, 2017 to December
29, 2021;

under the CNA Settlement Agreement, the NUHW Settlement Agreement, and the
Local 20 Settlement Agreement, and by request contained in the Motion, the

termination nunc pro tunc to the date of the Settlement Agreements of all “retiree

-2
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benefits,” as defined under § 1114, related to current and future retirees; and will
provide to the 11 current retirees who are receiving actual retiree health care
benefits (under the program that permits retirees who elect within a set period of
time, a supplement to continue Debtor-provided healthcare) a one-time payment in
the amount equal to the value of those payment supplements in the amount set forth
on the schedule attached hereto as Exhibit 6;* and

e discrete issues between the Debtors and the respective Unions.

PLEASE TAKE FURTHER NOTICE that this relief is required because: (a) the Debtors
are liquidating their assets in chapter 11 and, will, at the end of the process, no longer operate their
hospitals; (b) SGM has been approved as buyer of the Debtors’ remaining hospitals [Docket No.
2306] and; (c) as of the Closing, the Debtors will no longer employ the employees currently
represented by the Unions at those hospitals. After the Closing, the Debtors have no justifiable
reason to be bound by the terms of the CBAs or to incur further obligations under them, which,
unless modified or terminated, will add additional and undue financial burden on the estates and
otherwise harm the Debtors’ reorganization.

PLEASE TAKE FURTHER NOTICE that this Motion is based on this Notice of Motion
and Motion, the attached Declaration of Richard G. Adcock, filed concurrently herewith, the
Declaration of Richard G. Adcock in Support of Emergency First-Day Motions [Docket No. 8], the
Declaration of James M. Moloney In Support of The Debtors Memorandum. In Support of Entry of
an Order: (A) Authorizing The Sale Of Property Free And Clear Of All Claims, Liens and
Encumbrances; (B) Authorizing The Assumption and Assignment Of Designated Executory
Contracts And Unexpired Leases; and (C) Granting Related Relief, [Docket No. 2220]; the
supporting statements, arguments and representations of counsel who will appear at the hearing on
the Motion, the record in this case, and any other evidence properly brought before the Court in all

other matters of which this Court may properly take judicial notice.

4 Initials, rather than complete last names of the individuals have been provided for privacy purposes, with first names
identified so applicable retirees may identify themselves.
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PLEASE TAKE FURTHER NOTICE that this Motion will be heard on December 4,
2019, at 10:00 a.m., Pacific Time.

PLEASE TAKE FURTHER NOTICE that any party opposing or responding to the
Motion must file and serve the response (“Response”) on the moving party and the United States
Trustee. A Response must be a complete written statement of all reasons in opposition thereto or
in support, declarations and copies of all evidence on which the responding party intends to rely,
and any responding memorandum of points and authorities.

PLEASE TAKE FURTHER NOTICE that, pursuant to LBR 9013-1(h), the failure to file
and serve a timely objection to the Motion may be deemed by the Court to be consent to the relief
requested herein.

Dated: November 13, 2019 DENTONS US LLP
SAMUEL R. MAIZEL

TANIA M. MOYRON
SAM J. ALBERTS

By__ /s/Tania M. Moyron
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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MEMORANDUM OF POINTS AND AUTHORITIES

I. INTRODUCTION

Verity Health System Of California, Inc. (“VHS”), and the above-referenced affiliated
debtors and debtors in possession in the above captioned chapter 11 bankruptcy cases (collectively,
the “Debtors™) move, pursuant to §§ 105, 363, 365, and 1113 and 1114 of the Bankruptcy Code'
and Rules 6006, 9007, 9014 and 9019, for the entry of an order (i) approving settlement agreements

(collectively, the “Settlement Agreements”) between the Debtors and those labor unions who are

parties to prepetition collective bargaining agreements (“CBAs”), which will be modified, assumed
and assigned effective upon the Closing? of the Sale to Strategic Global Management, Inc.
(“SGM”), and (ii) approving related relief including the nunc pro tunc termination of retiree
healthcare benefits utilized by for approximately eleven (11) individuals represented by certain of

these unions and one non-union represented individual (collectively, the “Current Retirees” and

each individually a “Current Retiree”).

More specifically, the Debtors seek approval of the following agreements and related relief
applicable to the CBAs that is conditioned upon the Closing of the Sale to SGM under that Asset
Purchase Agreement [Docket No. 2305] dated January 8, 2019 (the “APA”):

. the “CNA Settlement Agreement” (attached hereto as Exhibit 1) between

SVMC/SMC and the California Nurses Association (“CNA”), which, in turn, seeks, inter alia,
approval of the assumption and assignment to SGM effective upon Closing of the (i) modified
CNAMaster Agreement between CNA and SVMC/SMC, effective December 22, 2016 to
December 21, 2020 (the “CNA Master CBA,”),? (ii) modified SVMC Local Contract 2016-2020

! Unless otherwise indicated, all chapter and section references are to the Bankruptcy Code, 11 U.S.C. §§ 101-1532.
All “Rule” references are to the Federal Rules of Bankruptcy Procedure. All “LBR” references are to the Local
Bankruptcy Rules for the United States Bankruptcy Court for the Central District of California.

2All capitalized terms not defined herein have the meaning ascribed to them in the Debtors’ Emergency Motion for the
Entry of an Order: (I) Enforcing the Order Authorizing the Sale to Strategic Global Management, Inc.; (II) Finding
that the Sale is Free and Clear of Conditions Materially Different than those Approved by the Court; (I1I) Finding that
the Attorney General Abused His Discretion in Imposing Conditions on that Sale and (IV) Granting Related Relief;
Memorandum of Points and Authorities and Declaration in Support Thereof [Docket No. 3188] unless otherwise noted.

3 e Modified CBAs (as defined infia) are not attached to the Motion because they are SGM’s confidential, proprietary
information and trade secrets. Upon request and execution of a confidentiality agreement, the Debtors will make the
Modified CBAs available to proper requesting parties.

-1-
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between CNA and St. Vincent Medical Center (“SVMC”) effective December 22, 2016 to
December 21, 2020 (the “CNA SVMC CBA™), and (iii) modified SMC Local Contract 2016-2020

between CNA and Seton Medical Center (“SMC”) effective December 22, 2016-December 21,

2020 (the “CNA SMC CBA, referred to along with the CNA Master CBA and the CNA SVMC

CBA as the “CNA CBAs”);

. the “Local 20 Settlement Agreement” (attached hereto as Exhibit 2), between SMC

and IFPTE AFL-CIO CLC, Local 20 (“Local 20”’), which, in turn, seeks, inter alia, approval of the
assumption and assignment to SGM effective upon Closing, of a modified Collective Bargaining
Agreement between Local 20 and SMC, effective May 1, 2017 to April 30, 2020 (the “Local 20
CBA™);

. the “NUHW Settlement Agreement,” (attached hereto as Exhibit 3), between SMC

and the National Union of Healthcare Workers (“NUHW”), which, in turn, seeks, inter alia,
approval of the assumption and assignment to NUHW effective upon Closing, of a modified
Collective Bargaining Agreement between NUHW and SMC and SMC-Coastside (“SC”), effective
November 1, 2016 to October 31, 2019 (the “NUHW CBA”);

. the “SEIU Settlement Agreement” (attached hereto as Exhibit 4), between

SVMC/SFMC and the Service Employees International Union, United Healthcare Workers-West
(“SEIU”), which, in turn, seeks, inter alia, the assumption and assignment to SEIU effective upon
Closing of a modified Collective Bargaining Agreement between SEIU and SFMC and SVMC,
effective May 1, 2017 to April 30, 2020 (the “SEIU CBA”);

. the “UNAC Settlement Agreement” (attached hereto as Exhibit 5), between SFMC

and the United Nurses Associations of California/Union of Health Care Professionals (“UNAC,”

and referred to along with CNA Local 20, NUHW and SEIU as the “Unions”), which, in turn, seeks,
inter alia, approval of the assumption and assignment to SGM effective upon Closing of a modified
Labor Management Collective Bargaining Agreement effective from December 29, 2017 to
December 29, 2021 (the “UNAC CBA”);

. under the CNA Settlement Agreement, the NUHW Settlement Agreement, and the
Local 20 Settlement Agreement, and by request contained in the Motion, the termination nunc pro

-2
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tunc to the date of the Settlement Agreements of all “retiree benefits,” as defined under § 1114
which, in this case includes the program that permits retirees who elect, within a set period of time,

a supplement to purchase Debtor-provided healthcare (the “Retiree Healthcare Program”); and will

provide to the 11 current retirees who are receiving benefits under the Retiree Healthcare Program

(the “Retiree Health Benefits”) a one-time payment equal to the value of those payment

supplements in the amount set forth on the schedule attached hereto as Exhibit 6;* and

. discrete issues between the Debtors and the respective Unions.

The requested relief is required because (a) the Debtors are selling their assets in chapter
11, and will, at the end of the process, no longer operate hospitals, (b) after a thorough marketing

process (the “Marketing Process”), no bidder (other than SGM) emerged seeking to acquire the

cumulative assets of SMC, SC, SVMC, SFMC, and St. Vincent Dialysis Center (together, the
“Hospitals™), (c) as of the Closing, the Debtors will no longer employ the employees currently
represented by the Unions at the Hospitals (though SGM will provisionally employ qualified
employees as of the Closing Date according to § 5.3 of the APA), (d) the Debtors need to settle and
terminate their retiree benefit liability to confirm a plan, and (e) acting through the process codified
in §§ 1113 and 1114 and Rule 9019 and structured under §§ 4.7 and 5.11 of the APA, the parties
have entered into a reasonable compromise to preserve going-forward unionized jobs, compensate
employees and preserve and maximize estate assets.

Relief is justified under §§ 105, 363, 365, 1113 and 1114 and Rule 9019. Without this
relief, the Debtors’ employees, the SGM Sale, and the prospect of confirming a successful Plan of
Liquidation [Docket No. 2993] (the “Plan”) will be imperiled. Congress passed §§ 1113 and 1114
to allow for unions and debtors to expediently collectively bargain for modifications to a CBA, and
the Debtors and the Unions (in conjunction with SGM) have fulfilled this goal.

For these and other reasons addressed below, the Court should grant all of the relief

requested in the Motion.

4 Initials, rather than complete last names of the individuals have been provided for privacy purposes, with first names
identified so applicable retirees may identify themselves.
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I1. JURISDICTION AND VENUE

The Court has jurisdiction over this matter pursuant to 28 U.S.C. §§ 157 and 1334. This is
a core proceeding pursuant to 28 U.S.C. § 157(b)(2). The venue of these cases is proper pursuant
to 28 U.S.C. §§ 1408 and 1409.
III. STATEMENT OF FACTS

A. General Background
1. On August 31, 2018 (“Petition Date”), the Debtors each filed a voluntary petition

for relief under chapter 11 of title 11 of the United States Code (the “Bankruptcy Code™). Since

the commencement of their cases, the Debtors have been operating their businesses as debtors in
possession pursuant to §§ 1107 and 1108.

2. Debtor VHS, a California nonprofit public benefit corporation, is the sole corporate
member of Debtor California nonprofit public benefit corporations that operate four acute care
hospitals, including SFMC, SMC and SVMC and other facilities in the state of California.
Declaration of Richard G. Adcock in Support of Emergency First-Day Motions at4,9 11 (the “First-

Day Declaration”) [Docket No. 8].

3. The Debtors incorporate the First-Day Declaration for further general background,
including the description of the Hospitals’ history and operations. First Day Declaration at 99 11-
55.

B. The CBAs And The Represented Employees
4. The Local 20 CBA covers 31 active employees for SMC and one retired employee

from O’Connor Regional Hospital (“OCH”)’ (with the employees as the “Local 20 Represented

Employees”). The Local 20 Represented Employees are and were predominantly Clinical
Laboratory Scientists who work primarily in the hospital laboratory.

5. The CNA CBAs cover 792 active employees at SVMC and SMC and eight retired
employees from SMC, OCH and SLRH (the “CNA Represented Employees”). The CNA

Represented Employees are and were registered nurses.

5> Although the assets of OCH have been sold to Santa Clara County under a prior Bankruptcy Case sale, Current
Retirees who were employed at OCH while it was operating continue to receive Retiree Health Benefits.

-4 -
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6. The UNAC CBA covers 817 active employees for SMC (the “UNAC Represented

Employees”). The UNAC Represented Employees are and were registered nurses.
7. The SEIU CBA covers active 1,331 active employees for SVMC and SFMC (the

“SEIU Represented Employees™”). The SEIU Represented Employees are and were comprised of

service workers including but not limited to environmental services aides, certified nurse assistants,
unit coordinators, and technical workers, including but not limited to radiological technician and
pharmacy technicians.

8. The NUHW CBA covers active 731 active employees and 1 retired employee for

SMC and Seton Medical Center Coastside (the “NUHW Represented Employees™) (together, with

the Local 20 Represented Employees, the CNA Represented Employees, the UNAC Represented

Employees, the SEIU Represented Employees, the “Represented Employees.” The NUHW
Represented Employees are and were comprised of technicians, such as radiological technician,
pharmacy technicians, and service workers such as, environmental service aides, dietary aides,
cooks, clinical staff such licensed vocational nurse, certified nursing aides and administrative
workers such unit secretaries and clerks.

0. On the Petition Date, the Debtors filed their Emergency Motion Of Debtors For
Entry Of Order: (I) Authorizing The Debtors To (A) Pay Prepetition Employee Wages And Salaries,
And (B) Pay And Honor Employee Benefits And Other Workforce Obligations; And (II) Authorizing
And Directing The Applicable Bank To Pay All Checks And Electronic Payment Requests Made By
The Debtors Relating To The Foregoing; Memorandum Of Points And Authorities In Support
Thereof [Docket No. 26] (the “Wage Motion”) seeking an order to pay priority employee claims
and to pay employees in the ordinary course of business for post-petition work.

10. On October 22, 2018, the Court granted the Wage Motion in its Final Order
Granting the [Debtors’] Emergency Motion of Debtors for Entry of Order: (I) Authorizing the
Debtors to (A) Pay Prepetition Employee Wages and Salaries, and (B) Pay and Honor Employee
Benefits and Other Workforce Obligations; and (Il) Authorizing and Directing the Applicable Bank
to Pay All Checks and Electronic Payment Requests Made by the Debtors Relating to the Foregoing
[Docket No. 612], concurrently issued the Memorandum of Decision (1) Overruling Objections to

-5-
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the (A) Prepetition Wages Motion and (B) Financing Motions and (2) Denying Motion for
Reconsideration of the Final Financing Order [Docket No. 614 ] (together, the “Wage Order”),
and ordered the payment of priority and administrative wage and benefit claims, including for
Represented Employees. The Court “denied without prejudice” union claimants’ ability to request,
by motion, that (contested as to classification) underfunded pre-petition pension liabilities be paid
as administrative claims by the Debtors. Id.

11.  In connection with the previous sale of assets to Santa Clara County, the Debtors

obtained final orders [Docket Nos. 1575, 1576, 1577 and 1578] (the “SCC Rejection Orders”)

modifying and rejecting (the “SCC Rejection””) CBAs with Local 20, CNA, and SEIU covering

OCH and St. Louise Regional Hospital (“SLRH”) upon the closing of sale of these assets to Santa
Clara County (“SCC,” and the “SCC Sale,” respectively); see also Docket No. 1541 (tentative

decision/memorandum for SCC Rejection Orders) (the “Prior 1113 Decision”).®

C. The Retiree Benefits

12. There are 11 Current Retirees, 10 represented by Unions and one Current Retiree
who is not represented and who are receiving Retiree Healthcare Benefits under the Retiree
Healthcare Program. See Exhibit 6.
D. The Unions’ Proofs Of Claim

13. CNA has filed eleven proofs of claim in these cases: (claim nos. 6233, 6247, 6249,
6250, 6251, 6336, 6340, 6342, 6350, 6359 and 7847) against the Debtors (the “CNA Claim”). The
CNA Claim seeks pre-petition pension contributions, severance payments, grievances and rejection
damages.

14. Local 20 has filed a proof of claim in these cases (claim no. 5169) (the “Local 20

Claim”) against VHS. The Local 20 Claim seeks paid time off (“PTO”), extended sick leave,

¢ The SCC Rejection Orders approved the SCC Rejection through the two mechanisms: (i) a contested full rejection
and termination of collective bargaining agreement terms with CNA and SEIU for their collective bargaining
agreements covering OCH and SLRH [Docket Nos. 1577; 1578] and approval of two stipulations between the Debtors
and Local 20 and the Debtors and the California Licensed Vocational Nurses Association (“CLVNA”) [Docket Nos.
1575; 15776] entered into under § 1113(2) (the “SCC Stipulations™). In the SCC Stipulations, the parties agreed to the
rejection of the collective bargaining agreements with OCH and SLRH, reserved rights regarding the filing of claims
and objections to same, agreed that allowed Paid Time Off (“PTO”) would be treated as administrative expenses or
unsecured claims depending on its accrual date, and agreed that employees not re-hired by SCC would be entitled to
severance.

-6-
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severance payments, and retiree benefits.

15.  NUHW has not filed any proof of claim in these cases.

16. SEIU has filed fourteen proofs of claims in these cases: (claim nos. 4718, 4719,
4722, 4723, 4725, 4726, 5117, 5137, 5140, 5150, 5160, 5158, 6186, 6221) against the Debtors (the
“SEIU Claim”). The SEIU Claim seeks, et. al., pre-petition pension contributions, severance
payments, grievances and rejection damages.

17.  UNAC has filed fourteen proofs of claims in these cases (claim nos. 5911, 5912,
5913, 5917, 5918, 5920, 5925, 5927, 5928, 5931, 5932, 5933, 5934 and 5936) against the Debtors
(together, the “UNAC Claim”) (together the CNA Claim, Local 20 Claim, and the SEIU Claim are

referred to as the “Proofs of Claims”). The UNAC Claim seeks, et. al., pre-petition pension

contributions, severance payments, grievances and rejection damages.
E. The Debtors’ Pre-SGM Sale Efforts and Sale to SCC

18.  Prior to the Petition Date, the Debtors engaged in substantial efforts to market and
sell their assets. In June 2018, the Debtor engaged Cain Brothers, a division of KeyBanc Capital
Markets (“‘Cain”), to identify potential buyers of the hospitals and related assets and commenced
discussions with those potential buyers. First-Day Declaration, at 34,  128.

19. Cain prepared a Confidential Investment Memorandum and organized an online
data site to share information with potential buyers and contacted over 110 strategic and financial
buyers beginning in July 2018 to solicit their interest in exploring a transaction regarding the
Debtors and has advanced significantly towards achieving sales. First-Day Declaration, at 34-35 ¢
129; Moloney Declaration at q 4.

20. By August 2018, as a result of its ongoing and broad marketing process, Cain had
received 11 Indications of Interest (“IOI”), and continued to develop potential sales. First-Day
Declaration, at 35, 9 130; Moloney Declaration at 9 5.

21.  From the Petition Date, the Debtors’ objective has been to sell substantially all of
its assets as going concerns to maximize recovery to creditors while maintaining healthcare in their
communities. First-Day Declaration at 25, 9 96

22. On December 27, 2018, the Court entered the Order (A) Authorizing the Sale of

-7 -
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Certain of the Debtors’ Assets to Santa Clara County Free and Clear of Liens, Claims,
Encumbrances, and Other Interests; (B) Approving the Assumption and Assignment of an
Unexpired Lease Related Thereto, and (C) Granting Related Relief [Docket No. 1153], approving
a sale of OCH, SLRH through the SCC Sale.

23.  The SCC Sale closed on February 28, 2019. After payment of certain cure costs,
closing costs and other items, the net remaining proceeds were approximately $184.38 million,
which are held in four sale proceeds account. An additional $23.35 million is held in escrow (the

“Post-Closing Escrow”) by First American Title Insurance Company, the escrow agent. The Post-

Closing Escrow was established pursuant to the terms of the SCC APA, as security for the Debtors’
post-closing obligations and expires in February 2020.

F. The SGM Sale Process And SGM APA
24, On January 17, 2019, the Debtors filed a motion [Docket No. 1279] seeking entry

of an order (the “Bidding Procedures Motion”): (a) establishing SGM as the stalking horse bidder
for the Purchased Assets (as defined in the APA), including SFMC, SVMC and SMC; (b) approving
the form of the APA with SGM as a stalking horse bidder for this transaction; (c) setting bid
procedures to establish guidelines for parties interesting in making an overbid; (d) setting an auction
to be held if necessary; and (e) setting a hearing for the Court to approve the winning bidder.

25. The APA was the result of extensive negotiations between the Debtors and SGM.
Moloney Declaration at § 7. SGM submitted a stalking-horse bid for $610 million ($420 million
allocated to St. Francis Medical Center, $120 million allocated to St. Vincent Medical Center and
$70 million allocated to Seton Medical Center and Seton Coastside combined), plus payments of
cure costs, as set forth therein. See generally, APA.

26. The Debtors sought approval of the APA because, among other things, (i) SGM’s

bid represented fair market value, and (i1)) SGM would maintain the healthcare characteristics of

7 Motion For The Entry of (I) An Order (1) Approving Form of Asset Purchase Agreement For Stalking Horse Bidder
and For Prospective Overbidders, (2) Approving Auction Sale Format, Bidding Procedures and Stalking Horse Bid
Protections, (3) Approving Form of Notice To Be Provided To Interested Parties, (4) Scheduling A Court Hearing To
Consider Approval of The Sale To The Highest Bidder, and (5) Approving Procedures Related To The Assumption of
Certain Executory Contracts and Unexpired Leases; and (II) An Order (A) Authorizing The Sale of Property Free and
Clear of All Claims, Liens and Encumbrances;, Memorandum of Points and Authorities In Support Thereof.

-8-
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the Debtors’ Hospitals and continue patient care for the communities served by the Hospitals. First-
Day Declaration at 25, § 97 (“The goals of the Debtors’ restructuring are to maintain the Debtors’
business operations; preserve the going-concern value of the Debtors’ businesses, its stakeholders,
and parties in interest; and, most importantly, to protect the health and wellbeing of the patients
who are treated at the Hospitals and the jobs of the Debtors’ approximately 7,000 employees.”).

217. On February 19, 2019, the Court granted the Bidding Procedures Motion (the
“Bidding Procedures Order’) [Docket No. 1572].

28.  Under the APA, SGM agreed to the following terms with respect to hiring

employees:

(a) Purchaser agrees to make offers of employment, effective as
of the Effective Time, to substantially all persons (whether such
persons are full time employees, part-time employees, on short-term
or long-term disability or on leave of absence, military leave or
workers compensation leave) (the “Hospital Employees”) who,
immediately prior to the Effective Time are: (i) employees of any
Seller; (i1) employees of any affiliate of any Seller which employs
individuals at the Hospital and are listed on Schedule 5.3; or (iii)
employed by an affiliate of any Seller and are listed on Schedule 5.3.
For the avoidance of doubt, the Hospital Employees shall not include
any employees of Verity or any other affiliate of Seller unless such
individual is listed on Schedule 5.3. Any of the Hospital Employees
who accept an offer of employment with Purchaser as of or after the
Effective Time shall be referred to in this Agreement as the “Hired
Employees.” All employees who are Hired Employees shall cease
to be employees of the applicable Seller or its affiliates as of the
Effective Time.

(b) Purchaser shall give all Hired Employees full credit for paid
time off pay to such employees as of the Closing Date by crediting
such employees the time off reflected in the employment records of
the applicable Seller and/or any of its affiliates immediately prior to
the Effective Time, subject to compliance with applicable law and
regulation, including consent of such employees if required.

APA at § 5.3(a) & (b) (with § 5.3 of the APA as the “Hiring Clause”). The Hiring Clause is subject
in all respects to any other terms and conditions of the APA.
29. The APA also provided that SGM and the Debtors would work with the Unions to

effectuate a transfer of CBAs with modifications sought by SGM:

113293221\V-13
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4.7 Contract With Unions. Representatives of Sellers who are
parties to collective bargaining agreements and Purchaser shall meet
and confer from time to time as reasonable requested by either party
to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable
Sellers and Purchaser shall each participate in all union negotiations
related to any specific collective bargaining agreement. Promptly
following the Signing Date, applicable Sellers shall use
commercially reasonable efforts to initiate discussions with
Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union.
The applicable Sellers will not unreasonable withhold, condition or
delay approval or implementation of any successfully renegotiated
collective bargaining agreement. The parties recognize that an
applicable Seller’s failure to secure a modification to any collective
bargaining agreement, or to conclude a successor collective
bargaining agreement shall not be a breach of Sellers’ obligation
under this Agreement, provided that if the unions refuse to negotiate,
or otherwise are not timely, reasonable or realistic in renegotiating,
the collective bargaining agreements during the period between the
Signing Date and the Closing Date, Sellers and Purchaser will jointly
consider, and negotiate mutually in good faith, alternative
approaches that may be available and/or necessary to reduce Sellers’
labor cost structure, including, but not limited to, seeking to reject
the collective bargaining agreement(s).

5.11 Contract with Unions. Representatives of Sellers who are
parties to collective bargaining agreements and Purchaser shall meet
and confer from time to time as reasonably requested by either party
to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable
Sellers and Purchaser shall each participate in all union negotiations
related to any specific collective bargaining agreement. Promptly
following the Signing Date, applicable Sellers shall use
commercially reasonable efforts to initiate discussions with
Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union.
The applicable Sellers will not unreasonably withhold, condition or
delay approval or implementation of any successfully renegotiated
collective bargaining agreement to be assumed by Purchaser. The
parties recognize that an applicable Seller’s failure to secure a
modification to any collective bargaining agreement, obligation
under this Agreement. In addition, Sellers may, in their direction,
seek to reject any or all of the collective bargaining agreement(s).

APA at §§ 4.7 and 5.11 (together, the “APA CBA Provisions™).

30. Pursuant to the requirement of the Bidding Procedures Order, the Debtors continued

-10 -
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to market the Hospitals and related assets through Cain. Cain vigilantly monitored interest and
continued to communicate with parties that had expressed interest and that Cain had identified as
potential bidders, either as partial or aggregate bidders. Moloney Declaration at 1-3. However, no
Potential Bidder expressed interest in assuming in whole or in part, the CBAs. Moloney
Declaration at § 13. As a result, no auction was conducted, and SGM was accepted as the winning
bidder. Docket No. 2035.

31.  On May 2, 2019 the Bankruptcy Court entered an order approving the Sale to SGM.
Docket No. 2306.

G. The Union § 1113 CBA Modification And § 1114 Retiree Healthcare Benefit
Termination Process

32.  After approval of the SGM Sale, the Debtors, SGM and Unions negotiated the
ultimate terms of the Settlement Agreements (the “Negotiations”) through a series of meetings and
exchanges with the Unions (the “Meetings™). The process began on February 1, 2019, when the
Debtors delivered to each of the Unions a proposal under § 1113 and, as applicable, § 1114

(collectively, the “First Proposals”).® The First Proposals noted that SGM was amenable to

assuming existing CBAs, provided they were modified to comport with similar collective
bargaining arrangements that covered other facilities owned and operated by SGM. The First
Proposals further represented that the Debtors “stood ready” to discuss with the Unions any
counter-proposal and that the Debtors were “open to receive and consider all comments, concerns
and any counterproposals from [the Unions]” and told the Unions that “if you desire any specific,
relevant information, do not hesitate to ask for it.” None of the Unions submitted counter-proposals

to the Debtors. Declaration of Richard G. Adcock (“Adcock Declaration™) at 9 9.

33.  After conducting discussions with SGM as to what it wished to modify with respect
to the CBAs, the Debtors and SGM then began to directly engage each of the Unions and provide
each Union with amended proposals, including proposed modified CBAs in redline form

(collectively, the “Amended Proposals™). Id. Specifically,

a. On or about July 11, 2019, and July 15, 2019, the Debtors and SGM met with CNA

8 The Debtors will make the written copies of the First Proposals, as well as the Amended Proposals (as defined, infia)
to any proper requesting party.

-11 -
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and presented the applicable Amended Proposal, which included proposed redline
changes to the CNA CBAs. Id. at 4 9(a).

On or about July 19, 2019, the Debtors and SGM met with Local 20 and presented
the applicable Amended Proposal, which included proposed redline changes to the
Local 20 CBA. Id. at 9 9(b).

On or about July 25, 2019, the Debtors and SGM met with SEIU and presented the
applicable Amended Proposal, which included a proposed redline to the SEIU CBA.
Id. at § 9(c).

On or about July 25, 2019, the Debtors and SGM met with UNAC and presented the
applicable Amended Proposal, which included a proposed redline to the UNAC
CBA. Id. at §9(d).

On or about July 25, 2019, the Debtors’ counsel met with NUHW and presented the
applicable Amended Proposal, which included a proposed redline to NUHW CBA.
Id. at§ 9(e).

Thereafter, the Debtors continued to travel to and attend Meetings with the Unions

regarding the Amended Proposals and going-forward CBA terms with SGM, including:

f.

g.

j-

35.

with respect to UNAC, on August 2, 23, and 29, 2019, Id. at § 10(a);

with respect to CNA, on August 7, 8, 20, 21, 2019, and September 5, 2019, Id. at
10(b);

with respect to SEIU, on July 30, 2019, August 13, 2019, August 30, 2019 and
September 9, 2019, Id. at § 10(c);

with respect to NUHW, on August 14 and 24, 2019 and September 10 and 15, 2019
Id. at 9 10(d); and

with respect to Local 20, on August 15, 2019. Id. at q 10(e).

The in-person Meetings were also supplemented by substantial negotiations over

phone and by email, which culminated in the Debtors and the Unions executing the Settlement

Agreements attached hereto. /d. atq 11.

113293221\V-13
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H. The Settlement Agreements

36.  Each Settlement Agreement incorporates modified versions of the applicable

Unions’ CBA or CBAs (the “Modified CBAs,” or, individually each a “Modified CBA”) which are

to be modified under § 1113 and, as applicable § 1114 (the “Modification”). Through the Motion,
the Debtors agree to assume and assign the CBA or CBAs (as modified under the Modified CBAs)

to SGM (the “Assumption and Assignment”), which the Unions agree to not oppose (which process

is defined in the Settlement Agreements and herein as the “Agreed Outcome™).” The parties

reached the Settlement Agreement so that the SGM Sale is economically viable for SGM and the
Debtors, while also providing just treatment for the Debtors’ employees, including the Represented
Employees. See Adcock Declaration at 9 12.

37.  As a part of the Agreed Outcome, the Unions preserve their rights and remedies
against SGM in connection with post-Closing operations, with SGM solely responsible for all post-
closing obligations under the Modified CBAs.!°

38.  Likewise, under the Settlement Agreements, the Debtors: (a) will not have any
liability or obligation to perform under the CBAs or Modified CBAs with respect to post-Closing
activity; (b) shall in no way be liable for or otherwise responsible for any “cure” obligations
independent of any Union claims that may be expressly preserved under the Settlement
Agreements; and (c) shall in no way be liable for or otherwise responsible for any nonperformance
or violation by SGM or any of its affiliates arising at any time.'!

39. The Settlement Agreements provide the following treatment of Unions claims:

a. an allowed claim for PTO for each employee who is not offered a job with SGM’s
applicable acquiring and operating entity (the “Operator”), will be granted, under
the “accrual method” (meaning the amount earned (in this case as to PTO) and yet
unpaid or used: 1) on or after August 31, 2018, will be granted administrative status;

2) between March 4, 2018 to August 30, 2018, will be granted priority claim status

? Settlement Agreements at § 3. The Settlement Agreements are substantially similar. For avoidance of doubt, the
Settlement Agreement used for “Settlement Agreements at [##]” cites herein is the CNA Settlement Agreement. When
there is such a citation, all Settlement Agreements will contain such a term.

10 Settlement Agreements at §§ 3; 4.

11 Settlement Agreements at § 6.
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up to any remaining balance under § 507(a)(4) (up to a maximum of $12,850 per
employee) with any excess granted general unsecured claim status and; 3) prior to
March 4, 2018, will be given general unsecured claim status.) The administrative
and priority claim portions will be paid with the employee’ last paycheck (upon the
Closing);!?

b. an allowed claim for severance for each employee who is not offered a job by the
Operator no later than the Closing, will be calculated under the “accrual method.”
The administrative and priority claim portions will be paid within 30 business days
of the Effective Date,'? provided further, that payment of severance to an employee
is contingent on that employee executing a written general release;'*

c. any allowed unpaid claim for reimbursement of educational expenses of employee
represented by the Unions will be calculated under the “accrual method.” The
administrative and priority claim portions will be paid within 30 business days of
the Effective Date; !>

d. any grievance claim of an employee not settled as of the Effective Date will be
treated in accordance with the treatment of claims and administrative expenses
under the terms of the Plan. The parties agree to work with the Operator in the event
that the remedy is or includes reinstatement of the employee post-Closing (the
Unions’ claims and rights expressly preserved in the Settlement Agreement relating

to the CBAs are the “Preserved Claims”);'® and

E. other than the Preserved Claims, all other prepetition claims, priority claims and
administrative expense claims are deemed waived, including without limitation, any
claims for unpaid pension; provided, however, the Unions may assert any wage or

defined contribution claim that may arise and is unpaid as of the Effective Date.'’

12 Settlement Agreements at § 7(a).

13 Defined in the Plan as” a day, as determined by the Debtors, that is a Business Day as soon as reasonably practicable
after all conditions to the Effective Date specified in Section 12.2 hereof have been satisfied or waived.”

14 Settlement Agreements at §§ 7(b).

15 Settlement Agreements at § 7(d).

16 Settlement Agreements at § 7(c).

17 Settlement Agreements at § 7(f).
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40. The Settlement Agreements are conditioned upon the Closing, with a purchase price

that is not materially less than APA’s purchase price.'8

41. The Unions agreed to withdraw any outstanding applicable information requests. '’

42.  In the applicable Settlement Agreements, the parties have also agreed under § 1114

with respect to the Retiree Health Benefits, that:

a. Subject to this subparagraph (c), the Unions agreed that the CBAs are to be deemed
automatically modified to immediately terminate and discontinue the Retiree Health
Benefit under § 1114;%

b. The Unions agreed to further support the termination and discontinuation of the
Retiree Health Benefit with respect to all current and former employees, including
any relief sought under or in accordance with § 1114;2! and

C. The Debtors agreed to seek approval of a one-time payment to each Retiree equal to

the present value of each Retiree’s Health Benefit, (the “Lump Sum Payment”) (sub-

paragraphs a-c are the “1114 Agreements.”).*?

43.  The Unions agreed not to oppose the “to not oppose the prompt Closing of the
[SGM] Sale”? and to support “any Plan of the Debtors that does not contradict the material terms
of this Agreement.”*

44. The CNA and SEIU Settlement Agreements include provisions allowing their
employees who were not hired by SCC to obtain severance, giving them the same treatment that
the Local 20 and CLVNA employees received in the SCC Stipulations.?

45. CNA and SEIU also agreed to affirmatively support the SGM Sale in writing to the
AG, and did so by writing letters in support of the SGM Sale in the context of the AG’s pending

review of the SGM Sale under California law.2°

18 Settlement Agreements at § 12.
19 Settlement Agreements at § 14.
20 Settlement Agreement at § 8(a).
2! Settlement Agreement at § 8(b).
22 Settlement Agreements at § 8(c).
23 Settlement Agreements at § 15.
24 Settlement Agreements at § 11.
25 Settlement Agreements at § 7(b).
26 Settlement Agreements at § 15.
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| Related Relief for the One Non-Union Current Retiree Who Receives Retiree Health
Care Benefits

46.  The Debtors will also pay the only Current Retiree not represented by one of the
Unions the value of their retiree benefits in cash under the same methodology provided to the
Union-represented Current Retirees. The amount to be paid is reflected on Exhibit 6. Adcock
Declaration at 9 13.

J. The Plan
47. On September 3, 2019, the Debtors filed their Plan and their related disclosure

statement. See Debtors’ Chapter 11 Plan of Liquidation [Docket No. 2993]; Disclosure Statement
Describing Debtors’ Chapter 11 Plan of Liquidation [Docket No. 2994] (the “Disclosure

Statement™). The Plan states that “Prior to the Effective Date [of the Plan (the “Effective Date,”)]

the Debtors expect to receive approval for either the consensual or, pursuant to § 1113, the
nonconsensual modification, assignment and/or termination of collective bargaining agreements.”
Plan at q 15.2.

48. On September 11, 2019, the Court entered an order extending the exclusive period
that the Debtors can file and solicit votes on a plan to October 25, 2019 and solicit acceptances to
December 24, 2019. Docket No. 3039. On October 25, 2019, the Debtors filed a motion [Docket
No. 3417] seeking to extend these deadlines, respectively, to December 31, 2019 and February 29,
2020.

IV.  ARGUMENT

A. The Settlement Agreement Should Be Approved Under §§ 365, 1113 And 1114
In PTC Alliance Corp., et. al., Case No. 09-13395-CSS (“PTC”) (Bankr. D. Del.), the

Bankruptcy Court for the District of Delaware approved a transaction between the debtor, a union
and a buyer for the modification and assumption of a CBA solely under the auspices of §§ 365
(for the assumption and the assignment), 1114 (to resolve retiree benefits) and 1113 (for the
remaining relief). The debtor modified collective bargaining agreements as requested by a buyer
and agreed to by the union, and then assumed and assigned the collective bargaining agreements
upon the closing of a previously approved sale. The modifications included a new wage scale, new
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bonus structure, the termination of the pension plan, and with a one-time lump sum payment made
to a 401(k) plan. PTC, Docket No. 869 (order attached as Exhibit 7-A, with a sample approved
modification agreement, P7C, Docket No. 847-1 attached as Exhibit 7-B). The modification was
achieved through written memorandums of understanding that the previous clauses of the CBAs
would continue to be binding on the purchaser, except as modified in the memorandum. /Id. (the
union, buyer and debtor “hereby agree to a new [collective bargaining agreement] which ... shall
become effective conditioned upon and on the date of the closing of the sale [and] will be identical
to the current labor agreement ... except for appropriate changes in dates and the changes set forth
below [then listing modifications]”).

Following the example of the successfully approved P7C transaction, the Debtors request
that this Court implement the Settlement Agreements under §§ 365, 1113 and 1114, effective upon

the Closing.

a. §8 1113 and 1114 Grant the Court with Authority to Approve the Settlement
Agreements And Related Relief

The Debtors move to implement the Modification and applicable portions of the Settlement
Agreements under §§ 1113 and § 1114, because, as courts recognize, these statutes (interpreted
interchangeably due to their overlapping language and standards)?’ allow mutually agreed
modification of CBAs, and “consistent with [the statutes] the parties [the debtor and a union] should
have every opportunity to come to an agreement themselves.” In re Nw. Airlines Corp., 346 B.R.
307, 315 (Bankr. S.D.N.Y. 2006) (authorizing debtor to institute new terms and conditions of
employment as in proposal union had previously agreed to unless debtor and union agreed to
alternative deal within two weeks). As explained by another Bankruptcy Court in this District, §
1113 (and § 1114) codified an “expedited form of collective bargaining” to allow unions and
debtors to enter into settlements in distressed situations with a primary goal to “to protect the
existence of collective bargaining agreements in chapter 11 cases.” In re Certified Air Techs., Inc.,

300 B.R. 355, 361 (Bankr. C.D. Cal. 2003) (citations omitted). Here, the parties have engaged in

27 Inre Walter Energy, Inc.,911F.3d 1121, 1129 n. 8,39 (11th Cir. 2018), (“As we mentioned above Congress modeled
§ 1114 on § 1113, see supra note 8, so cases interpreting § 1113 are relevant to our understanding of § 1114.”).
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the vigorous, expedited collective bargaining that §§ 1113 and 1114 was designed to engender and

have arrived at the equitable and necessary Modified CBAs and the Settlement Agreements.

b. No Party other than the Debtors, the Unions or SGM has Standing to Object
to the CBA Modifications

Sections 1113(d)(1) and 1114(k)(1) proscribe that only “interested parties” may participate
and appear at a hearing on a motion under the statutes. In re UAL Corp., 408 F.3d 847, 849 (7th
Cir. 2005). Precedent holds that this group is limited to the unions, the debtor(s) and guarantors.
The §§ 1113/1114 process is not an open inquiry for third parties to pick at a transaction, because
the statutes are “designed to provide additional procedural requirements for the rejection or
modification of collective bargaining agreements [and] supersedes and supplements the provisions
in § 365.” Massachusetts Air Conditioning & Heating Corp. v. McCoy, 196 B.R. 659, 663 (D.
Mass. 1996). Congress placed special consideration on protecting collective bargaining and gave
debtors and unions the exclusive power to come to a consensual agreement to be approved on a
highly expedited basis, without third-party procedural interference. Cf. 11 U.S.C. § 1113(d)(2)
(court must rule 30 days after hearing or relief is deemed granted); § 1114(k)(2) (court must rule
90 days after hearing or relief is deemed granted).

For instance, in the leading Seventh Circuit /n re UAL decision, third parties sought to
participate in § 1113 litigation because of their “concern that [the debtor] and the union may reach
a compromise” that would adversely affect them. 408 F.3d at 849. The Seventh Circuit denied
their participation:

The term “interested party” in Section 1113 “is most naturally read
to mean ‘party to the collective bargaining agreement’ or a guarantor
of that contract... the union acts as the employees' representative;
without the limitation, every retiree would receive separate notice
and an opportunity to be heard; tax collectors, unsecured creditors
that might gain if the debtor altered its obligations to labor—the
list would go on and on” ... 1t is not hard to see the reasoning for
such a rule in the Section 1113 context ... a court [should not] hand

...groups a potential veto over the ability for a debtor to enter into a
new collective bargaining agreement.

In re AMR Corp., 477 B.R. 384, 452 (Bankr. S.D.N.Y. 2012) (emphasis added) (following and

explaining In re UAL Corp., 408 F.3d at 849). As further explained by the Seventh Circuit in a
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follow-up decision, “[p]arties to a contract are always free to modify their contract without
considering the views of third parties, and [the debtor] and [the union] were the only parties to the
collective bargaining agreement ... [and, as] only “interested parties” may participate ina [§ 1113]

hearing on the debtor's proposal [under] 11 U.S.C. § 1113(d)(1), [this] means only the parties to

the agreement or_a guarantor of it In re UAL Corp., 468 F.3d 456, 459 (7th Cir. 2006)”

(emphasis added).

Here, the Debtors and the Unions are in agreement as to the Modification and the Settlement
Agreements, and no other party has standing to object.?® The Court should approve the
Modification because the Unions and the Debtors have fulfilled the policy goal of §§ 1113 and

1114 of expediently entering into the new Modified CBAs during a bankruptcy.

C. The Debtors have met the Test for Modification under 8§ 1113 and 1114

The Prior 1113 Decision described the test for modification or rejection of a CBA, as
originally articulated in In re Am. Provision Co., 44 B.R. 907, 910 (Bankr. D. Minn. 1984), for
rejection of a CBA (the “1113/1114 Test”). This test applies to both §§ 1113 and 1114, because

“the statutory requirements for modification of retiree benefits are...substantially the same as the
requirements for rejection of collective bargaining agreements, [and] courts routinely analyze
motions for relief under Sections 1113 and 1114 simultaneously.” United Mine Workers of Am.
1974 Pension Plan & Tr. v. Walter Energy, Inc., 579 B.R. 603, 608 (N.D. Ala. 2016), aff’d sub
nom. In re Walter Energy, Inc., 911 F.3d 1121 (11th Cir. 2018) (citations omitted).

This 1113/1114 Test contains the following factors: (1) the debtors make a proposal; (2) the
proposal is based on the most complete and reliable information available at the time of the
proposal; (3) the proposed modifications or rejection are necessary to permit reorganization of the
debtor; (4) the modifications assure that all creditors, the debtors, and all other affected parties are
treated fairly and equitably; (5) the debtors provide the union relevant information as is necessary
to evaluate the proposal; (6) the debtors meet at reasonable times with the union between the time

of the proposal and the time of the hearing; (7) the debtors negotiate with the union in good faith at

28 SGM, as assignee, would have standing as a de facto guarantor, but SGM has agreed to the relevant relief.
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these meetings; (8) the union has refused to accept such proposal without good cause; and (9) the
balance of equities clearly favors the relief.

Here, the Unions have agreed in the Settlement Agreements that the Debtors have met
factors (1), (5) & (6) and (7),% which are procedural factors that apply to meetings, discussions and
the adequacy of information sharing between a debtor and a union. Factor (8) is rendered moot
because the Unions have not “refused” the Amended Proposals, they have accepted them.

The Debtors will therefore analyze the remaining four substantive factors: (2) (proposal
made on good information); (3) (proposal necessary for cases); (4) (parties treated fairly); and (9)

(balance of equities favor relief) which concern the substantive effects of the Modification.

d. The Amended Proposals were based on the Most Complete and Reliable
Information Available

To satisfy this factor, “the debtor is simply required to gather the most complete information
available at the time and to base its proposal on the information it considers reliable.” In re
Karykeion, Inc., 435 B.R. 663, 678 (Bankr. C.D. Cal. 2010). Here, the Debtors—unable to operate
the Hospitals without bankruptcy protection—made Amended Proposals (and Unions accepted
them) because the Marketing Process demonstrated that SGM is the only willing system buyer (and
offered the highest and best bid). SGM will not assume the CBAs without the Modification is
because the CBAs are not currently economically viable for the Hospitals. Prior 1113 Decision at
26 (“The unfortunate but undeniable reality is that the legacy cost structure imposed by the CBAs
is simply too great to permit the Hospitals to continue to sustainably operate.”).

The Proposals were based on current, complete and reliable information because the
Proposals were made shortly after SGM became the stalking horse bidder and then amended after
the Negotiations produced a result that treats labor and the claim fairly and allow the Hospitals to

become economically sustainable in the long-term instead of “kicking the can” for CBA issues.

€. The Amended Proposals are Necessary to Permit a Successful Plan
Confirmation.

2 All the Settlement Agreements contain provisions acknowledging that (i) the Debtors made a proposal (at 3), (ii) the
Unions do not have any outstanding informational requests (at 9 14), (iii) the Debtors met with the Unions to negotiate
and reached the Settlement Agreements (at 2-3) and (iv) the Debtors negotiated in good faith (at 2).
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This Court has found that, “within the context of this [Verity] case, the term ‘necessary to
permit the reorganization of the debtor’ is best interpreted to mean ‘necessary to permit the Debtors

to confirm a liquidating plan.”” Prior 1113 Decision at 23. The Court explained:

This interpretation aligns most closely with the manner in which the
Debtors are prosecuting this case. From the outset, the Debtors have
stated their intent to sell the six hospitals that they operate as going
concerns, and use the proceeds from the sales to fund a plan of
liquidation. This process is well underway. The Court has already
approved the sale of two of the Debtors’ hospitals to Santa Clara, and
recently approved bidding procedures pertaining to the auction of the
remaining four hospitals.

Id. (emphasis added). The Court then adopted the testimony of the Debtors’ CEO that explicitly
stated the closing of successful and timely sales of the Hospitals were necessary for the

confirmation of a liquidating plan:

Selling the hospitals on a going concern basis is necessary to
maximize proceeds to the estate. The Debtors’ operational
difficulties and mounting losses require that the hospitals be sold
quickly. In [the First-Day Declaration], the Debtors’ CEO Richard
Adcock testified that the hospital system was losing $175 million
annually on a cash flow basis ...

Id. at 24 (citing First Day Declaration at § 95) (“[T]he Debtors have commenced these chapter 11
cases to protect the original legacy of the Daughters of Charity to the maximum extent possible by
retiring debt incurred over the past 18 years and freeing the hospital facilities and work force to
continue to operate as hospitals under new ownership and leadership without the accumulated crisis

of the past. To do that requires the bankruptcy court supervised sale of some or_all of the

hospitals and related facilities.”) (emphasis added)). The Court correctly found that, without the

orderly and “quick” sales of the hospitals, there would be no efficient and fair way for a distribution

to the various creditors in this case—Ilenders, vendors, employees etc. Id.

Here, the Negotiations, Meetings and the §§ 1113 and 1114 process produced a consensual,
productive result—the Debtors, the Unions and SGM negotiated a structure for the CBAs to remain,
but modified them to reflect economic reality, and agreed to similar terms this Court previously
approved in the SCC Stipulation regarding the Unions’ claim treatment. As the parties recognized,
with no bidder willing to assume the CBAs in full as-is, and with SGM only willing to accept
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assignment of the Modified CBAs, the Settlement Agreements’ terms are necessary. In re Walter
Energy, Inc., 542 B.R. 859, 893-94 (Bankr. N.D. Ala. 2015)*° (“if the sale(s) consummate and the
[businesses] are sold as a going-concern, Debtors’ employees have the best chance of future
employment”); In re Nat'l Forge Co., 289 B.R. at 810-11.

Relief is also necessary to limit the Debtors’ potential liability and expenses. As the Court
found in the SCC Rejection, unchecked, the CBAs in this case would expose the Debtors to
“substantial” administrative claims from unions for an enterprise that the Debtors would neither be
operating nor wish to be operating, with the total of these administrative claims in excess of the
estimated funds available to pay al// administrative claims. /d. at 24-25 (citing Declaration of David
Galfus [Docket 1507]);3! see also In re Chicago Const. Specialties, Inc., 510 B.R. 205, 217-18
(Bankr. N.D. IIl. 2014). Waiting to reject as a part of a confirmed plan, when such plan
confirmation process may be protracted and the intermediate period results in accrual of
administrative obligations, would not be in the best interest of the Debtors’ estate as a whole.”)
(citations omitted). This Court summarized the immediate “necessity” best in its Prior 1113
Decision (at 26):

Here, the Debtors are in the process of selling the Hospitals ... and
will no longer operate the Hospitals once the sale has closed. As was
the case in Chicago Const., it makes little sense to require the Debtors
to remain bound by CBAs that pertain to assets which they will no
longer operate.
f. The Modification and Settlement Agreement Treat all Creditors, the Debtors,

and all of the Affected Parties Fairly and Equitably, and the Balance of the
Equities Favors the Requested Relief.

This Court, in finding that the SCC Rejection treated parties fairly, found:

In sum, prior to seeking bankruptcy relief, the Debtors diligently
attempted to put their operations on a sound financial footing. The
unfortunate but undeniable reality is that the legacy cost
structure imposed by the CBAs is simply too great to permit the
Hospitals to continue to sustainably operate. This reality was
confirmed by the recent sales process ... Many parties have been
required to make sacrifices to permit continued operations of the

30 (aff'd sub nom. United Mine Workers of Am. Combined Benefit Fund v. Walter Energy, Inc., 551 B.R. 631 (N.D.
Ala. 2016) and aff'd sub nom. United Mine Workers of Am. 1974 Pension Plan & Tr. v. Walter Energy, Inc., 579 B.R.
603 (N.D. Ala. 2016)).

31 The Debtors incorporate this Declaration by reference herein.
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Hospitals. Under these circumstances, the proposed rejection and/or
modification of the CBAs is fair and equitable.

Prior 1113 Decision at 26-27 (emphasis added). The Court also cited precedent that, in a sale
context, this factor does not require that unions are paid in full or that all employees are re-hired or
re-represented, and instead the inquiry is whether the debtor is placing a disproportionate burden
on non-represented employees. Id. (citing Walter Energy, 542 B.R. at 892); see also In re Nat’l
Forge Co., 289 B.R. at 811.

The Settlement Agreements place no disproportionate burden on the Represented
Employees or anyone else. Like the previously approved SCC Stipulation, the Settlement
Agreements, in consideration for the Unions’ cooperation and waivers, allow the Preserved Claims
but disallow other claims that otherwise have no basis, especially if the CBAs had been rejected.
In re Nw. Airlines Corp., 483 F.3d 160, 169-72 (2d Cir. 2007) (emphasis added) (citing In re Blue
Diamond Coal Co., 147 B.R. 720, 732-34 (Bankr. E.D Tenn. 1992), aff’d 160 B.R. 574, 57677
(E.D.Tenn.1993) (denying rejection damages after a § 1113 rejection) (“The only conclusion this
court can reach is that a claim for damages alleged to have resulted from the rejection of a
collective bargaining agreement under § 1113 cannot be premised on § 365(g) nor can the claim
be asserted pursuant to § 502(g) ... inasmuch as the Union is not a ‘creditor’ nor does it hold a
claim otherwise allowable under § 502, it is not entitled to assert a claim for damages alleged to
have resulted from the rejection of the [CBA].”) (emphasis added)); In re AMR Corp., 523 B.R.
415, 422-23 (S.D.N.Y. 2014), aff'd, 622 Fed. Appx. 64 (2d Cir. 2015). Further, the Debtors’
proposal to eliminate other general and rejection damages also was fair and equitable as it was
consistent with the Bankruptcy Code for a rejected CBA. See In re Chicago Constr. Specialties,
Inc., 510 B.R. at 222 (“[T]he Debtor’s proposal to reject the CBA simply treats CBA claims [as
they would be liquidated and disposed of under the Bankruptcy Code].”).??> The Settlement
Agreements also provide waivers of any and all “cure claims” that might otherwise said to exist

based upon a technical assumption of the CBAs.

32 The Debtors take no position on the ultimate recovery or rights of the Unions or the Represented Employees to these
claims.
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Further, the APA includes the Provisional Hiring Clause for SGM to provisionally employ
substantially all qualifying Represented Employees (who will then be covered under the Modified
CBAs). Inre Nat’l Forge Co., 289 B.R. 803 at 808—09 (“where, as here, the evidence establishes
that it is likely that some of the employees ‘may be employed by the successful buyer’ this supports
a finding of fair treatment to employees”); see also In re Walter Energy, Inc., 542 B.R. at 867 (“The
record . . . indicate[s] the proposed going concern sale is the best chance for selling the [businesses]

and to provide potential future employment for the Debtors’ represented employees.”). >

g. The 1114 Agreements and Lump Sum Payments are Necessary, Fair and
Equitable.

Further, the 1114 Agreements and the Lump Sum Payment are fair and equitable because

they provide the Retirees the present value of their health benefits. By paying cash in full, the
Debtors do not prejudice the Retirees and act in accord with Congress’ intent in protecting
vulnerable retirees by giving them enhanced rights above unsecured creditors, such as requiring
that a debtor either resolve the retirees’ liability under § 1114 or continue to pay retiree benefits
after confirmation of a plan, see § 1129(a)(13)) and encouraging reorganizations by allowing
debtors to formulate plans and unburden themselves of long-term financial obligations. In re Tower
Auto., Inc., 342 B.R. 158, 162 (Bankr. S.D.N.Y. 2006) (“the statute requires the parties to attempt
to come to an agreement on terms. General unsecured creditors have no such specific protection in
Chapter 11, either with respect to the process of bargaining or the substantive provisions of a plan
[and] unless the Court approves a modification in accordance with § 1114 standards and
procedures, a plan must provide for the continuation of retiree benefits for the duration of the period
the debtor has obligated itself to provide such benefits” at an unmodified level ... the Court has no
reason not to endorse a settlement that satisfies the Debtors’ principal goal, saving cash, while
affording significant protection for the rights that Congress required be preserved for the retirees.”)
(citations omitted); see also In re Garfinckels, Inc., 124 B.R. 3, 4-5 (Bankr. D.D.C. 1991) (“There

is nothing in § 1114 that would prohibit modification, pursuant to an agreement being reached

33 Further, the Debtors intend to honor the CBAs, in full, up to and until the Closing for post-petition liabilities accrued
until the Settlement Agreement becomes effective, under the Wage Order.
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under § 1114(e)(1)(B) or a motion being granted under § 1114(g), from applying to those benefits

that have arisen before the agreement is reached or the motion has been granted.”).3*

h. The Settlement Agreements will Allow the Hospitals to Continue to Operate
and Employ Represented Emplovees

The Settlement Agreements are necessary to keep the Hospitals operating into the future
with Represented Employees. The results of the Marketing Process, with no third parties willing
to assume the CBAs “as is,” and the Debtors’ inability to operate the Hospitals outside of these
Cases, are not within the Debtors’ (or the Unions’) control. Neither a debtor, nor a union, may
“base its rejection of its only suitor[’s] [conditions] on a speculative white knight with greater
riches.” In re Karykeion, Inc.,435 B.R. at 678. Here, SGM has made the best offer for the Hospitals
that will allow the Hospitals to remain open to continue their mission of providing high-quality
patient care, offer payment to creditors, and offer provisional the continued unionization and
employment of the bulk of the Represented Employees. The SGM Sale is the best possible option
for the Represented Employees, the Hospitals, and the communities they serve—and the Sale

hinges on the § 1113 and § 1114 relief the Debtors seek herein.

i. Section 365 Permits the Assumption and Assignment

As approved in PTC, immediately after the agreed Modification (complete with the
abrogation of existing liabilities under the CBAs (except for the Preserved Claims)) occurs, the
Debtors move for the Assumption and the Assignment of the Modified CBAs to SGM under § 365.

Section 365 applies to the Assumption and Assignment because “given the ambiguity in §
1113, § 365(b) ... governs the procedure for assumption [and assignment] of a CBA [and] in
comparable settings, the courts have so held.” In re Family Snacks, Inc., 257 B.R. 884,900 (B.A.P.
8th Cir. 2001) (following Massachusetts Air Conditioning & Heating Corp., 196 B.R. at 663; Am.
Flint Glass Workers Union v. Anchor Resolution Corp., 197 F.3d 76, 82 (3d Cir. 1999) (citing Wien
Air Alaska, Inc. v. Bachner, 865 F.2d 1106, 1111 n. 5 (9th Cir. 1989)). Also, the Debtors have

34 Section 1114°s provision that a committee of retirees may sometimes be appointed (§ 1114(d)) is obviated because
eleven out of twelve of the Retirees are represented by unions who have agreed to be their authorized representative,
leaving an effective “committee of one,” of the remaining retiree who is being paid in full and in cash. See 11 U.S.C.
§ 1114(b)(1), (c) (labor union acts as authorized representative of retirees unless affirmatively opting out); see also In
re N. Am. Royalties, Inc., 276 B.R. 860, 862 (Bankr. E.D. Tenn. 2002) (the union may remain the authorized
representative even if it represents current employees and retirees).
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previously assumed and assigned contracts that have been modified. See Order Granting Motion
to Approve Compromise under Rule 9019 [Docket No. 2461, May 29, 2019] (approving
modification of agreements with Premier, Inc. and assumption and assignment therein).

“The propriety of a decision to assume or reject an unexpired [contract] (i.e., whether the
motion to assume/reject should be approved by the court) normally is determined under the
deferential ‘business judgment’ test.” In re Hertz, 536 B.R. 434, 442 (Bankr. C.D. Cal. 2015)
(citing In re Pomona Valley Med. Grp. Inc., 476 F.3d 665, 670 (9th Cir.2007)). “The court must
presume that the debtor [is acting] ‘prudently, on an informed basis, in good faith, and in the honest
belief that the action taken was in the best interests of the bankruptcy estate.” The court should
approve the debtor's decision unless it is ‘manifestly unreasonable that it could not be based on
sound business judgment, but only on bad faith, or whim or caprice.” The primary question to
guide the court in deciding whether a debtor has properly exercised its business judgment is
‘whether rejection would benefit the general unsecured creditors.”” Id. (citations omitted).

Here, the Debtors move for the Assumption and the Assignment (and the Settlement
Agreements as a whole) in good faith for the benefit of unsecured creditors (as discussed in detail,
supra). Without the Assumption and Assignment, the Sale would be imperiled or delayed, the
Debtors would risk losing the benefit of having $610 million in hand, and, instead, would be
hampered with unwanted CBAs and illiquid assets.

i. The Unions’ Consent is Dispositive

The Unions have agreed that the Debtors have met § 365(b)(1)’s requirements that a debtor
“cure any existing defaults under such agreements ... and provide adequate assurance of future
performance under the contract or lease” under 11 U.S.C. § 365(b)(1) through the total
consideration of the Settlement Agreements. /n re Bowman, 194 B.R. 227, 230 (Bankr. D. Ariz.
1995); In re AEG Acquisition Corp., 127 B.R. 34, 44 (Bankr. C.D. Cal. 1991), aff’d, 161 B.R. 50
(B.A.P. 9th Cir. 1993). This obviates the need for any further analysis. As the only parties with
standing in this inquiry, the Unions’ consent is dispositive. In re ANC Rental Corp., Inc., 277 B.R.
226, 231 (Bankr. D. Del. 2002) (third party did not have standing in § 365 inquiry) (“Section 365
is designed to protect the rights of parties with whom debtors have contractual relationships.”).
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ii. The Debtors have Met § 365(b)(1)’s Requirements

The Debtors have cured priority and post-petition obligations by their Wage Order
payments. Regarding any alleged pre-petition arrears, the Modification, to the extent it does not
“cure amounts” through the Unions’ agreement, rejects and replaces the Debtors CBAs with the
Modified CBAs and therefore abrogates any pre-petition “rejection” damages. Nw. Airlines Corp.,
483 F.3d at 169-72 (2d Cir. 2007). So, any and all cure issues are satisfied, either through the
consideration given through the Settlement Agreement or the legal power of § 1113.

Regarding the second prong of § 365—adequate assurance of future performance—SGM
meets this requirement of providing an adequate assurance of future performance under the
Modified CBAs because it is a large, sophisticated healthcare company, with a $610 million cash
investment, an obligation to provisionally hire all the Represented Employees, who dedicated
months to re-negotiating the Modified CBAs, and who was approved by this Court as an able-

steward and of the Hospitals going-forward.

B. The Debtors Have Satisfied § 363 and Rule 9019

Though the Debtors urge the Court to apply § 1113 and § 1114 as umbrella statutes for their
entire deal with the Unions (as Congress intended), § 363(b), § 363(c) and Rule 9019 also support
the requested relief. See In re Leslie Fay Companies, Inc., 168 B.R. 294, 301 (Bankr. S.D.N.Y.
1994) (finding that Rule 9019 would apply to a debtor’s decision to enter into new post-petition
CBA where transaction settled all liability by and between union and debtor). Therefore, the
Debtors move for approval of the Settlement Agreement under § 363(b), 363(c) and Rule 9019 as
well as under §§ 1113, 1114 and 365. This analysis is made simpler because the requirements for
approval under § 363 and Rule 9019 are highly complementary with the above-discussed
1113/1114 Test.

a. The Debtors have Satisfied Section 363(b) and 363(c)

Under § 363(b), the Court considers (i) whether the transaction is “is in the best interest of
the estates and is “fair and reasonable” (cf. 1113/1114 Test factors (3) (necessary for
reorganization) and (9) (balance of equities in favor)) and (ii) whether it has been given “adequate

marketing,” and “that it has been negotiated and proposed in good faith, and that the [counter-
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party] is proceeding in good faith” in an “arms-length” transaction.” In re Wilde Horse Enterprises,
Inc., 136 B.R. 830, 84142 (Bankr. C.D. Cal. 1991) (collecting cases). Regarding the latter
requirement, the above-discussed evidence establishes that the parties proceeded in good-faith and
certainly remained arms-length in the Negotiations.

Likewise, the Court should apply § 363(c) to the underlying terms of the Modified CBAs
by and between the Debtors and the Unions, and defer to the Debtors’ business judgment. Courts
have determined that large corporate debtors, including hospital debtors, commonly enter into
collective bargaining agreements and are entitled to business judgment deference as to their terms.
See In re Fairmont Gen. Hosp., Inc., 510 B.R. 783, 787-88 (Bankr. N.D. W.Va. 2014).

As to the balance of the analysis under § 363(b) and (c), the Debtors incorporate their above
1113/1114 Test analysis (and, to the extent necessary, their § 365 analysis) that they proceeded in
good faith and have negotiated a fair, equitable and necessary set of transactions in the Settlement

Agreements for moving under § 363(b) for the Settlement Agreements.

b. The Debtors have Satisfied Rule 9019

Under Rule 9019(a), “compromises are favored because they minimize costly litigation and
further parties’ interests in expediting the administration of the bankruptcy estate” and the Court
only needs to find that the settlement was negotiated in good faith and is reasonable, fair, and
equitable by utilizing the following factors:

e the complexity of the litigation involved, and the expense, inconvenience, and delay
necessarily attending it and the probability of success in the litigation;
o the difficulties, if any, to be encountered in the matter of collection;
e the paramount interest of the creditors and a proper deference to their reasonable
views in the premises.
Inre A & C Properties, 784 F.2d 1377, 1381 (9th Cir. 1986); In re Sabine Oil & Gas Corp., 555
B.R. 180, 256 (Bankr. S.D.N.Y. 2016).
As to the “paramount interest of the creditors” factor, the Debtors incorporate their above

analysis that the Settlement Agreements are in the best and paramount interests of the creditors
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(under the 1113/1114 Test, that the transaction is “necessary,” is in the “best interest” of the estate
is “fair” to all parties and that the balance of equities favor it).

Further, the “difficultly of collection factor” is not relevant here, as the Debtors are the ones
settling claims from the Unions and are not receiving cash consideration. However, the Debtors
note that, without the Settlement Agreements, it would be much more difficult to “collect” the
hundreds of millions of dollars of consideration from the Sale. This leaves the first listed 4A&C
factor: “The complexity of the litigation involved, and the expense, inconvenience, and delay
necessarily attending it and the probability of success in the litigation,” for consideration for Rule
9019 approval.

“The purpose of a compromise agreement [under Rule 9019] is to allow the [debtor in
possession] and the creditors to avoid the expenses and burdens associated with litigating sharply
contested ... claims.” Inre A & C Properties, 784 F.2d 1377, 1380-81. Accordingly, in approving
a settlement agreement, the Court need not conduct an exhaustive investigation of the claims sought
to be compromised. See United States v. Alaska Nat’l Bank (In re Walsh Constr., Inc.), 669 F.2d
1325, 1328 (9th Cir. 1982). A court should not substitute its own judgment for the judgment of the
debtor in possession. Matter of Carla Leather, Inc., 44 B.R. 457,465 (Bankr. S.D.N.Y. 1984). A
court, in reviewing a proposed settlement, is not to decide the numerous questions of law and fact
but rather to canvass the issues to determine whether the settlement falls below the lowest point in
the range of reasonableness. In re Tribune Co., 464 B.R. 126, 158 (Bankr. D. Del. 2011) (“the
settlement need only be above the “lowest point in the range of reasonableness™); In re W.T. Grant
& Co., 699 F.2d 599, 608 (2nd Cir. 1983); The court should not conduct a “mini-trial” on the
merits of the issues. In re Walsh Const., Inc., 669 F.2d at 1328; In re Blair, 538 F.2d 849 (9th Cir.
1976).

The Settlement Agreements primarily dispose of two major pieces of litigation with five
separate Unions: (1) §§ 1113/1114 litigation over modification or rejection of the CBA and Retiree
Benefits and (2) litigation over the validity and amounts of the Unions’ claims.

As to the contesting unions in the SCC Sale, the SCC Rejection was an arduous, months-
long undertaking involving novel § 1113 questions. Sections 1113 and 1114 are highly complex,

-20 .
113293221\V-13




DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500

LoS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

233 ZIHBHER  Deg3604: 1Biled GA/ARBM 1/ bntered 04/0Q/R9512:G6:88 IDDese 1
MairERlibirdenPag@dgeofi 122 122

factually intensive statute, made particularly difficult to analyze in a liquidation context. See In re
Rufener Const., Inc., 53 F.3d 1064, 1067 (9th Cir. 1995) (“the procedural requirements imposed by
§ 1113 appear ill-suited to a liquidation proceeding”). The Debtors would be required to meet nine-
factors, marshal substantial evidence and rebut and reply to the Unions’ legal arguments under an
expedited, contested setting. Further, if contested, a pivotal part of the Settlement Agreements —
the permanent modification of the CBAs through § 1113—does not appear to have been addressed
by a published Ninth Circuit case when a union has not consented. The Settlement Agreements
avoid the potential labor unrest and disruption to the Debtors during the sensitive pre-Closing
period that might be occasioned by a forced contract abrogation, and the obvious loss of value
arising therefrom. The Settlement Agreements not only fulfill the express Congressional goals of
compromise and “expedited collective bargaining,” they also resolve any uncertainty of potentially
“sharply contested” §§ 1113 and 1114 process over the CBAs. Inre A & C Properties, 784 F.2d
at 1380-81.

Further, the Settlement Agreements streamline and settle key aspects of the Unions claims
and Proofs of Claims and the Debtors liability for severance for re-hired employees and PTO. It
allows the Unions the benefit of continuing to assert claims for pending grievances and arbitration,
but also allows the Debtors and successors to contest these claims—allowing truly aggrieved
employees their “day in court” while allowing unmerited grievances to be ultimately dismissed
without interfering with the confirmation of the Plan. They also preclude any general “cure” or
rejection claims or other claims that the Unions could assert from the Sale and resolve retiree
benefits before the Plan process. See 11 U.S.C. § 1129(a)(13) (not allowing plan to dispose of
retiree benefits unless it pays them in full).

Given the complexity of this potential litigation, interposed with the fact that the Debtors
are in the largest healthcare case currently in the country, attorneys’ fees and costs (which would
most likely run well into the six figures for each side) and attorneys and professionals investment
in time and attention (and away from Plan and SGM Sale issues) to bring this matter to full fruition
would be high compared to the total gain and exposure. In re Lawrence & Erausquin, Inc., 124
B.R. 37, 39 (Bankr. N.D. Ohio 1990) (approving Rule 9019 settlement where “[i]f all the issues
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which have been raised in this case were to be litigated by the Trustee, the litigation would be time
consuming, burdensome, somewhat risky, and would quite possibly cost the estate more than it
would generate for the payment of unsecured creditors.”); In re Partsearch Techs., Inc., 453 B.R.
84, 105 (Bankr. S.D.N.Y. 2011) (approving Rule 9019 agreement where “the risks of litigation here
appear to be significant because of the substantial time and expense required to conduct a trial.”).
The Debtors have now filed their Disclosure Statement and Plan and wish to focus on making the
Effective Date effective instead of protracted labor litigation that can be avoided through a fair
compromise.

The Modified CBAs, the Proposal and all aspects of the Settlement Agreement result from
the arm’s length, protracted, and hard fought negotiations. The Debtors mediated the negotiations
between SGM and the Unions and arrived at the Modification for the Debtors to pass on their
Hospitals to SGM with an increased market competitiveness, while maintaining the loyalty and
morale of their employees and further settled liability and obtained other benefits for the Debtors
(such as CNA and SEIU writing to the AG to support the SGM Sale). The parties are entitled to
deference in their decisions. In re Walsh Const., Inc., 669 F.2d at 1328; In re Blair, 538 F.2d 849;
see also In re Yellowstone Mountain Club, LLC, 460 B.R. 254, 265 (Bankr. D. Mont. 2011) (citing
A& C Properties, 784 F.2d 1381) (“rather than an exhaustive investigation or a mini-trial on the
merits, this court need only find that the settlement was negotiated in good faith and is reasonable,
fair and equitable™); In re Adelphia Communications Corp., 327 B.R. 143, 163 (Bankr. S.D.N.Y.
2005), adhered to on reconsideration, 327 B.R. 175 (Bankr. S.D.N.Y. 2005) (approving settlement
of claims where debtor was to pay $715 million even where court found there “there [was] quite a
high probability that [the debtor] would ultimately prevail on at least some of its claims,” because
“that litigation” had already “been hotly contested [through] numerous legal and factual defenses”
by the counterparty against the debtors’ claims and where debtors were not likely to “win quickly,”
given the “complexities of [the] situation,” and concluding that “even a successful outcome in such
litigation likely would take substantial time [and the] the [s]ettlement [a]greements eliminate these
risks.”); In re MF Glob. Inc., 466 B.R. 244, 251 (Bankr. S.D.N.Y. 2012) (approving under Rule
9019 where “the [s]ettlement [a]greement will resolve all claims between the Parties related to the
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Property and will save the costs of further litigation [and was the] result of arms-length negotiations
and good-faith dealings among the Parties.”).

The Settlement Agreements represent the type of rational, negotiated solutions that Rule
9019 encourages, and the Court should approve it. See generally Protective Comm. for Indep.
Stockholders of TMT Trailer Ferry, Inc. v. Anderson, 390 U.S. 414, 434, 88 S. Ct. 1157, 1168, 20
L. Ed. 2d 1 (1968) (“Litigation and delay are always the alternative to settlement, and whether that
alternative is worth pursuing necessarily depends upon a reasoned judgment as to the probable
outcome of litigation.”).

V. CONCLUSION

Based upon the foregoing, the Debtors respectfully request that the Court enter an order
granting the relief requested herein (i) granting and approving the Settlement Agreements as
attached as Exhibits 1-5 so that, effective upon the Closing, (a) the Modification occurs, with (b)
the Modified CBAs then assumed and assigned through the Assumption and Assignment to SGM
(c) the other terms of the Settlement Agreement are given effect and (ii) for such other and further

relief as the Court may deem proper.

Dated: November 13,2019 DENTONS US LLP
SAMUEL R. MAIZEL

TANIA M. MOYRON
SAM J. ALBERTS

By__ /s/ Tania M. Moyron
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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DECLARATION OF RICHARD G. ADCOCK

I, Richard G. Adcock, declare that if called on as a witness, I would and could testify of my
own personal knowledge as follows:

1. I am the Chief Executive Officer (“CEQO”) of Verity Health System of California,
Inc. (“VHS”). Ibecame VHS’ CEO effective January 2018. Prior thereto, I served as VHS’ Chief
Operating Officer (“COQ”) beginning in August 2017. In my roles as COO and CEO at VHS, |
have become intimately familiar with all aspects of VHS and its above-captioned affiliates who

have also filed for bankruptcy protection (collectively the “Debtors,” and each a “Debtor”) as well

as those affiliated entities that are not in bankruptcy. I submit this Declaration in support of the
Debtors’ Omnibus Motion for Approval of 1) Settlement Agreements with Labor Unions, 2)
Assumption and Assignment of Modified Collective Bargaining Agreements, 3) Termination of
Retiree Healthcare Benefits and 4) Related Relief (the “Motion™).%

2. Except as otherwise indicated herein, this Declaration is based upon my personal
knowledge, my review of relevant documents, information provided to me by employees of the
Debtors or the Debtors’ legal and financial advisors, or my opinion based upon my experience,
knowledge, and information concerning the Debtors’ operations and the healthcare industry. If
called upon to testify, I would testify competently to the facts set forth in this Declaration.

3. True and correct copies of the following documents are attached to the Motion as
follows:

o the “CNA Settlement Agreement” (attached hereto as Exhibit 1) between the

Debtors and the California Nurses Association (“CNA”), which, in turn, seeks, inter
alia, approval of the assumption and assignment to SGM effective upon Closing of
a (1) modified CNA/VHS Master Agreement between CNA and Debtors St. Vincent
Medical Center (“SVMC”) and Seton Medical Center ("SMC"), effective
December 22, 2016-December 21, 2020, (ii) modified SVMC Local Contract

35 Unless otherwise defined herein, all capitalized terms have the definitions set forth in the Motion.

36 Modified CBAs (as defined in the Motion) are not attached to the Motion because they are SGM’s confidential,
proprietary information and trade secrets. Upon request and execution of a confidentiality agreement, the Debtors will
make the Modified CBAs available to proper requesting parties.
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2016-2020 between CNA and SVMC , effective December 22, 2016 to December
21, 2020, and (iii) modified SMC Local Contract 2016-2020 between CNA and
SMC effective December 22, 2016-December 21, 2020;

the “Local 20 Settlement Agreement” (attached hereto as Exhibit 2), between SMC

and IFPTE AFL-CIO CLC, Local 20 (“Local 20”), which, in turn, seeks, inter alia,
approval of the assumption and assignment to SGM effective upon Closing, of a
modified Collective Bargaining Agreement between Local 20 and SMC, effective
May 1, 2017-April 30, 2020;

the “NUHW Settlement Agreement,” (attached hereto as Exhibit 3), between SMC

and the National Union of Healthcare Workers (“NUHW?), which, in turn, seeks,
inter alia, approval of the assumption and assignment to NUHW effective upon
Closing, of a modified Collective Bargaining Agreement between NUHW and
SMC and SMC-Coastside, effective November 1, 2016-October 31, 2019;

the “SEIU Settlement Agreement” (attached hereto as Exhibit 4), between the

Debtors SVMC and St. Francis Medical Center (“SFMC”) and the Service
Employees International Union, United Healthcare Workers-West (“SEIU”),
which, in turn, seeks, inter alia, the assumption and assignment to SEIU effective
upon Closing of a modified Collective Bargaining Agreement between SEIU and

SFMC and SVMC, effective May 1, 2017-April 30, 2020;

the “UNAC Settlement Agreement” (attached hereto as Exhibit 5), between SFMC
and the United Nurses Associations of California/Union of Health Care
Professionals (“UNAC,” and referred to along with CNA Local 20, NUHW and
SEIU as the “Unions”), which, in turn, seeks, inter alia, approval of the assumption
and assignment to SGM effective upon Closing of a modified Labor Management
Collective Bargaining Agreement effective from December 29, 2017 to December
29, 2021;

the schedule regarding the 11 current retirees who are receiving actual retiree health

care benefits (under the program that permits retirees who elect within a set period
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of time, a supplement to continue Debtor-provided healthcare) and the one-time
payment in the amount equal to the value of those payment, which is attached as
Exhibit 6.

a. The CBAs And The Represented Employees

4. The Local 20 CBA covers 31 active employees for SMC and one retired employee

from O’Connor Regional Hospital (“OCH”)*® (with the employees as the “Local 20 Represented

Employees”). The Local 20 Represented Employees are and were predominantly Clinical
Laboratory Scientists who work primarily in the hospital laboratory.

5. The CNA CBAs cover 792 active employees at SVMC and SMC and eight retired
employees from SMC, OCH and SLRH (the “CNA Represented Employees”). The CNA

Represented Employees are and were registered nurses.

6. The UNAC CBA covers 817 active employees for SMC (the “UNAC Represented

Employees”). The UNAC Represented Employees are and were registered nurses.
7. The SEIU CBA covers active 1,331 active employees for SVMC and SFMC (the

“SEIU Represented Employees™). The SEIU Represented Employees are and were comprised of

service workers including but not limited to environmental services aides, certified nurse assistants,
unit coordinators, and technical workers, including but not limited to radiological technician and
pharmacy technicians.

8. The NUHW CBA covers active 731 active employees and 1 retired employee for
SMC and Seton Medical Center Coastside (the “NUHW Represented Employees™) (together, with

the Local 20 Represented Employees, the CNA Represented Employees, the UNAC Represented

Employees, the SEIU Represented Employees, the “Represented Employees.” The NUHW
Represented Employees are and were comprised of technicians, such as radiological technician,
pharmacy technicians, and service workers such as, environmental service aides, dietary aides,

cooks, clinical staff such licensed vocational nurse, certified nursing aides and administrative

37 Initials, rather than complete last names of the individuals have been provided for privacy purposes, with first
names identified so applicable retirees may identify themselves.

38 Although the assets of OCH have been sold to Santa Clara County under a prior Bankruptcy Case sale, Current
Retirees who were employed at OCH while it was operating continue to receive Retiree Health Benefits.
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workers such unit secretaries and clerks.

b. The Union § 1113 CBA Modification And § 1114 Retiree Healthcare
Benefit Termination Process

9. After approval of the SGM Sale, but pending completion of AG Review, the
Debtors, SGM and Unions negotiated the ultimate terms of the Settlement Agreements (the
“Negotiations”) through a series of meetings and exchanges with the Unions (the “Meetings”). The
process began on February 1, 2019, when the Debtors delivered to each of the Unions a proposal
under § 1113 and, as applicable, § 1114 (collectively, the “First Proposals”).?* The First Proposals
noted that SGM was amenable to assuming existing CBAs, provided they were modified to comport
with similar collective bargaining arrangements that covered other facilities owned and operated
by SGM. The First Proposals further represented that the Debtors “stood ready” to discuss with
the Unions any counter-proposal and that the Debtors were “open to receive and consider all
comments, concerns and any counterproposals from [the Unions]” and told the Unions that “if you
desire any specific, relevant information, do not hesitate to ask for it.” None of the Unions
submitted counter-proposals to the Debtors. After conducting discussions with SGM as to what it
wished to modify with respect to the CBAs, the Debtors and SGM then began to directly engage
each of the Unions and provide each Union with amended proposals, including proposed modified

CBAs in redline form (collectively, the “Amended Proposals”). Specifically,

a. On or about July 11, 2019 and July 15, 2019, the Debtors and SGM met with CNA
and presented the applicable Amended Proposal, which included proposed redline
changes to the CNA CBAs.

b. On or about July 19, 2019, the Debtors and SGM met with Local 20 and presented
the applicable Amended Proposal, which included proposed redline changes to the
Local 20 CBA.

C. On or about July 25, 2019, the Debtors and SGM met with SEIU and presented the
applicable Amended Proposal, which included a proposed redline to the SEIU CBA.

d. On or about July 25, 2019, the Debtors and SGM met with UNAC and presented the

39 The Debtors will make the written copies of the First Proposals, as well as the Amended Proposals (as defined, infia)
to any proper requesting party.
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applicable Amended Proposal, which included a proposed redline to the UNAC
CBA.

e. On or about July 25, 2019, the Debtors’ counsel met with NUHW and presented the
applicable Amended Proposal, which included a proposed redline to NUHW CBA.
1d. at

10. Thereafter, the Debtors continued to travel to and attend Meetings with the Unions

regarding the Amended Proposals and going-forward CBA terms with SGM, including:

f. with respect to UNAC, on August 2, 23, and 29, 2019;

g. with respect to CNA, on August 7, 8, 20, 21, 2019, and September 5, 2019;

h. with respect to SEIU, on July 30, 2019, August 13, 2019, August 30, 2019 and
September 9, 2019;

1. with respect to NUHW, on August 14 and 24, 2019 and September 10 and 15, 2019;
and

] with respect to Local 20, on August 15, 2019.

11. The in-person Meetings were also supplemented by substantial negotiations over

phone and by email, which culminated in the Debtors and the Unions executing the Settlement
Agreements attached hereto.

C. The Settlement Agreements

12. Each Settlement Agreement incorporates modified versions of the applicable

Unions’ CBA or CBAs (the “Modified CBAs”) which are to be modified under § 1113 and, as

applicable § 1114 (the “Modification™). Through the Motion, the Debtors agree to assume and

assign the CBA or CBAs (as modified under the Modified CBAs) to SGM (the “Assumption and
Assignment”), which the Unions agree to not oppose (which process is defined in the Settlement

Agreements and herein as the “Agreed Outcome™).*® The parties reached the Settlement

Agreement so that the SGM Sale is economically viable for SGM and the Debtors, while also

providing just treatment for the Debtors’ employees, including the Represented Employees.

40 Settlement Agreements at § 3. The Settlement Agreements are substantially similar. For avoidance of doubt, the
Settlement Agreement used for “Settlement Agreements at [##]” cites herein is the CNA Settlement Agreement. When
there is such a citation, all Settlement Agreements will contain such a term.
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D. Related Relief for the One Non-Union Current Retiree Who Receives Retiree Health
Care Benefits

13.  The Debtors will also pay the only Current Retiree not represented by one of the
Unions the value of their retiree benefits in cash under the same methodology provided to the
Union-represented Current Retirees. The amount to be paid is reflected on Exhibit 6.

14. The Debtors have determined in their business judgment that the relief sought in the
Motion is in the best interests of the Estates. To the extent that the Motion settles matters that the
Debtors could litigate, the Debtors believe that settlement under the terms sought in the Motion is
in the best interest of their estates in lieu of the expensive, unproductive and uncertain litigation
that would ensue without relief. The Debtors have now filed their Disclosure Statement and Plan
and wish to focus on making the Effective Date effective instead of protracted labor litigation that
can be avoided through a fair compromise

I declare under penalty of perjury under the laws of the United States of America that the
foregoing is true and correct.

Executed this 13 day of November, 2019, at Los Angeles, California.

By:_[TO BE SUBMITTED]
RICHARD G. ADCOCK

-38 -
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EXHIBIT 1
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Settlement Agreement

On this 19th day of September, 2019 (the “Settlement Date”), and subject to
approval by order of the Bankruptcy Court (as defined below), Verity Health Care System
of California, Inc., Seton Medical Center (including the campus known as Seton Medical
Center-Coastside), St. Vincent Medical Center, St. Francis Medical Center and their
affiliates in chapter 11 bankruptcy (collectively the “Debtors,” and individually a
“Debtor”), on the one hand, and the California Nurses Association (“CNA”) (collectively,
the “Parties™), on the other, and subject to the terms, conditions and approvals set forth
herein, agree to the following (the “Agreement”):

Recitals

WHEREAS, on August 31, 2018 (the “Petition Date”), each of the Debtors filed a
petition for relief under Chapter 11 of the Bankruptcy Code (the “Bankruptcy Cases™) in
the United States Bankruptcy Court for the Central District of California (the “Bankruptcy
Court”), and since that date, all Debtors have been operating as debtors in possession;

WHEREAS, CNA and St. Vincent Medical Center are parties to a certain SVMC
Local Contract 2016-2020 effective December 22, 2016-December 21, 2020 (the “SVMC
CBA”), CNA and Seton Medical Center are parties a certain SMC Local Contract 2016-
2020 effective December 22, 2016-December 21, 2020 (the “SMC CBA”) and CNA and
St. Vincent Medical Center, Seton Medical Center and other Debtors are parties to a certain
CNA/VHS Master Agreement effective December 22, 2016 —December 21, 2020 (the
“Master CBA,” and referred to with the SVMC CBA and SMC CBA as the “CBAs” and
each individually a “CBA”);

WHEREAS, the Debtors previously obtained a final order rejecting their collective
bargaining agreements with CNA covering O’Connor Hospital and St. Louise Regional
Hospital (the “SCC Rejection”) upon closing of the sale [Docket No. 1153] of these assets
to Santa Clara County (the “SCC Closing”) and also modifying the Master CBA in the
Order Granting Debtors’ Motion Under Section 1113 Of The Bankruptcy Code To (A)
Reject And Terminate The Terms Of California Nurses Association’s Collective
Bargaining Agreements With Saint Louise Regional Hospital And O ’Connor Hospital And
(B) To Modify Related Provisions In A Certain Master Agreement Upon The Closing Of
The Sale Of Hospitals To Santa Clara County [Docket No. 1578] (the “SCC CBA Order”).

WHEREAS, on January 17, 2019, the Debtors filed a Notice Of Motion For The
Entry of (I) An Order (1) Approving Form of Asset Purchase Agreement For Stalking
Horse Bidder and For Prospective Overbidders; (2) Approving Auction Sale Format,
Bidding Procedures and Stalking Horse Bid Protections, (3) Approving Form of Notice To
Be Provided To Interested Parties; (4) Scheduling A Court Hearing To Consider Approval
of The Sale To The Highest Bidder; and (5) Approving Procedures Related To The

US_Active\113177985\V-5
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Assumption of Certain Executory Contracts and Unexpired Leases; and (Il) An Order (A)
Authorizing The Sale of Property Free and Clear of All Claims, Liens and Encumbrances,
Memorandum of Points and Authorities In Support Thereof [Docket No. 1279] (the
“Remaining Hospitals Sale Motion”), which sought, among other things, to sell the assets
of St. Francis Medical Center, a California nonprofit public benefit corporation (“SFMC”),
St. Vincent Medical Center, a California nonprofit public benefit corporation (“SVMC”),
St. Vincent Dialysis Center, a California nonprofit public benefit corporation, (“SVDC”),
Seton Medical Center, a California nonprofit public benefit corporation, including Seton
Coastside (“SMC,” and referred to collectively with SFMC, SVMC and SVDC as the
“Remaining Hospitals) under a Stalking Horse Asset Purchase Agreement (the “APA”)
between Verity Health Care System of California, Inc., a California nonprofit public
benefit corporation (“Verity”), Verity Holdings, LLC, a California limited liability
company, SFMC, SVMC, SVDC, and SMC (collectively, the “Sellers”) and Strategic
Global Management, Inc., a California Corporation (“SGM”);

WHEREAS, on May 2, 2019, the Bankruptcy Court entered the Order (A)
Authorizing the Sale of Certain of the Debtors’ Assets to Strategic Global Management,
Inc. Free and Clear of Liens, Claims, Encumbrances, and Other Interests; (B) Approving

the Assumption and Assignment of an Unexpired Lease Related Thereto; and (C) Granting
Related Relief [Docket No. 2306];

WHEREAS, under the terms of the APA, SGM agreed to participate in union
negotiations related to any specific collective bargaining agreement;

WHEREAS, the Debtors have agreed to use commercially reasonable efforts to
initiate discussions with SGM and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. See APA § 5.11;

WHEREAS, SGM and the Debtors seek to effectuate the sale (the “Sale”) Closing
(used herein as that term is defined in the APA) after the review of the transaction by the
Attorney General of California (the “California AG™), by October 14, 2019, or as soon
thereafter as possible, consistent with the terms and conditions of the APA;

WHEREAS, upon the Closing, the Debtors will no longer operate or employ anyone
at the Remaining Hospitals;

WHEREAS, CNA has filed a proof of claim (collectively, along with any and all
amendments, the (“POC”) in the Bankruptcy Cases against the Debtors, which has been
designated as claim number #5169;

WHEREAS, the Debtors have, in good faith, sought to facilitate the modifications

to the CBAs desired by SGM and to otherwise consensually resolve issues and claims of
CNA;

US_Active\113177985\V-5
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WHEREAS, on February 1, 2019, the Debtors sent to CNA a proposal under §§
1113/1114 to modify the CBAs and to resolve other issues;

WHEREAS, on or about July 25, 2019, the Debtors presented CNA with an
amended §§ 1113/1114 proposal and, along with SGM, began the process of negotiating
changes to terms of the CBAs acceptable to SGM and CNA; and

WHEREAS, beginning on July 25, 2019 and through the Settlement Date, the
Debtors, SGM, and CNA have met and negotiated on several occasions about modifying
the CBAs and the Debtors and CNA have otherwise exchanged proposals to resolve the
other issues between the Parties.

NOW THEREFORE, the Parties agree as follows:

Terms

1. Effective and conditioned upon the Closing, the CBAs shall be modified in the form
attached hereto as Exhibit 1 (the “Modified CBAs”) under §§ 1113/1114 of the
Bankruptcy Code (the “Modification”).

2. Effective and conditioned upon the Closing, the Debtors will assume and assign the
CBAs (as modified under the Modified CBAs) to SGM (the “Assumption and

Assignment”).

3. CNA agrees to (a) accept 1) the Modification, i1) the Assumption and Assignment
and iii) the terms of the foregoing (collectively, the “Agreed Outcome™) (b) support,
as lawful and as commercially reasonable, motions or plans filed by the Debtors in
the Bankruptcy Cases, seeking approval of the Agreed Outcome; provided,
however, that nothing in this Agreement is intended to affect A) CNA rights and
remedies against SGM in connection with x) post-Closing operations at SMC and
SVMC, including, but not limited to, interaction with the California AG, and y)
adequate assurance of future performance by SGM; and B) the Parties’ rights to
seek enforcement of the terms of this Agreement from the Bankruptcy Court.

4. Upon Closing, SGM will become solely responsible for performance of all post-
Closing obligations arising under the Modified CBAs.

5. Upon Closing, the CBAs (as modified under the Modified CBAs) will be deemed
to be automatically assigned to SGM in full.

6. The Debtors: (a) will not have any liability or obligation to perform under the CBAs
or Modified CBAs with respect to post-Closing activity; (b) shall in no way be liable

US_Active\113177985\V-5
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for or otherwise responsible for any “cure” obligations independent of any CNA
claims that may be expressly preserved under this Agreement; and (c) and shall in
no way be liable for or otherwise for any nonperformance or violation by SGM or
any of its affiliates arising at any time.

7. In further resolution, the following claims shall be allowed and receive the following
treatment:

a. PTO: each employee who is not offered a job with SGM, including Global
Medical Center of Downtown Los Angeles, LLC (“GMCDLA”) or Global
Medical Center of San Mateo County, LLC (“GMCSMC”), will be allowed
in the Bankruptcy Cases a claim for unused and unpaid PTO calculated under
the “accrual method;” meaning PTO earned and yet unpaid or used 1) on or
after the Petition Date, will be granted administrative status, 2) between
March 4, 2018 to the Petition Date, will be granted priority claim status up
to any remaining balance under § 507(a)(4) (up to a maximum of $12,850
per employee) with any excess granted general unsecured claim status and;
3) prior to March 4, 2018 ,will be given general unsecured claim status. The
administrative and priority claim portions of an allowed PTO claim will be
paid with the employee’ last paycheck (upon the Closing);

b. Severance:

i) each employee who is not offered employment by SGM, including
GMCDLA or GMCSMC, no later than the date of Closing, will be allowed
a claim for severance calculated under the “accrual method”—meaning
severance earned but not yet paid will be calculated on per diem basis from
the date of the employee’s retention by a Debtor to the earlier of the date of
their termination or the Closing—and treated as follows: 1) amounts earned
on and after Petition Date through the date of termination or the Closing
(whichever is earlier) will receive administrative status; 2) amounts earned
after March 4, 2018 and through the day prior to the Petition Date will receive
priority claim status up to any remaining balance under § 507(a)(4) (up to a
maximum of $12,850 per employee), with any excess granted general
unsecured claim status; and 3) amounts earned prior to March 4, 2018 will
receive general unsecured claim status. The administrative and priority claim
portions will be paid within 30 business days of the Effective Date of a
confirmed Bankruptcy Plan (as defined in such plan or confirmation order,
and referred to herein as the “Bankruptcy Plan Effective Date”), provided,
further, that payment of severance to an employee is contingent on that
employee executing a written general release in a form acceptable to CNA
and the Debtors;

US_Active\113177985\V-5
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i1) notwithstanding anything to the contrary contained in or caused by the
SCC CBA Order, each employee who was not offered employment by SCC
by the SCC Closing, will be allowed a claim for severance calculated under
the “accrual method”—meaning severance earned but not yet paid will be
calculated on per diem basis from the date of the employee’s retention by a
Debtor to the earlier of the date of their termination or the SCC Closing—
and treated as follows: 1) amounts earned on and after Petition Date through
the date of termination or the SCC Closing (whichever is earlier) will receive
administrative status; 2) amounts earned after March 4, 2018 and through the
day prior to the Petition Date will receive priority claim status up to any
remaining balance under § 507(a)(4) (up to a maximum of $12,850 per
employee), with any excess granted general unsecured claim status; and 3)
amounts earned prior to March 4, 2018 will receive general unsecured claim
status. The administrative and priority claim portions will be paid within 30
business days of the Bankruptcy Plan Effective Date, provided, further, that
payment of severance to an employee is contingent on that employee
executing a written general release in a form acceptable to CNA and the
Debtors;

C. Grievance Claims:

1) Any grievance claim of an employee being represented by CNA that
is not settled as of the Bankruptcy Plan Effective Date will be treated in
accordance with the Plan or otherwise in accordance with bankruptcy law.
The parties agree to work with SGM in the event that the remedy is or
includes reinstatement of the employee after the Closing;

1) Kris Suzuki, who is a member of CNA, settled a termination-based
grievance claim in June 2018 with one or more of the Debtors in the amount
of $70,000, and received $25,000 of that amount prepetition, will receive an
allowed priority claim under §507(a)(4) in the amount of $12,850 and a
general unsecured claim in the amount of $27,150; and

The claims in 1) and ii) will be treated in the same manner as severance claims
in paragraph 7(b) above.

d. Educational Claims. Any allowed unpaid claim for reimbursement of
educational expenses of employee represented by CNA will be calculated
under the “accrual method,” meaning that such claim will be calculated on
per diem basis from the date of retention to the earlier of the date of
termination or the date of Closing and treated as follows: 1) amounts earned
on or after the Petition Date through the date of termination or the Closing
(whichever is earlier) earned will receive administrative status; 2) amounts
earned after March 4, 2018 and through the day prior to the Petition Date will

5

US_Active\113177985\V-5



cease 208-ph IO LHR Do o4 1 Eiled 34AGIRN) 4 botered 04A6G/A922:96:88 | DDese6
MairERlibirdenPag@ageoba 2t 122

be granted priority claim status up to any remaining balance under §
507(a)(4) (up to a maximum of $12,850 per employee), with any excess
granted general unsecured claim status; and 3) amounts earned prior to
March 4, 2018 will receive general unsecured claim status. The
administrative and priority claim portions will be paid within 30 business
days of Bankruptcy Plan Effective Date; and

f. All other prepetition claims, prepetition priority claims and administrative
expenses and claims arising from the Petition Date to the Settlement Date not
enumerated in subparagraphs a) through d) above are deemed waived;
provided further, 1) CNA does not waive the right to assert any unpaid
administrative expenses that arise from the Settlement Date to the Closing
and the Debtors maintain the right to oppose such administrative expenses;
2) the Debtors maintain the right to seek estimation from the Bankruptcy
Court of any claims and administrative expenses for voting or distribution
purposes and CNA maintains the right to oppose such estimation; and 3) the
Parties agree that the Bankruptcy Court retains jurisdiction to determine the
allowance, priority and treatment of all claims and administrative expenses.

8. With respect to Retiree Health Benefits:

a. Subject to subparagraph (c), CNA agrees that the CBAs shall be deemed
automatically modified to immediately terminate and discontinue the Retiree
Health Benefit under § 1114;

b. CNA agrees to further support the termination and discontinuation of the
Retiree Health Benefit with respect to all current and former employees,
including any relief sought under or in accordance with § 1114; and

C. The Debtors will seek approval of a one-time payment to each Retiree equal
to the present value of each Retiree’s Retiree Health Benefit, in the amount
set forth on Exhibit 2.

9. As between CNA and the Debtors, to the extent there is any conflict between this
Agreement and the CBAs or the Modified CBAs, this Agreement shall control.

10.  Any dispute concerning the terms and interpretation of this Agreement shall be
resolved by the Bankruptcy Court.

11.  CNA agrees to support any Plan of the Debtors that does not contradict the material
terms of this Agreement.

US_Active\113177985\V-5



228~ plg PITH AR i 66; _
cease 2 % 151%%%{&%%3&4{%’%@1@@@%98@ 66:89 |0Dese7

12.  Terms of this Agreement shall be null and void in the event that 1) the Sale does not
close, or 2) the Sale closes for a purchase price that is materially less than the
contracted amount in the APA.

13.  The Parties reserve all rights and defenses provided to them under the Bankruptcy
Code except as otherwise stated herein.

14.  CNA hereby withdraws any outstanding information requests that relate to this
Agreement or the §§ 1113/1114 process.

15.  CNA agrees to support the prompt Closing of the Sale, including sending to
California AG as copy of the letter attached hereto as Exhibit 3.

16.  The effectiveness of this Agreement is subject to the approval of the Bankruptcy
Court. Approval of this Agreement will be sought by motion of the Debtors and
affirmatively supported by CNA.

17.  The terms of this Agreement supersede any prior agreement(s) between the Parties.

18  Any modification of this Agreement must be in writing and approved by both
Parties.

19 By executing below, each Party represents that it has the requisite authority to enter
into an implement all terms of this Agreement.

B 4

The Debtors

(0L
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Settlement Agreement

On this 19 day of September, 2019 (the ), and subject to approval
by of the uptcy Court (as de b rity
Cal a, Inc., Medical Center (in g us k
Center-Coastside), St. Vincent Medical C s M
affiliates in chapter 11 bankruptcy (collectively the ° .. and individually a
“ "), on the one hand, and IFPTE AFL-CIO CLC, Local 20 ( )
(collectively, the « ), on the other, and subject to the terms, conditions and approvals
set forth herein, agree to the following (the * ).

Recitals

WHEREAS, Local 20 and Seton Medical Center are parties to a certain Collective
Bargaining Agreement, effective May 1, 2017 - April 30, 2020 (the “CBA”™);

WHEREAS, on August 31, 2018 (the “ ), each of the Debtors filed a
petition for relief under Chapter 11 of the Bankruptcy Code (the “ ) in
the United States Bankruptcy Court for the Central District of California (the “

Court”), and since that date, all Debtors have been operating as debtors in possession;

WHEREAS, on January 17, 2019, the Debtors filed a Notice Of Motion For The
Entry of (I) An Order (1) Approving Form of Asset Purchase Agreement For Stalking
Horse Bidder and For Prospective Overbidders; (2) Approving Auction Sale Format,
B Procedures and Stalking Horse Bid Protections; (3) Approving Form of Notice To
Be Provided To Interested Parties; (4) Scheduling A Court Hearing To Consider Approval
of The Sale To The Highest Bidder, and (5) Approving Procedures Related To The
Assumption of Certain Executory Contracts and Unexpired Leases; and (II) An Order (4)
Authorizing The Sale of Property Free and Clear of All Claims, Liens and Encumbrances;
Memorandum of Points and Authorities In Support Thereof [Docket No. 1279] (the
«“ "), which sought, among other things, to sell the assets
of St. Francis Medical Center, a California nonprofit public benefit corporation (“SFMC”),
St. Vincent Medical Center, a California nonprofit public benefit corporation (“SVMC”),
St. Vincent Dialysis Center, a California nonprofit public benefit corporation, (“SVDC”),
Seton Medical Center, a California nonprofit public benefit corporation, including Seton
Coast31de (“SMC,” and referred to collectively with SFMC, SVMC and SVDC as the
") under a Stalking Horse Asset Purchase Agreement (the “APA”)
between Verity Health Care System of California, Inc., a California nonprofit public
benefit corporation (“Verity”), Verity Holdings, LLC, a California limited liability
company, SFMC, SVMC, SVDC, and SMC (collectively, the “Sellers”) and Strategic
Global Management, Inc., a California Corporation (“SGM”);

US Active\113177963\v-1
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WHEREAS, on May 2, 2019, the Bankruptcy Court entered the Order (4)
Authorizing the Sale of Certain of the Debtors’ Assets to Strategic Global Management,
Inc. Free and Clear of Liens, Claims, Encumbrances, and Other Interests; (B) Approving
the Assumption and Assignment of an Unexpired Lease Related Thereto; and (C) Granting
Related Relief [Docket No. 2306];

WHEREAS, under the terms of the APA, SGM agreed to participate in union
negotiations related to any specific collective bargaining agreement;

WHEREAS, the Debtors have agreed to use commercially reasonable efforts to
initiate discussions with SGM and conduct discussions to renegotiate. each collective
bargaining agreement currently in effect with each applicable union. See APA § 5.11;

WHEREAS, SGM and the Debtors seek to effectuate the sale (the “Sale™) Closing

ein at term is n het tion by the
Ge of Califo “ 14, or as soon
thereafter as possible, consistent with the ter AP

WHEREAS, upon the Closing, the Debtors will no longer operate or employ anyone
at the Remaining Hospitals;

WHEREAS, Local 20 has filed a proof of claim (collectively, along with any and
all amendments, the (“POC”) in the Bankruptcy Cases, which has been designated as claim

number #5169;

WHEREAS, the Debtors have, in good faith, sought to facilitate the modifications
to the CBA desired by SGM and to otherwise consensually resolve issues and claims of
Local 20;

WHEREAS, on February 1, 2019, the Debtors sent to Local 20 a proposal under §§
1113/1114 to modify the CBA and to resolve’ other issues;

WHEREAS, on or about July 25, 2019, the Debtors presented Local 20 with an
amended §§ 1113/1114 proposal and, along with SGM, began the process of negotiating
changes to terms of the CBA acceptable to SGM and Local 20,

WHEREAS, beginning on July 25, 2019 and through the Settlement Date, the
Debtors, SGM, and Local 20 have met and negotiated on several occasions about
modifying the CBA and the Debtors and Local 20 have otherwise exchanged proposals to
resolve the other issues between the Parties; and

US Active\113177963\V-1
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WHEREAS, Debtors and Local 20 have tentatively agreed upon a Modified CBA
subject to ratification by the bargaining unit.

NOW THEREFORE, the Parties agree as follows:

Terms

1 Effective and conditioned upon the Closing, and ratification, the CBA shall be

modified in the form attached hereto as Exhibit 1 (the ) under §§
1113/1114 of the Bankruptcy Code (the ).
2 Effective and conditioned upon the Closing, the Debtors will assume and assign the
CBA (as modified under the Modified CBA) to SGM (the “
3).

3 Local 20 agrees to (a) accept i) the Modification, ii) the Assumption and
Assignment and iii) the terms of the foregoing (collectively, the
) (b) not to oppose, as lawtul and as commercially reasonable, motions or
plans filed by the Debtors in the Bankruptcy Cases, seeking approval of the Agreed
Outcome; provided, however, that nothing in this Agreement is intended to affect
A) Local 20 rights and remedies against SGM in connection with x) post-Closing
operations at SMC, including, but not limited to, interaction with the California AG,
and y) adequate assurance of future performance by SGM; and B) the Parties’ rights
to seek enforcement of the terms of this Agreement from the Bankruptcy Court.

4 Upon Closing, SGM will become solely responsible for performance of all post-
Closing obligations arising under the Modified CBA.

5 Upon Closing, the CBA (as modified under the Modified CBA) will be deemed to
be automatically assigned to SGM in full.

6. The Debtors: (a) will not have any liability or obligation to perform under the CBA
or Modified CBA with respect to post-Closing activity; (b) shall in no way be liable
for or otherwise responsible for any “cure” obligations independent of any Local 20
claims that may be expressly preserved under this Agreement; and (c¢) and shall in
no way be liable for or otherwise for any nonperformance or violation by SGM or
any of its affiliates arising at any time.

7 In further resolution, the following claims shall be allowed and receive the following
treatment:

a. PTO: Each employee who is not offered a job with SGM, including KPC
Global Medical Center of San Mateo County, LLC (“GMCSMC™), will be

3
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allowed in the Bankruptcy Cases a claim for unused and unpaid PTO
calculated under the “accrual method;” meaning PTO earned and yet unpaid
or used 1) on or after the Petition Date, will be granted administrative status,
2) between March 4, 2018 to the Petition Date, will be granted priority claim
status up to any remaining balance under § 507(a)(4) (up to a maximum of
$12,850 per employee) with any excess granted general unsecured claim
status and; 3) prior to March 4, 2018 ,will be given general unsecured claim
status. The administrative and priority claim portions of an allowed PTO
claim will be paid with the employee’ last paycheck (upon the Closing);

Severance: Each employee who is not offered employment with SGM,
including GMCSMC no later than the date of Closing, will be allowed a
claim for severance calculated under the “accrual method”—meaning
severance earned but not yet paid will be calculated on per diem basis from
the date of the employee’s retention by a Debtor to the earlier of the date of
their termination or the Closing—and treated as follows: 1) amounts earned
on and after Petition Date through the date of termination or the Closing
(whichever is earlier) will receive administrative status; 2) amounts earned
after March 4, 2018 and through the day prior to the Petition Date will receive
priority claim status up to any remaining balance under § 507(a)(4) (up to a
maximum of $12,850 per employee), with any excess granted general
unsecured claim status; and 3) amounts earned prior to March 4, 2018 will
receive general unsecured claim status, The administrative and priority claim
portions will be paid within 30 business days of the Effective Date of a
confirmed Bankruptcy Plan (as defined in such plan or confirmation order,
and referred to herein as the “ ), provided,
further, that payment of severance to an employee is contingent on that
employee executing a written general release in a form acceptable to Local
20 and the Debtors;

Grievance Claims: Any grievance claim of an employee being represented
by Local 20 that is not settled as of the Bankruptcy Plan Effective Date will
be treated in accordance with the Plan or otherwise in accordance with
bankruptcy law. The parties agree to work with GMCSMC in the event that
the remedy is or includes reinstatement of the employee after the Closing;

Educational Claims. Any allowed unpaid claim for reimbursement of
educational expenses of employee represented by Local 20 will be calculated
under the “accrual method,” meaning that such claim will be calculated on
per diem basis from the date of retention to the earlier of the date of
termination or the date of Closing and treated as follows: 1) amounts earned
on or after the Petition Date through the date of termination or the Closing
(whichever is earlier) earned will receive administrative status; 2) amounts

4
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earned after March 4, 2018 and through the day prior to the Petition Date will
be granted priority claim status up to any remaining balance under §
507(a)(4) (up to a maximum of $12,850 per employee), with any excess
granted general unsecured claim status; and 3) amounts earned prior to
March 4, 2018 will receive general unsecured claim status. The
administrative and priority claim portions will be paid within 30 business
days of Bankruptcy Plan Effective Date; and

€. All other prepetition claims, prepetition priority claims and administrative
expenses and claims arising from the Petition Date to the Settlement Date not
enumerated in subparagraphs a) through d) above are deemed waived;
provided further, 1) Local 20 does not waive the right to assert any unpaid
administrative expenses that arise from the Settlement Date to the Closing
and the Debtors maintain the right to oppose such administrative expenses;
2) the Debtors maintain the right to seek estimation from the Bankruptcy
Court of any claims and administrative expenses for voting or distribution
purposes and Local 20 maintains the right to oppose such estimation; and 3)
the Parties agree that the Bankruptcy Court retains jurisdiction to determine
the allowance, priority and treatment of all claims and administrative
expenses.

8 With respect to Retiree Health Benefits:

a. Subject to subparagraph (c), Local 20 agrees that the CBA shall be deemed
automatically modified to immediately terminate and discontinue the Retiree
Health Benefit under § 1114;

b. Local 20 agrees to further support the termination and discontinuation of the
Retiree Health Benefit with respect to all current and former employees,
including any relief sought under or in accordance with § 1114; and

c. The Debtors will seek approval of a one-time payment to each Retiree equal
to the present value of each Retiree’s Retiree Health Benefit, in the amount
set forth on Exhibit 2.

9 As between Local 20 and the Debtors, to the extent there is any conflict between
this Agreement and the CBA or the Modified CBA, this Agreement shall control.
However, the Modified CBA is subject to ratification vote by the bargaining unit
which shall be held on or before the end of September 2019.

10 Any dispute concerning the terms and interpretation of this Agreement shall be
resolved by the Bankruptcy Court.
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11.  Local 20 agrees to not oppose any Plan of the Debtors that does not contradict the
material terms of this Agreement.

12.  Terms of this Agreement shall be null and void in the event that 1) the Sale does not
close, or 2) the Sale closes for a purchase price that is materially less than the
contracted amount in the APA.

13.  The Parties reserve all rights and defenses provided to them under the Bankruptcy
Code except as otherwise stated herein.

14. Local 20 hereby withdraws any outstanding information requests that relate to this
Agreement or the §§ 1113/1114 process.

15.  Local 20 agrees to not oppose the prompt Closing of the Sale.

16.  The effectiveness of this Agreement is subject to the approval of the Bankruptcy
Court. Approval of this Agreement will be sought by motion of the Debtors and
affirmatively supported by Local 20.

17.  The terms of this Agreement supersede any prior agreement(s) between the Parties.

18.  Any modification of this Agreement must be in writing and approved by both
Parties.

19. By executing below, each Party represents that it has the requisite authority to enter
into an implement all terms of this Agreement.

Local 20

By:

The De

Wl
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Settlement Agreement

On this 16th day of September, 2019 (the ° "), and subject to
approval by order of the Bankruptcy Court (as defined below), Verity Health Care System
of California, Inc., Seton Medical Center (including the campus known as Seton Medical
Center-Coastside), St. Vincent Medical Center, St. Francis Medical Center and their
affiliates in chapter 11 bankruptcy (collectively the * ,7 and individually a
¢ ), on the one hand, and the National Union of Healthcare Workers (“NUHW™)
(collectively, the ¢ ), on the other, and subject to the terms, conditions and Is

set forth herein, agree to the following (the ¢ ):

Recitals

WHERFAS, NUHW and Seton Medical Center and Seton Medical Center-
Coastside are parties to a certain Collective Bargaining Agreement, effective November 1,
2016 to October 31, 2019 (the “CBA”);

WHEREAS, on August 31, 2018 (the * ), each of the Debtors filed a
petition for relief under Chapter 11 of the Bankruptcy Code (the “ ”) in
the United States Bankruptcy Court for the Central District of California (the “Bankruptcy
Court”), and since that date, all Debtors have been operating as debtors in possession;

WHEREAS, on January 17, 2019, the Debtors filed a Notice Of Motion For The
Entry of (I) An Order (1) Approving Form of Asset Purchase Agreement For Stalking
Horse Bidder and For Prospective Overbidders; (2) Approving Auction Sale Format,
B Procedures and Stalking Horse Bid Protections, (3) Approving Form of Notice To
Be Provided To Interested Parties; (4) Scheduling A Court Hearing To Consider Approval
of The Sale To The Highest Bidder; and (5) Approving Procedures Related To The
Assumption of Certain Executory Contracts and Unexpired Leases; and (II) An Order (4)
Authorizing The Sale of Property Free and Clear of All Claims, Liens and Encumbrances,
Memorandum of Points and Authorities In Support Thereof [Docket No. 1279] (the
”), which sought, among other things, to sell the assets
of St. Francis Medical Center, a California nonprofit public benefit corporation (“SFMC">),
St. Vincent Medical Center, a California nonprofit public benefit corporation (“SVMC”),
St. Vincent Dialysis Center, a California nonprofit public benefit corporation, (“SVDC™),
Seton Medical Center, a California nonprofit public benefit corporation, including Seton
Coast51de (“SMC,” and referred to collectively with SFMC, SVMC and SVDC as the
”) under a Stalking Horse Asset Purchase Agreement (the “APA”)
between Verity Health Care System of California, Inc., a California nonprofit public
benefit corporation (“Verity”), Verity Holdings, LLC, a California limited liability
company, SFMC, SVMC, SVDC, and SMC (collectively, the “ ’) and Strategic
Global Management, Inc., a California Corporation (“SGM™);

1
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WHEREAS, on May 2, 2019, the Bankruptcy Court entered the Order (4)
Authorizing the Sale of Certain of the Debtors’ Assets to Strategic Global Management,
Inc. Free and Clear of Liens, Claims, Encumbrances, and Other Interests; (B) Approving

the Assumption and Assignment of an Unexpired Lease Related Thereto; and (C) Granting
Related Relief [Docket No. 2306];

WHEREAS, under the terms of the APA, SGM agreed to participate in union
negotiations related to any specific collective bargaining agreement;

WHEREAS, the Debtors have agreed to use commercially reasonable efforts to
initiate discussions with SGM and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. See APA § 5.11;

WHEREAS, SGM and the Debtors seek to effectuate the sale (the “Sale”) Closing
(used herein as that term is defined in the APA) after the review of the transaction by the
Attorney General of California (the ¢ ), by October 14, 2019, or as soon
thereafter as possible, consistent with the terms and conditions of the APA,;

WHEREAS, upon the Closing, the Debtors will no longer operate or employ anyone
at the Remaining Hospitals;

WHEREAS, NUHW has filed no proofs of claim in the Bankruptcy Cases;

WHEREAS, the Debtors have, in good faith, sought to facilitate the modifications
to the CBA desired by SGM and to otherwise consensually resolve issues and claims of
NUHW;

WHEREAS, on February 1, 2019, the Debtors sent to NUHW a proposal under §§
1113/1114 to modify the CBA and to resolve other issues;

WHEREAS, on or about July 25, 2019, the Debtors presented NUHW with an
amended §§ 1113/1114 proposal and, along with SGM, began the process of negotiating
changes to terms of the CBA acceptable to SGM and NUHW; and

WHEREAS, beginning on July 25, 2019 and through the Settlement Date, the
Debtors, SGM, and NUHW have met and negotiated on several occasions about modifying
the CBA and the Debtors and NUHW have otherwise exchanged proposals to resolve the
other issues between the Parties.

NOW THEREFORE, the Parties agree as follows:
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Terms

1 Effective and conditioned upon the Closing, the CBA shall be modified in the form
attached hereto as Exhibit 1 (the ° ) under §§ 1113/1114 of the
Bankruptcy Code (the “ .

2. Effective and conditioned upon the Closing, the Debtors will assume and assign the
CBA (as modified under the Modified CBA) to SGM (the °

”)'

3 NUHW agrees to (a) accept i) the Modification, ii) the Assumption and Assignment
and iii) the terms of the foregoing (collectively, the ’) (b) not to
oppose, as lawful and as commercially reasonable, motions or plans filed by the
Debtors in the Bankruptcy Cases, secking approval of the Agreed Outcome;
provided, however, that nothing in this Agreement is intended to affect A) NUHW
rights and remedies against SGM in connection with x) post-Closing operations at
SMC, including, but not limited to, interaction with the California AG, and y)
adequate assurance of future performance by SGM; and B) the Parties’ rights to
seek enforcement of the terms of this Agreement from the Bankruptcy Court.

4. Upon Closing, SGM will become solely responsible for performance of all post-
Closing obligatiens arising under the Modified CBA.

5. Upon Closing, the CBA (as modified under the Modified CBA) will be deemed to
+ be automatically assigned to SGM in full.

6 The Debtors: (a) will not have any liability or obligation to perform under the CBA
or Modified CBA with respect to post-Closing activity; (b) shall in no way be liable
for or otherwise responsible for any “cure” obligations independent of any NUHW
claims that may be expressly preserved under this Agreement; and (c) and shall in
no way be liable for or otherwise for any nonperformance or violation by SGM or
any of its affiliates arising at any time.

7 In further resolution, the following claims shall be allowed and receive the following
treatment:

a. PTO: each employee who is not offered a job with SGM, including KPC
Global Medical Center of San Mateo County, LLC (“GMCSMC™), will be
allowed in the Bankruptcy Cases a claim for unused and unpaid PTO
calculated under the “accrual method;” meaning PTO earned and yet unpaid
or used 1) on or after the Petition Date, will be granted administrative status,
2) between March 4, 2018 to the Petition Date, will be granted priority claim
status up to any remaining balance under § 507(a)(4) (up to a maximum of

3
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$12,850 per employee) with any excess granted general unsecured claim
status and; 3) prior to March 4, 2018,will be given general unsecured claim
status. The administrative and priority claim portions of an allowed PTO
claim will be paid with the employee’ last paycheck (upon the Closing);

b Severance: each employee who is not offered employment by KPC,
including GMCSMC no later than the date of Closing, will be allowed a
claim for severance calculated under the ‘“accrual method”—meaning
severance earned but not yet paid will be calculated on per diem basis from
the date of the employee’s retention by a Debtor to the earlier of the date of
their termination or the Closing—and treated as follows: 1) amounts earned
on and after Petition Date through the date of termination or the Closing
(whichever is earlier) will receive administrative status; 2) amounts earned
after March 4, 2018 and through the day prior to the Petition Date will receive
priority claim status up to any remaining balance under § 507(a)(4) (up to a
maximum of $12,850 per employee), with any excess granted general
unsecured claim status; and 3) amounts earned prior to March 4, 2018 will
receive general unsecured claim status. The administrative and priority claim
portions will be paid within 30 business days of the Effective Date of a
confirmed Bankruptcy Plan (as defined in such plan or confirmation order,
and referred to herein as the ¢ ), provided,
further, that payment of severance to an employee is contingent on that
employee executing a written general release in a form acceptable to NUHW
and the Debtors;

c Grievance Claims: Any grievance claim of an employee being represented
by NUHW that is not settled as of the Bankruptcy Plan Effective Date will
be treated in accordance with the Plan or otherwise in accordance with
bankruptcy law. The parties agree to work with GMCSMC in the event that
the remedy is or includes reinstatement of the employee after the Closing;

d. Educational Claims. Any allowed unpaid claim for reimbursement of
educational expenses of employee represented by NUHW will be calculated
under the “accrual method,” meaning that such claim will be calculated on
per diem basis from the date of retention to the earlier of the date of
termination or the date of Closing and treated as follows: 1) amounts earned
on or after the Petition Date through the date of termination or the Closing
(whichever is earlier) earned will receive administrative status; 2) amounts
earned after March 4, 2018 and through the day prior to the Petition Date will
be granted priority claim status up to any remaining balance under §
507(a)(4) (up to a maximum of $12,850 per employee), with any excess

4
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granted general unsecured claim status; and 3) amounts earned prior to
March 4, 2018 will receive general unsecured claim status. The
administrative and priority claim portions will be paid within 30 business
days of Bankruptcy Plan Effective Date; and

e. All other prepetition claims, prepetition priority claims and administrative
expenses and claims arising from the Petition Date to the Settlement Date not
enumerated in subparagraphs a) through d) above are deemed waived;
provided further, 1) NUHW does not waive the right to assert any unpaid
administrative expenses that arise from the Settlement Date to the Closing
and the Debtors maintain the right to oppose such administrative expenses;
2) the Debtors maintain the right to seek estimation from the Bankruptcy
Court of any claims and administrative expenses for voting or distribution
purposes and NUHW maintains the right to oppose such estimation; and 3)
the Parties agree that the Bankruptcy Court retains jurisdiction to determine
the allowance, priority and treatment of all claims and administrative
expenses.

8 With respect to Retiree Health Benefits:

a. Subject to subparagraph (c), NUHW agrees that the CBA shall be deemed
automatically modified to immediately terminate and discontinue the Retiree
Health Benefit under § 1114;

b NUHW agrees to further support the termination and discontinuation of the
Retiree Health Benefit with respect to all current and former employees,
including any relief sought under or in accordance with § 1114; and

c. The Debtors will seek approval of a one-time payment to each Retiree equal
to the present value of each Retiree’s Retiree Health Benefit, in the amount
set forth on Exhibit 2.

9 As bétween NUHW and the Debtors, to the extent there is any conflict between this
Agreement and the CBA or the Modified CBA, this Agreement shall control.

10  Any dispute concerning the terms and interpretation of this Agreement shall be
resolved by the Bankruptcy Court.

11 NUHW agrees to not oppose any Plan of the Debtors that does not contradict the
material terms of this Agreement.
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12.  Terms of this Agreement shall be null and void in the event that 1) the Sale does not
close, or 2) the Sale closes for a purchase price that is materially less than the
contracted amount in the APA.

13 The Parties reserve all rights and defenses provided to them under the Bankruptcy
Code except as otherwise stated herein.

14. NUHW hereby withdraws any outstanding information requests that relate to this
Agreement or the §§ 1113/1114 process.

15. NUHW agrees to not oppose the prompt Closing of the Sale.

16.  The effectiveness of this Agreement is subject to the approval of the Bankruptcy
Court. Approval of this Agreement will be sought by motion of the Debtors and
affirmatively supported by NUHW.

17.  The terms of this Agreement supersede any prior agreement(s) between the Parties.

18.  Any modification of this Agreement must be in writing and approved by both
Parties.

19. By executing below, each Party represents that it has the requisite authority to enter
into an implement all terms of this Agreement.

NUHW

The Debtors

By: U’QL

US Active\113178089\V-1
113178089\V-3



Cdsase 20287aipBR 8y  (den3@ed 1 Filed04/06519.4, fontered 0416/ G28:66 8% |Deses2
MaireRlibitdenPag@d@eot 222 122

EXHIBIT 4
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Settlement Agreement

On this 17th day of September, 2019 (the “Settlement Date”), and subject to
approval by order of the Bankruptcy Court (as defined below), Verity Health Care
System of California, Inc., Seton Medical Center (including the campus known as Seton
Medical Center-Coastside), St. Vincent Medical Center, St. Francis Medical Center and
their affiliates in chapter 11 bankruptcy (collectively the “Debtors,” and individually a
“Debtor”), on the one hand, and the Service Employees International Union - United
Healthcare Workers West (“SEIU-UHW”) (collectively, the “Parties™), on the other, and
subject to the terms, conditions and approvals set forth herein, agree to the following (the

“Agreement”):
Recitals

WHEREAS, on August 31, 2018 (the ), each of the Debtors filed a
petition for relief under Chapter 11 of the Bankruptcy Code (the “Bankruptcy Cases™) in
the United States Bankruptcy Court for the Central District of California (the
“Bankruptcy Court™), and since that date, all Debtors have been operating as debtors in
possession;

WHEREAS, the Debtors previously obtained a final order modifying the CBA to
reject the terms of the CBA covering O’Connor Hospital and St. Louise Regional
Hospital upon closing of the sale [Docket No. 1153] of these assets to Santa Clara County
(the “SCC Closing”) in the SCC CBA Order;

WHEREAS, SEIU-UHW and St. Francis Medical Center and St. Vincent Medical
Center currently are parties to a Collective Bargaining Agreement effective November 1,
2018 - October 31, 2021 (the “CBA”), which was modified by the Order Granting
Debtors’ Motion Under § 1113 Of The Bankruptcy Code To Modify, Reject And
Terminate The Terms Of Service Employee International Union-United Healthcare
Workers-West's Collective Bargaining Agreements With Certain Debtors Upon The
Closing Of The Sale Of Hospitals To Santa Clara County [Docket No. 1577] that, inter
alia, removed O’Connor Hospital and Saint Louise Regional Hospital as parties thereto
(the “SCC CBA Order”);

WHEREAS, on January 17, 2019, the Debtors filed a Notice Of Motion For The
Entry of (I) An Order (1) Approving Form of Asset Purchase Agreement For Stalking
Horse Bidder and For Prospective Overbidders; (2) Approving Auction Sale Format,
Bidding Procedures and Stalking Horse Bid Protections; (3) Approving Form of Notice
To Be Provided To Interested Parties; (4) Scheduling A Court Hearing To Consider
Approval of The Sale To The Highest Bidder; and (5) Approving Procedures Related To
The Assumption of Certain Executory Contracts and Unexpired Leases; and (II) An
Order (A) Authorizing The Sale of Property Free and Clear of All Claims, Liens and
Encumbrances; Memorandum of Points and Authorities In Support Thereof [Docket No.

1
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1279] (the ¢ ), which sought, among other things, to
sell the assets of St. Francis Medical Center, a California nonprofit public benefit
corporation (“SFMC”), St. Vincent Medical Center, a California nonprofit public benefit
corporation (“SVMC”), St. Vincent Dialysis Center, a California nonprofit public benefit
corporation, (“SVDC”), Seton Medical Center, a California nonprofit public benefit
corporation, including Seton Coastside (“SMC,” and referred to collectively with SFMC,
SVMC and SVDC as the ¢ ) under a Stalking Horse Asset Purchase
Agreement (the “APA”) between Verity Health Care System of California, Inc., a
California nonprofit public benefit corporation (“Verity”), Verity Holdings, LLC, a
California limited liability company, SFMC, SVMC, SVDC, and SMC (collectively, the
“Sellers”) and Strategic Global Management, Inc., a California Corporation (“SGM”);

WHEREAS, on May 2, 2019, the Bankruptcy Court entered the Order (4)
Authorizing the Sale of Certain of the Debtors’ Assets to Strategic Global Management,
Inc. Free and Clear of Liens, Claims, Encumbrances, and Other Interests; (B) Approving
the Assumption and Assignment of an Unexpired Lease Related Thereto;, and (C)
Granting Related Relief [Docket No. 2306];

WHEREAS, under the terms of the APA, SGM agreed to participate in union
negotiations related to any specific collective bargaining agreement;

WHEREAS, the Debtors have agreed to use commercially reasonable efforts to
initiate discussions with SGM and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. See APA § 5.11;

WHEREAS, SGM and the Debtors seek to effectuate the sale (the “Sale”) Closing
(used herein as that term is defined in the APA) after the review of the transaction by the
Attorney General of California (the “California AG”), by October 14, 2019, or as soon
thereafter as possible, consistent with the terms and conditions of the APA,;

WHEREAS, upon the Closing, the Debtors will no longer operate or employ
anyone at the Remaining Hospitals;

WHEREAS, SEIU-UHW has filed proofs of claim (collectively, along with any
and all amendments, the “POCs”) in the Bankruptcy Cases against the Debtors, which
have been designated with the following claims numbers: #4725, #5160, #6186 and
#6221 (Verity Medical Foundation), #4723 and #5117 (Verity Health System of
California, Inc.), #4722 and #5140 (St. Vincent Medical Center), #4719 and #5137 (St.
Louise Regional Hospital), #4726 and #5150 (St. Francis Medical Center), #5158 and
#4718 (O’Connor Hospital);
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WHEREAS, the Debtors have, in good faith, sought to facilitate the modifications
to the CBA desired by SGM and to otherwise consensually resolve issues and claims of
SEIU-UHW;

WHEREAS, on February 1, 2019, the Debtors sent to SEIU-UHW a proposal
under § 1113 to modify the CBA and to resolve other issues;

WHEREAS, on or about July 25, 2019, the Debtors presented SEIU-UHW with an
amended § 1113 proposal and, along with SGM, began the process of negotiating
changes to terms of the CBA acceptable to SGM and SEIU-UHW; and

WHEREAS, beginning on July 25, 2019 and through the Settlement Date, the
Debtors, SGM, and SEIU-UHW have met and negotiated on several occasions about
modifying the CBA and the Debtors and SEIU-UHW have otherwise exchanged
proposals to resolve the other issues between the Parties.

NOW THEREFORE, the Parties agree as follows:
Terms

1. Effective and conditioned upon the Closing, the CBA shall be modified in the
form attached hereto as Exhibit 1 (the ° ) under § 1113 of the
Bankruptcy Code (the “Modification”).

2 Effective and conditioned upon the Closing, the Debtors will assume and assign
the CBA (as modified under the Modified CBA) to SGM (the “Assumption and

Assignment”).

3 SEIU-UHW agrees to (a) accept i) the Modification, ii) the Assumption and
Assignment and iii) the terms of the foregoing (collectively, the “Agreed
Qutcome™) (b) support, as lawful and as commercially reasonable, motions or
plans filed by the Debtors in the Bankruptcy Cases, seeking approval of the
Agreed Outcome; provided, however, that nothing in this Agreement is intended
to affect A) SEIU-UHW rights and remedies against SGM in connection with x)
post-Closing operations at SFMC and SVMC, including, but not limited to,
interaction with the California AG, and y) adequate assurance of future
performance by SGM; and B) the Parties’ rights to seek enforcement of the terms
of this Agreement from the Bankruptcy Court.

4. Upon Closing, SGM will become solely responsible for performance of all post-
Closing obligations arising under the Modified CBA.
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5. Upon Closing, the CBA (as modified under the Modified CBA) will be deemed to
be automatically assigned to SGM in full.

6. The Debtors: (a) will not have any liability or obligation to perform under the
CBA or Modified CBA with respect to post-Closing activity; (b) shall in no way
be liable for or otherwise responsible for any “cure” obligations independent of
any SEIU-UHW claims that may be expressly preserved under this Agreement;
and (c) and shall in no way be liable for or otherwise for any nonperformance or
violation by SGM or any of its affiliates arising at any time.

7 In further resolution, the following claims shall be allowed and receive the
following treatment:

a. PTO: each employee who is not offered a job with SGM, including Global
Medical Center of Downtown Los Angeles, LLC (“GMCDLA”) or Global
Medical Center of South Los Angeles County, LLC (“GMCSLA”), will be
allowed in the Bankruptcy Cases a claim for unused and unpaid PTO
calculated under the *“accrual method;” meaning PTO earned and yet
unpaid or used 1) on or after the Petiion Date, will be granted
administrative status, 2) between March 4, 2018 to the Petition Date, will
be granted priority claim status up to any remaining balance under §
507(a)(4) (up to a maximum of $12,850 per employee) with any excess
granted general unsecured claim status and; 3) prior to March 4, 2018 ,will
be given general unsecured claim status. PTO replacement for cancelled
hours, required as part of the Full-Guarantee Article 11, shall go back into
the PTO bank as of the date used to replace cancellation. The
administrative and priority claim portions of an allowed PTO claim will be
paid with the employee’ last paycheck (upon the Closing);

b. Severance:

i) each employee who is not offered employment by SGM, including
GMCDLA or GMCSLA, no later than the date of Closing, will be allowed
a claim for severance calculated under the “accrual method”—meaning
severance earned but not yet paid will be calculated on per diem basis from
the date of the employee’s retention by a Debtor to the earlier of the date of
their termination or the Closing—and treated as follows: 1) amounts earned
on and after Petition Date through the date of termination or the Closing
(whichever is earlier) will receive administrative status; 2) amounts earned
after March 4, 2018 and through the day prior to the Petition Date will
receive priority claim status up to any remaining balance under § 507(a)(4)
(up to a maximum of $12,850 per employee), with any excess granted

4
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general unsecured claim status; and 3) amounts earned prior to March 4,
2018 will receive general unsecured claim status. The administrative and
priority claim portions will be paid within 30 business days of the Effective
Date of a confirmed Bankruptcy Plan (as defined in such plan or
confirmation order, and referred to herein as the “Bankruptcy Plan

), provided, further, that payment of severance to an
employee is contingent on that employee executing a written general
release in a form acceptable to SEIU-UHW and the Debtors;

il) notwithstanding anything to the contrary contained in or caused by the
SCC CBA Order, each employee who was not offered employment by SCC
by the SCC Closing, will be allowed a claim for severance calculated under
the “accrual method”—meaning severance earned but not yet paid will be
calculated on per diem basis from the date of the employee’s retention by a
Debtor to the earlier of the date of their termination or the SCC Closing—
and treated as follows: 1) amounts earned on and after Petition Date
through the date of termination or the SCC Closing (whichever is earlier)
will receive administrative status; 2) amounts earned after March 4, 2018
and through the day prior to the Petition Date will receive priority claim
status up to any remaining balance under § 507(a)(4) (up to a maximum of
$12,850 per employee), with any excess granted general unsecured claim
status; and 3) amounts earned prior to March 4, 2018 will receive general
unsecured claim status. The administrative and priority claim portions will
be paid within 30 business days of the Bankruptcy Plan Effective Date,
provided, further, that payment of severance to an employee is contingent
on that employee executing a written general release in a form acceptable to
SEIU-UHW and the Debtors;

c. Grievance Claims: Any grievance claim of an employee or group of
employees being represented by SEIU-UHW that is not settled as of the
Bankruptcy Plan Effective Date will be treated in accordance with the Plan
or otherwise in accordance with bankruptcy law;

d. Dmitry Zudzianau is owed a total of $27,156.99 for previously-issued and
uncashed checks for work performed during the period of March 4, 2018 to
the Petition Date. Any amount remaining under the §507(a)(4) claim
priority cap of $12,850 for Dmitry Zudzianau will be granted priority claim
status with the balance granted general unsecured claim status. These
claims will be treated in the same manner as severance claims in paragraph
7(b) above; and

US Activel113178844\V-6
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€. All other prepetition claims, prepetition priority claims and administrative
expenses and claims arising from the Petition Date to the Settlement Date
not enumerated in subparagraphs a) through d) above are deemed waived;
provided further, 1) SEIU-UHW does not waive the right to assert any
unpaid administrative expenses that arise from the Settlement Date to the
Closing and the Debtors maintain the right to oppose such administrative
expenses; 2) the Debtors maintain the right to seek estimation from the
Bankruptcy Court of any claims and administrative expenses for voting or
distribution purposes and SEIU-UHW maintains the right to oppose such
estimation; and 3) the Parties agree that the Bankruptcy Court retains
jurisdiction to determine the allowance, priority and treatment of all claims
and administrative expenses.

8 As between SEIU-UHW and the Debtors, to the extent there is any conflict
between this Agreement and the CBA or the Modified CBA, this Agreement shall
control.

9. Any dispute concerning the terms and interpretation of this Agreement shall be
resolved by the Bankruptcy Court.

10.  SEIU-UHW agrees to support any provision of the Plan of the Debtors that deals
with the material terms of this Agreement and does not contradict this Agreement.

11.  Terms of this Agreement shall be null and void in the event that 1) the Sale does
not close, or 2) the Sale closes for a purchase price that is materially less than the
contracted amount in the APA.

12.  The Parties reserve all rights and defenses provided to them under the Bankruptcy
Code except as otherwise stated herein.

13.  SEIU-UHW hereby withdraws any outstanding information requests that relate to
this Agreement or the § 1113 process.

14.  SEIU-UHW agrees to support the prompt Closing of the Sale, including sending to
the California AG a copy of the attached hereto as Exhibit 2.

15.  The effectiveness of this Agreement is subject to the approval of the Bankruptcy
Court. Approval of this Agreement will be sought by motion of the Debtors and
affirmatively supported by SEIU-UHW.

16. The terms of this Agreement supersede any prior agreement(s) between the
Parties.

US Active\113178844\V-6
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17. Any modification of this Agreement must be in writing and approved by both
Parties.

18. By executing below, each Party represents that it has the requisite authority to
enter into an implement all terms of this Agreement.

SEIU-UHW

P R~

The Debtors

By:

US_Active\113178844\V-6
113178844V
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Settlement Agreement

On this 19th day of September, 2019 (the “ ’), and subject to
approval by order of the Bankruptcy Court (as defined below), Verity Health Care System
of California, Inc., Seton Medical Center (including the campus known as Seton Medical
Center-Coastside), St. Vincent Medical Center, St. Francis Medical Center and their
affiliates in chapter 11 bankruptcy (collectively the “Debtors,” and individually a
“Debtor’), on the one hand, and St. Francis Registered Nurses Association, United Nurses
Associations of California/Union of Health Care Professionals, NUHHCE AFSCME AFL-
CIO (collectively “UNAC”), (collectively, the “Parties™), on the other, and subject to the
terms, conditions and approvals set forth herein, agree to the following (the “Agreement”™):

Recitals

WHEREAS, UNAC and one or more of the Debtors are parties to a certain Labor
Management Collective Bargaining Agreement effective from December 29, 2017 to
December 29, 2021 (the “CBA”);

WHEREAS, on August 31, 2018 (the * "), each of the Debtors filed a
petition for relief under Chapter 11 of the Bankruptcy Code (the “Bankruptcy Cases™) in
the United States Bankruptcy Court for the Central District of California (the “Bankruptcy
Court™), and since that date, all Debtors have been operating as debtors in possession;

WHEREAS, on January 17, 2019, the Debtors filed a Notice Of Motion For The
Entry of (I) An Order (1) Approving Form of Asset Purchase Agreement For Stalking
Horse Bidder and For Prospective Overbidders; (2) Approving Auction Sale Format,
Bidding Procedures and Stalking Horse Bid Protections; (3) Approving Form of Notice To
Be Provided To Interested Parties; (4) Scheduling A Court Hearing To Consider Approval
of The Sale To The Highest Bidder; and (5) Approving Procedures Related To The
Assumption of Certain Executory Contracts and Unexpired Leases; and (II) An Order (4)
Authorizing The Sale of Property Free and Clear of All Claims, Liens and Encumbrances;
Memorandum of Points and Authorities In Support Thereof [Docket No. 1279] (the
s ), which sought, among other things, to sell the assets
of St. Francis Medical Center, a California nonprofit public benefit corporation (“SFMC”),
St. Vincent Medical Center, a California nonprofit public benefit corporation (“SVMC”),
St. Vincent Dialysis Center, a California nonprofit public benefit corporation, (“SVDC”),
Seton Medical Center, a California nonprofit public benefit corporation, including Seton
Coast31de (“SMC,” and referred to collectively with SFMC, SVMC and SVDC as the
) under a Stalking Horse Asset Purchase Agreement (the “APA”)
between Verity Hcalth Care System of California, Inc., a California nonprofit public
benefit corporation (“Verity”), Verity Holdings, LLC, a California limited liability
company, SFMC, SVMC, SVDC, and SMC (collectively, the “Sellers”) and Strategic
Global Management, Inc., a California Corporation (along with all affiliates, “SGM™);

675275v1 12010-28001 1
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WHEREAS, on May 2, 2019, the Bankrupicy Court entered the Order (4)
Authorizing the Sale of Certain of the Debtors’ Assets to Strategic Global Management,
Inc. Free and Clear of Liens, Claims, Encumbrances, and Other Interests; (B) Approving
the Assumption and Assignment of an Unexpired Lease Related Thereto; and (C) Granting
Related Relief [Docket No. 2306];

WHEREAS, under the terms of the APA, SGM agreed to participate in union
negotiations related to any specific collective bargaining agreement;

WHEREAS, the Debtors have agreed to use commercially reasonable efforts to
initiate discussions with SGM and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. See APA § 5.11;

WHEREAS, SGM and the Debtors seek to effectuate the sale (the “Sale”) Closing
(used herein as that term is defined in the APA) after the review of the transaction by the
Attorney General of California (the “California AG”), by October 14, 2019, or as soon
thereafter as possible, consistent with the terms and conditions of the APA;

WHEREAS, upon the Closing, the Debtors will no longer operate or employ anyone
at the Remaining Hospitals;

WHEREAS, UNAC has filed proofs of claim (collectively, along with any and all
amendments, the “POCs”) in the Bankruptcy Cases against the Debtors, which have been
designated with the following claims numbers: #5911 (Verity Business Services), #5912
(Verity Medical Foundation), #5913 (Verity Health System of California, Inc.), #5915 (St.
Vincent Foundation), #5917 (De Paul Ventures, LLC), #5918 (O'Connor Hospital), #5920
(Verity Holdings, LLC), #5925 (O'Connor Hospital Foundation), #5926 (Seton Medical
Center Foundation), #5927 (Saint Louise Regional Hospital Foundation), #5928 (St.
Francis Medical Center), #5931 (St. Francis Medical Center of Lynwood Foundation),
#5932 (De Paul Ventures - San Jose Dialysis, LLC), #5933 (St. Vincent Medical Center),
#5934 (Seton Medical Center), and #5936 (St. Louise Regional Hospital);

WHEREAS, the Debtors have, in good faith, sought to facilitate the modifications
to the CBA desired by SGM and to otherwise consensually resolve issues and claims of
UNAC;

WHEREAS, on February 1, 2019, the Debtors sent to UNAC a document that the
Debtors aver constitutes a proposal under §1113 to modify the CBA and to resolves other
issues; UNAC, however, disputes the proposal constitutes a proper § 1113 proposal;

WHEREAS, on or about July 25, 2019, the Debtors presented UNAC witha § 1113
proposal which the Debtors aver constituted an amendment to the §1113 proposal it
delivered on February 1, 2019 and UNAC avers constitutes the first § 1113 proposal and,

675275v1 12010-28001 2
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along with SGM, began the process of negotiating changes to terms of the CBA acceptable
to SGM and UNAC,; and

WHEREAS, beginning on July 25, 2019 and through the Settlement Date, the
Debtors, SGM, and UNAC have met and negotiated on several occasions about modifying
the CBA and the Debtors and UNAC have otherwise exchanged proposals to resolve the
other issues between the Parties.

NOW THEREFORE, the Parties agree as follows:

Terms

1 Effective and conditioned upon the Closing, the CBA shall be modified in the form
attached hereto as Exhibit 1 (the “Modified CBA”) under § 1113 of the Bankruptcy
Code (the “ .

2. Effective and conditioned upon the Closing, the Debtors will assume and assign the
CBA (as modified under the Modified CBA) to SGM (the “Assumption and

Assignment”).

3 UNAC agrees to (a) accept i) the Modification, ii) the Assumption and Assignment
and iii) the terms of the foregoing (collectively, the “ ); (b) not to
oppose, as commercially reasonable, motions or plans filed by the Debtors in the
Bankruptcy Cases, seeking approval of the Agreed Outcome; provided, however,
that nothing in this Agreement is intended to affect A) UNAC rights and remedies
against SGM in connection with x) post-Closing operations at SFMC, including, but
not limited to, interaction with the California AG, and y) adequate assurance of
future performance by SGM; and B) the Parties’ rights to seek enforcement of the
terms of this Agreement from the Bankruptcy Court.

4 Upon Closing, SGM will become solely responsible for performance of all post-
Closing obligations arising under the Modified CBA.

5 Upon Closing, the CBA (as modified under the Modified CBA) will be deemed to
be automatically assigned to SGM in full.

6. The Debtors: (a) will not have any liability or obligation to perform under the CBA
or Modified CBA with respect to post-Closing activity; (b) shall in no way be liable
for or otherwise responsible for any “cure” obligations independent of any UNAC
claims that may be expressly preserved under this Agreement; and (c) and shall in
no way be liable for or otherwise for any nonperformance or violation by SGM or
any of its affiliates arising at any time.

675275v1 12010-28001 3
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7 In further resolution, the following claims shall be allowed and receive the following
treatment:

a. PTO: each employee who is not offered a job with KPC Global Medical Center
of South Los Angeles, LLC (“GMCSLA”) will be allowed in the Bankruptcy Cases
a claim for unused and unpaid PTO calculated under the “accrual method;” meaning
PTO earned and yet unpaid or used 1) on or after the Petition Date, will be granted
administrative status, 2) between March 4, 2018 to the Petition Date, will be granted
priority claim status up to any remaining balance under § 507(a)(4) (up to a
maximum of $12,850 per employee) with any excess granted general unsecured
claim status and; 3) prior to March 4, 2018 ,will be given general unsecured claim
status. The administrative and priority claim portions of an allowed PTO claim will
be paid with the employee’ last paycheck (upon the Closing);

b. Severance: each employee who is not offered employment by GMCSLA no later
than the date of Closing, will be allowed a claim for severance calculated under the
“accrual method”—meaning severance earned but not yet paid will be calculated on
per diem basis from the date of the employee’s retention by a Debtor to the earlier
of the date of their termination or the Closing—and treated as follows: 1) amounts
earned on and after Petition Date through the date of termination or the Closing
(whichever is earlier) will receive administrative status; 2) amounts earned after
March 4, 2018 and through the day prior to the Petition Date will receive priority
claim status up to any remaining balance under § 507(a)(4) (up to a maximum of
$12,850 per employee), with any excess granted general unsecured claim status; and
3) amounts earned prior to March 4, 2018 will receive general unsecured claim
status. The administrative and priority claim portions will be paid within 30 business
days of the Effective Date of a confirmed Bankruptcy Plan (as defined in such plan
or confirmation order, and referred to herein as the “
Date”), provided, further, that payment of severance to an employee is contingent
on that employee executing a written general release in a form acceptable to UNAC
and the Debtors;

c. Grievance Claims: Any grievance claim of an employee being represented by
UNAC that is not settled as of the Bankruptcy Plan Effective Date will be treated in
accordance with the Plan or otherwise in accordance with bankruptcy law. The
parties agree to work with GMCSLA in the event that the remedy is or includes
reinstatement of the employee after the Closing;

d. Educational Claims. Any allowed unpaid claim for reimbursement of
educational expenses of employee represented by UNAC will be calculated under
the “accrual method,” meaning that such claim will be calculated on per diem basis
from the date of retention to the earlier of the date of termination or the date of
Closing and treated as follows: 1) amounts earned on or after the Petition Date

675275v1 12010-28001 4
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through the date of termination or the Closing (whichever is earlier) earned will
receive administrative status; 2) amounts earned after March 4, 2018 and through
the day prior to the Petition Date will be granted priority claim status up to any
remaining balance under § 507(a)(4) (up to a maximum of $12,850 per employee),
with any excess granted general unsecured claim status; and 3) amounts earned prior
to March 4, 2018 will receive general unsecured claim status. The administrative
and priority claim portions will be paid within 30 business days of Bankruptcy Plan
Effective Date; and

e. All other prepetition claims, prepetition priority claims and administrative
expenses and claims arising from the Petition Date to the Settlement Date not
enumerated in subparagraphs a) through d) above are deemed waived; provided
Sfurther, 1) UNAC does not waive the right to assert any unpaid administrative
expenses that arise from the Settlement Date to the Closing and the Debtors maintain
the right to oppose such administrative expenses; 2) the Debtors maintain the right
to seek estimation from the Bankruptcy Court of any claims and administrative
expenses for voting or distribution purposes and UNAC maintains the right to
oppose such estimation; and 3) the Parties agree that the Bankruptcy Court retains
jurisdiction to determine the allowance, priority and treatment of all claims and
administrative expenses (post-arbitral or otherwise); and 4) with respect to wages,
health care flexible spending accounts, mileage or other non-pension, non-severance
and non-educational claims, the Debtors will, prior to the Closing, represent and
warrant that all such claims will receive treatment in the same manner as for
Severance pursuant to Section 7(b), supra. For the avoidance of doubt, the Debtors’
heath care plans and programs related to UNAC-represented employees will be
terminated effective upon the Closing,.

8. As between UNAC and the Debtors, to the extent there is any conflict between this
Agreement and the CBA or the Modified CBA, this Agreement shall control.

9 Any dispute concerning the terms and interpretation of this Agreement shall be
resolved by the Bankruptcy Court.

10.  UNAC agrees to not oppose any Plan of the Debtors that does not contradict the
material terms of this Agreement.

11.  Terms of this Agreement shall be null and void in the event that 1) the Sale does not
close, or 2) the Sale closes for a purchase price that is materially less than the
contracted amount in the APA.

12.  The Parties reserve all rights and defenses provided (o them under the Bankruptcy

Code except as otherwise stated herein.

675275v1 12010-28001 5
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13. UNAC hereby withdraws any outstanding information requests that relate to this
Agreement or the § 1113 process.

14. UNAC agrees to not oppose the prompt Closing of the Sale.

15  The effectiveness of this Agreement is subject to the approval of the Bankruptcy
Court. Approval of this Agreement will be sought by motion of the Debtors and
affirmatively supported by UNAC.

16.  The terms of this Agreement supersede any prior agreement(s) between the Parties.

17.  Any modification of this Agreement must be in writing and approved by both
Parties.

18. By executing below, each Party represents that it has the requisite authority to enter
into an implement all terms of this Agreement.

For UNAC

Dated: C)I/C)/ ,9 By: /ﬂ
Guzynski
AC/UHCP Executive Director
by:
Dated: %/1%/20%9 By:
SFRNA President
Dated: 4 l 1 / ‘f By:
a Ludd
AC/UHCP General Counsel
DocuSigned by:
Dated; °/19/201° By:
UNAC/UHCP Staff Representative
675275v1 12010-28001 6
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For the

Wl

By:
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Premium Data™?

Date of Assignment 2019 1 2020 2021 . 2022 2023 2024 Months to Projected Cost

Union / NR QBR Full Name Retirement Birth Plan Description Age 65 End Date’ Total QBR Verity % | Total QBR VHS Total QBR VHS Total QBR VHS Total QBR VHS Total QBR VHS Assignment End* Total QBR VHS

0'Connor Hospital CNA Lisa B. 8/20/2018 6/5/1956 Medical EPO North 6/5/2021 5/31/2021 $805.78 $201.44 $604.34 25% | $805.78 $201.44 $604.34 $805.78 $201.44 $604.34 | | h 23 $18,532.94 $4,633.12  $13,899.82
0O'Connor Hospital CNA Kathryn B. 2/5/2017 1/25/1959 Medical EPO North 1/25/2024 1/31/2024 $805.78 $201.44 $604.34 25% | $805.78 $201.44 $604.34 $805.78 $201.44 $604.34 | $805.78 $201.44 $604.34 | $805.78 $201.44 $604.34 : $805.78 $201.44 $604.34 55 $44,317.90  $11,079.20  $33,238.70
0O'Connor Hospital CNA Olga H. 6/13/2017 5/23/1956 Medical EPO North 5/23/2021 5/31/2021 $805.78 $201.44 $604.34 25% i $805.78 $201.44 $604.34 $805.78 $201.44 $604.34 | : : 23 $18,532.94 $4,633.12  $13,899.82
0O'Connor Hospital CNA Kathleen R. 9/21/2018 3/24/1956 Medical EPO North 3/24/2021 3/31/2021 $805.78 $201.44 $604.34 25% | $805.78 $201.44 $604.34 $805.78 $201.44 $604.34 | ‘ 21 $16,921.38 $4,230.24  $12,691.14
0'Connor Hospital CNA Judith T. 6/4/2018 9/10/1955 Medical EPO North 9/10/2020 9/1/2020 $805.78 $402.89 $402.89 50% | $805.78 $402.89 $402.89 | | { | 15 $12,086.70 $6,043.35 $6,043.35
0'Connor Hospital Non-Rep Sue M. 8/2/2018 4/2/1955 MEDICAL PPO North 4/2/2020 3/31/2020 $855.74 $213.93 $641.81 25% | $855.74 $213.93 $641.81 ' : 9 $7,701.66 $1,925.37 $5,776.29
0O'Connor Hospital Local 20 Thrpy+  Thu N. 1/8/2017 11/22/1955 Medical EPO North 11/22/2020 11/30/2020 $805.78  $201.44  $604.34  25% | $805.78  $201.44  $604.34 | : | ; 17 $13,698.26  $3,424.48  $10,273.78
Seton Medical Center CNA Yolanda M. 5/1/2018 8/5/1957 MEDICAL BSPPO 8/5/2022 7/31/2022 $1,215.14  $303.78 $911.36 25% | $1,215.14  $303.78 $911.36 1,215.14  $303.78 $911.36 | $1,215.14  $303.78 $911.36 37 $44,960.18  $11,239.86  $33,720.32
St. Louise Regional Hospital CNA Diane T. 5/1/2018 2/18/1957 Medical EPO North 2/18/2022 2/28/2022 $805.78 $201.44 $604.34 25% | $805.78 $201.44 $604.34 | $805.78 $201.44 $604.34 | $805.78 $201.44 $604.34 | 32 $25,784.96 $6,446.08  $19,338.88
0O'Connor Hospital CNA Joanne W. 2/1/2019 4/8/1956 Medical EPO North 4/8/2021 4/1/2021 $805.78 $201.44 $604.34 25% | $805.78 $201.44 $604.34 | $805.78 $201.44 $604.34 | ! ! 22 $17,727.16 $4,431.68  $13,295.48
Seton Medical Center NUHW Mary G. 12/31/2018 4/5/1955 Medical EPO North 4/5/2020 3/31/2020 $805.78  $201.44  $604.34  25% | $805.78  $201.44  $604.34 | : i i 9 $7,252.02  $1,812.96  $5439.06
? This is not COBRA Total Cost $227,516 $59,899 $167,617
? Rates are based on COBRA equivalent rates for QBR Only coverage Total PEPM $865.08 $227.75 $637.33

* Assignment end date is to age 65

*Months to end date calculated from 7/1/2019
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

In re: Chapter 11
Case No. 09-13395 (CSS)
PTC ALLIANCE CORP., et al,’ Jointly Administered

S N g g

Debtors. Re: Docket No. 847

ORDER PURSUANT TO 11 U.S.C. §§ 365, 1113, AND 1114 AUTHORIZING THE
(I) MODIFICATION, ASSUMPTION AND ASSIGNMENT OF COLLECTIVE
BARGAINING AGREEMENTS AT ALLIANCE, OHIO AND DARLINGTON,

PENNSYLVANIA AND (II) TERMINATION OF CLOSING AGREEMENTS
AT MONACA, PENNSYLVANIA AND CHICAGO HEIGHTS, ILLINOIS

Upon consideration of the Motion of the Debtors, PTC Alliance Corp., et al.,
pursuant to 11 U.S.C. §§ 365, 1113, and 1114 for an Order Authorizing the (I) Modification,
Assumption and Assignment of Collective Bargaining Agreements at Alliance, Ohio and
Darlington, Pennsylvania and (II) Termination of Closing Agreements at Monaca, Pennsylvania
and Chicago Heights, Illinois (the “Motion™),> and it appearing that: (i) appropriate notice of the
Motion has been given; (ii) the Court has jurisdiction to consider the relief requested pursuant to
28 U.S.C. §§ 157 and 1334; and (iii) it appearing that the relief requested in the Motion is in the
best interests of the Debtors, their estates, and creditors, and after due deliberation and good and
sufficient cause appearing, it is hereby

ORDERED, ADJUDGED, AND DECREED THAT:

! The Debtors in these cases, along with the last four digits of their federal tax identification numbers are:

PTC Alliance Corp. (2395), with a principal executive office located at 6051 Wallace Road Ext., Suite 200,
Wexford, PA 15090; Alliance Tubular Products Co. (7185), with a principal executive office located at 640
Keystone Street, Alliance, OH 44601; PACD Acquisition LLC (3405), with a principal executive office located at
4400 West 3rd, Beaver Falls, PA 15010; Enduro Industries, Inc. (4669), with a principal executive office located at
2001 Orchard Avenue, Hannibal, MO 64031; PTC Tubular Products LLC (9342), with a principal executive office
located at 23041 E. 800 North Road, Fairbury, IL 61739-8824; Mid-West Mfg. Co. (0660), with a principal
executive office located at 475 East 16th Street, Chicago Heights, IL 60411; and PT/VW Corporation (9385), with a
principal executive office located at 6051 Wallace Road Ext., Suite 200, Wexford, PA 15090.

2 Capitalized terms used but not defined herein shall have the same meanings given to them in the Motion.
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1. The Motion be, and hereby is, GRANTED.

2. Any objections to the Motion, including any relief requested therein, are
hereby denied and overruled with prejudice.

3. Pursuant to 11 U.S.C §§ 1113 and 1114, the Debtors are hereby authorized
to modify the terms of the Alliance Agreement in accordance with the Alliance MOA effective
- as of the closing of the Proposed Sale.

4, Pursuant to 11 U.S.C. § 365, the Debtors are hereby authorized to assume
and to assign the Alliance Agreement as modified by, and in accordance with, the Alliance MOA
to Acquisition Co., effective as of the closing of the Proposed Sale.

5. Pursuant to 11 U.S.C §§ 1113 and 1114, the Debtors are hereby
authorized to modify the terms of the Darlington Agreement in accordance with the Darlington
MOAs effective as of the closing of the Proposed Sale.

6. Pursuant to 11 U.S.C. § 365, the Debtors are hereby authorized to assume
and to assign the Darlington Agreement as modified by, and in accordance with, the Darlington
MOAs to Acquisition Co., effective as of the closing of the Proposed Sale.

7. Pursuant to 11 U.S.C. §§ 1113 and 1114, the Debtors are hereby
authorized to terminate the Mid-West Closing Agreement in accordance with the Mid-West
MOA effective as of the closing of the Proposed Sale.

8. Pursuant to 11 U.S.C. §§ 1113 and 1114, the Debtors are hereby
authorized to terminate the Monaca Closing Agreement in accordance with the Monaca MOA
effective as of the closing of the Proposed Sale.

9. The Monaca Closing Agreement and the Mid-West Closing Agreement

are not being assumed by the Debtors or assigned to Acquisition Co. as part of the Proposed

US_ACTIVE-104289110.4



Sale. Accordingly, Acquisition Co. will have no liability or obligation under either of such

Closing Agreements, including without limitation any obligations or liabilities relating to
pensions or retiree health benefits; provided, however, nothing herein shall release the Company
of (i) its obligations to provide continuing benefit insurance coverage to retirees and their
dependents, in accordance with the MOAs and Closing MOAs, until the VEBA becomes
operational but in no event will coverage extend beyond December 31, 2010, and (i) its
obligations to make contributions to the VEBA as set forth in the MOAs and Closing MOAs.

10.  The Debtors’ 1113/1114 Motions, filed at Docket Nos. 693 and 733, shall
be, and hereby are, withdrawn.

11.  The Debtors are hereby authorized and empowered to take such steps as
may be necessary to implement and effect the terms and requirements of this Order.

Dated: g// / /o //@/7 /

CHRISTOPHER S. SONTCHI
UNITED STATES BANKRUPTCY JUDGE

US_ACTIVE-104289110.4




Cdsase 20287aipBR8adyiR  (den3@ed 1 Filed-14/06519,, Tontered 04/03/2$,28:66 2% | Pese04
MairERlibitdenPag®8§e0®4. 22 122

EXHIBIT 7-B



i W Y D),
5

865 1Deses

EXHIBIT A

7/30/10 5:47 PM



od-Hled-2406438 krptried
MalrEEImumnenPag@Qqa)QElZﬂ 122 2EPETE 1DER06

July 17, 2010 Company-USW & USW Local 3059-01
Memorandum of Understanding (“MOA”)

Between
ALLJANCE TUBULAR PRODUCTS CO.
(Alliance, OH Plant)
And
UNITED STEEL, PAPER AND FORESTRY, RUBBER, MANUFACTURING, ENERGY,
ALLIED, INDUSTRIAL AND SERVICE WORKERS INTERNATIONAL UNION, AFL.-
CIO, CLC On Behalf of Its Local 3059-01

Alliance Tubular Products, Co. ("Company") and the United Steel, Paper and Forestry,
Rubber, Manufacturing, Energy, Allied Industrial and Service Workers International Union,
AFL-CIO CLC, on behalf of itself and its Local Union No. 3059-01 (collectively called "Union™
or “USW?), hereby agree to a new four (4) year Company-Union labor agreement which shall
expire at 12:01 am on July 28, 2014, with the new labor agreement to become effective
conditioned upon and on the date of the closing of the sale referred to in Paragraph 16 below.
This new labor agreement will be identical to the current labor agreement, dated and effective

November 28, 2007, except for appropriate changes in dates and the changes sct forth below:

1. SECTION I -- Paragraph 3. Amend existing language as follows to replace
“the chauffeur” with "janitors" as a bargaining unit exclusion, but permit the three displaced
janitors six months to successfully bid into other jobs and shifts, take a modified bump, or be
placed in the labor gang after the time frame listed above has expired, whichever is applicable,
and consistent with the November 28, 2007 labor agreement, and they will receive the greater of
the hourly rates of those jobs.

3. The term "employee" as used in this Agreement will include all
production and maintenance employees employed at the Company's Alliance,
Ohio Plant, excluding clerical employees, timckeepers, guards, janitors, and
nurses, and all supervisory employees at or above the rank of foreman.

2. SECTION IV — Wages — and Appendix A. Amend existing Section IV base
tables and Appendix A tables to reduce, across-the-board, all current and new employce straight
time hourly wages by five percent (5%). In addition to any scheduled wage increases, the
Company will restore those wage cuts, as rounded off to the nearest whole cent, as follows,
during the new labor agreement:

Effective Date Percent Restored
1st Anniversary of Two Point Five Percent (2.5%)
Effective Date of this MOA
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2nd Anniversary of Two Point Five Percent (2.5%)
Effective Date of this MOA

3. SECTION XIII -- Vacations — Paragraph 1. Amend existing language as

follows to require an employee to work at least one (1) day in a calendar year to be eligible for
vacation in that year, to lower the percentage of pay periods for eligibility from fifty percent
(50%) to thirty percent (30%), and to permit an employee who fails to receive earnings in thirty
percent (30%) of the pay periods to receive up to one (1) week of vacation if such employee
would otherwise be entitled to that amount by seniority:

1.

Eligibility. To be eligible for a vacation in any calendar year during the

term of this Agreement, the employee must:

a.

b.

Have one (1) year or more of continuous service;
Work in that calendar year;

Have received earnings in at least thirty percent (30%) of the pay periods in
the preceding calendar year; except that, in the case of an employee who
completes one (1) year of continuous service in the current calendar vear,
s/he will have received earnings in at least thirty percent (30%) of the pay
periods during the twelve (12) months following the date of his or her
original employment; and, further, except that an employee who received
earnings in less than thirty percent (30%) of the pay periods during such
twelve (12) month period will receive one (1) week of vacation so long as
s’he is entitled to at least one (1) week according to his or her Plant
seniority record, and provided, in determining vacation cligibility under
this paragraph an employee who incurred a compensable disability in the
preceding calendar year and did not receive earnings in one or more pay
periods in that year because of such disability, will have the number of
such pay periods included with the number of pay periods in which s/he
received earnings for the year in which such disability occurred. The
continuous service record of each employee will be governed by his or her
Plant seniority record; and

Once an employee has become eligible for vacation benefits, the employee
will not subsequently lose the right to vacation pay by reason of the
employee’s death, resignation, discharge, break in service, or termination
of this Agreement,

4, SECTION X1V — Seniority — New Paragraph 6. Add the following language as

new Paragraph 6 to increase Company flexibility to make needed temporary transfers and
renumber the remaining paragraphs of this Section, including renumbering any internal
references within those renumbered paragraphs for accuracy:

86:8% |Pese7
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6. The Union recognizes the Company's need to maintain uninterrupted
production, therefore, in the event of an emergency or unforeseen daily absence,
the Company will attempt to fill the vacancy through APPENDIX B,
TEMPORARY ASSIGNMENT language first contained in the November 28,
2007 labor agreement. If, after exhausting the language listed above, the vacancy
cannot be filled, the Company may fill the vacancy by using the most junior
qualified employee from that shift.

S. SECTION XXIII — Severance Allowance — Side Letter Agreement. Rctain
existing Section XXIII, Severance Allowance. The Company and Union will execute a side
letter which provides that there will be no claim for severance pay in connection with a
transaction in which the Company satisfies its obligations under Appendix P, Successorship.

6. SECTION XXVII — Complete Agreement — New Section XXVII. Add the
following language as new Section XXVII — Complete Agreement and renumber remaining
sections:

1. This Agreement shall be considered a new labor agreement between the
Company and the Union with respect to the wages, hours, and working conditions
of all employees.

2. No modification of this Agreement will be effective unless signed by
authorized officials of the Company and Union.

7. SECTION XXVI — Termination Date. Replace “October 2, 2011” with the new
expiration date of “July 28, 2014.”

8. Insurance and Pension Benefits Appendix-- New Appendix AA — Welfare
Benefits Plans. Pre-October 1, 2007 employees will, so tong as they remain in the insurance
plan in effect on January 1, 2010, pay monthly the following amounts:

Single: $120
Employee +1: $130
Employee +2 $140
Employee +3 $150

In addition, based upon proof of alternative coverage, any such employec may opt out of
this existing Company-provided plan, and any employee who does will receive, in
exchange, ten percent (10%) of the then prevailing individual coverage COBRA group
insurance rate from the Company.

9. Insurance and Benefit Appendix — Pensions & 401(k) Plan — New Appendix
BB —401(k) Plans. Replace the “Pensions” and “Voluntary 401(k) plan” portions of the
unlettered appendix to the existing Alliance labor agreement with the attached new Appendix BB
containing 401(k) plans for existing employees and future hires, with the understanding and
agreement that the Union will not oppose the termination of the existing pension plan, and,
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further, that the specified 401(k) plans will be the sole and exclusive retirement plans provided
by the Company to employees after the new labor agreement becomes effective.

10.  Appendices S & X -- TUBE Share Program & New Incentive Program Add-
On to Appendix S or X. Continue existing Appendices S and X, the existing TUBE Share
Program following the assumption of the labor agreement described in Paragraph 16 until
changed by Company-Union agreement on a replacement plan or an arbitrator's decision on a
replacement plan, as stated below. During the first three (3) months following the assumption of
the labor agreement described in Paragraph 16, the Company and Union will meet and attempt to
reach agreement on a replacement incentive program designed to award incentive earnings
equivalent to an average hourly target rate of two dollars ($2.00) for achieving reasonably based
group profitability, productivity, quality, quantity, tonnage, and other reasonable business
milestones, to be distributed among actively employed employees in proportion to the hours cach
employee worked during the incentive time period. During this same three (3) month period,
because of the possibility that the parties may fail to reach agreement on a replacement incentive
program and the need for an expedited arbitration award to confirm the new program, the
Company and Union will select an impartial arbitrator with an industrial engineering background
and/or demonstrated experience in plant manufacturing incentive bonus plans and arrange an
arbitration hearing for a date as close as practicable to the end of the initial three (3) month
period.

Any agreed replacement program will become effective at or before the end of the initial
three (3) month period, as the parties agree. If no agreement is reached by the end of thosc three
(3) months, however, the alternate Company and Union versions of the new program will be
grieved and appealed immediately to arbitration, as provided elsewhere in this Agrecment.
Within one (1) week following the arbitration hearing, and no later than two (2) months after the
close of the initial three (3) month period, unless otherwise agreed, the previously selected
Arbitrator will decide whether the Company or Union plan is the more reasonable, realistic
program, on the basis of all relevant facts, by choosing only between the final versions of the two
complete programs offered to each other by the Company and Union at or prior to the end of the
initial three (3) month period. The Arbitrator's decision will be a simple award, with no written
decision, that simply selects one plan over the other, without any modification of the plan
selected.

This language will be added to existing Appendix S or X.

11.  APPENDIX P — Memorandum of Understanding Regarding Successorship —
New Appendix P. Replace existing Appendix P with the attached new Appendix P.

12. New Appendix CC — Patient Protection and Affordable Care Act. Add the
attached new Appendix CC to the new labor agreement.

13.  New Appendix DD. Add the attached appendix as new Appendix DD to the new
labor agreement. In exchange for the payment specified in new Appendix DD, the Company
will have no further obligation to provide any existing or future retirees with Company-provided
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retiree medical or other insurance coverage (also called “OPEB,” short for Other Post-
Employment Benefits).

14.  Investment Commitment — New Appendix EE. Add the attached new
Appendix EE to the new labor agreement.

15.  Transferred Employees — Exhibit 1. The Company will take the actions
specified in the attached Exhibit 1, conditioned upon the sale and on the effective date of the sale
referred to in Paragraph 16 below.

16.  Labor Agreement Assumption. This MOA will become effective on the
closing of the sale by the Company of its assets to BD PTC Acquisitions, Inc. (“Buyer”™), which
is an entity created by Black Diamond Capital Management LLC for the purpose of acquiring the
Company’s assets. The Union, on its own behalf and on behalf of its members, agrees to the
assignment by the Company and the assumption of the new labor agreement by the Buyer on the
effective date of the acquisition of the Alliance plant assets, with the Buyer to be fully
responsible for all obligations arising under the new labor agreement after that date, and with the
Company to be fully responsible for any such obligations arising on or prior to that date.

17.  Bankruptcy Court Approval. The Company has filed a petition pursuant to
Chapter 11 of the United States Bankruptcy Code in the U.S. Bankruptcy Court in Wilmington,
Delaware at Case No. 09-13395 (CSS). Following ratification of this MOA, as stated below, the
Company shall promptly file a motion with the Bankruptcy Court in this matter to approve this
MOA and shall furnish the Union with a draft of such motion prior to filing. Further, upon entry
of an order approving the MOA, the Company will withdraw, with prejudice, its motion filed
under Sections 1113 and 1114 of the Bankruptcy Code, 11 U.S.C. 1113, 1114 with respect to the
Alliance employees and retirees and Mid-West retirees.

18.  Grievance Settlements. Subject to Bankruptcy Court approval of this MOA as
addressed in Paragraph 17, with regard to the Drummond and vacation eligibility gricvances, the
Company will take all necessary steps to make the payments specified here. In the Drummond
case, the Company will pay its portion of the Arbitrator's fee/expense statement and the
Arbitrator-directed payment to Mr. Drummond. In the vacation eligibility grievances, the
settlements will be on a non-precedent setting basis, and payment of denied 2009 and 2010
vacation pay will be made directly to the surviving spouse of the employee who died during
2009 and to employees who failed to receive 2009 and/ or 2010 vacation.

19, Closing Bonuses. Provided that this MOA, in its entirety, is ratified by the Local
3059-01 membership on or before July 2010, and it otherwise becomes effective as stated
here, a lump sum bonus of two thousand dollars ($2000.00), less authorized or legally required
deductions, will be paid on the payday following the closing of the transaction described in
Paragraph 16, and a second lump sum bonus of one thousand dollars ($1000.00), less authorized
or legally required deductions, will be paid on the payday following the first year anniversary of
such closing, to every employee accruing seniority as of the closing date for the first bonus and
the first year anniversary for the second bonus.
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20.  Printing, The Company will print, as soon as practicable after the Etfective Date
of this MOA, pocket-sized copies of an amended and restated collective bargaining agreement
reflecting the terms and conditions set forth in this MOA.

21.  Other Proposals. Except for matters agreed upon in this MOA, the Company
and Union have withdrawn all other bargaining proposals.

This MOA has been tentatively agreed between the Company and the United Steel, Paper
and Forestry, Rubber, Manufacturing, Energy, Allied Industrial and Service Workers
International Union, AFL-CIO, CLC (“International Union™). and its affiliated Local 3059-01,
by and through the International and the USW Local 3059-01 bargaining committee officials
whose signatures appear below. The International Union and the USW Local 3059-01
bargaining committee have agreed to unanimously recommend ratification of this MOA to the
membership of USW Local 3059-01 in connection with the transaction described in paragraph
16 of this MOA. As addressed above, this MOA is subject to and will become effective only
afier (x) ratification by the Local 3059-01 membership, (y) the closing of the transaction
described in Paragraph 16, and (z) entry of an order of the Bankruptcy Court approving this

MOA.

UNITED STEEL, PAPER AND FORESTRY, ALLIANCE TUBUILAR PRODUCTS, CO.
RUBBER, MANUFACTURING, ENERGY,

ALLIED INDUSTRIAL AND SERVICE

WORKERS INTERNATIONAL UNION,

AFL-CIO, CLC

By J« RN {r\%m&jl“ / By ‘ ‘
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BARGAINING COMMITTEE OF LOCAL
UNION NO. 3059-01 OF THE UNITED
STEEL, PAPER AND FORESTRY,
RUBBER, MANUFACTURING, ENERGY,
ALLIED INDUSTRIAL AND SERVICE
WORKERS INTERNATIONAL UNION

S

A AL
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APPENDIX P

MEMORANDUM OF UNDERSTANDING
REGARDING SUCCESSORSHIP

1. In the case of a sale of the stock of PTC Alliance Corp., PTC Alliance Corp. will
ensure that any such buyer is made aware of the contractual obligations of its subsidiary.
Alliance Tubular Products Company (“Alliance Tubular”), to continue to honor the labor
agreement between Alliance Tubular and the United Steel, Paper and Forestry, Rubber,
Manufacturing, Energy, Allied, Industrial and Service Workers International Union, and its
affiliated Local 3059-01 (“Union”), for the remaining lifetime of the Agreement.

2. In the case of an asset sale, the Company agrees that it will not sell, convey,
assign or otherwise transfer, using any form of transaction, any Plant or significant part thereof
covered by this Agreement (any of the foregoing, a Sale) to any other party (Buyer), unless the
following conditions have been satisfied prior to the closing date of the Sale:

a. the Buyer shall have entered into an agreement with the Union recognizing it
as the bargaining representative for the Employees working at the plant(s) to
be sold; and the Buyer shall have entered into an agreement with the Union
establishing the terms and conditions of employment to be effective as of the
closing date of the Sale; or

b. the Buyer shall have assumed the Agreement.

3. This Section shall not apply to any transactions solely between the Company and any
of its affiliates, or to a public offering of registered securities.
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APPENDIX AA
WELFARE BENEFITS PLANS
A, In General
1. Effective upon signing this Agreement and for the duration of this Agreement, the parties

agree on the following Welfare Benefit Plans for the employees under this Agreement. These
Welfare Benefit Plans include group health, dental, vision and life insurance coverage as
summarized below. The Company will determine the insurance carrier, if any, for the benefits
shown below and any carrier changed by the Company will continue to provide these benefits
during this Agreement. To the extent an inconsistency arises between language in this Appendix
and the underlying insurance contract with regard to claim notification and/or processing
procedures only, however, the terms of the applicable insurance contract will prevail.

2. The Company will maintain three Welfare Benefit Plans. All employees shall be entitled
to a single monthly credit of $62.50. Employee contributions for these plans will remain
unchanged for the duration of this Agreement.

3. Pre-October 1, 2007 hires shall be eligible to participate in the Welfare Benefit Plan in
effect at the Alliance facility as of January 1, 2010. So long as an employee remains in this plan,
the employee shall pay the following amounts monthly:

Single: $120
Employee +1: $130
Employee +2: $140
Employee +3: $150

4. The Company shall maintain a 90/10 and an 80/20 plan for all Post-October 1, 2007 hires and
for those Pre-October 1, 2007 hires who elect to participate in such plan. The election by a Pre-
October 1, 2007 hire to participate in the 90/10 plan or 80/20 plan can be made on any
enrollment date, however, once such an election is made, that election shall be binding for the
duration of this Agreement and the employee may not move back to the plan in existence on
January 1, 2010,

5. Except as otherwise required by laws such as the Family and Medical Leave Act of 1993
("FMLA"), the Company's obligation to pay for the insurance coverage outlined below for
employees whose active employment ceases temporarily or permanently (except for a quit.
retirement, death, or discharge for cause) will terminate as follows:
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YEARS OF SERVICE INSURANCE END DATE
Less than 2 years End of calendar month in which employment
ends
2 but less than 10 years End of sixth (6th) calendar month after

employment ends

10 or more years End of twelfth (12th) calendar month after
employment ends

In the event of a quit, retirement, death, or discharge for cause, the Company's obligation will
cease as of the end of the calendar month in which employment terminates, irrespective of the
employee's years of service.

To the extent required by law, however, after the Company's insurance payment obligation
terminates, an employee will have the opportunity to continue group insurance coverage under
the Consolidated Omnibus Budget Reconciliation Act of 1985 (‘COBRA™) by prepaving the
portion of the monthly premiums established by the Company consistent with COBRA.

6. During the term of this Agreement, federal and/or state laws may be passed to require the
Company to provide certain medical or other related benefits for its employees, benefits that may
duplicate or overlap similar benefits to be provided by this Agreement. If this happens, and to
the extent these laws do not permit the Company to credit cost and benefits under this Agreement
against those required by law, upon providing the Union with documentation of such additional
costs to the Union’s satisfaction, the Company may reduce the duplicated benefits to be provided
by this Agreement without violating this Agreement to avoid any actual, practical, or otherwise
unreasonable duplication of cost or benefits.

B. Benefits
1. Sickness & Accident Benefit.

The Sickness & Accident Weekly Benefit under the Program of Insurance Benefits (PIB) will be
$350 per week for disabilities.

2. Life Insurance Benefit.
The Life Insurance provisions will be as follows:

Life insurance coverage for active employees will be $30,000.

10
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3. Medical Plans.

(@)  Eligibility. After working 720 hours, any employee will be eligible to
participate in the health, dental and vision plans in effect and summarized at the end of this
Appendix during this Collective Bargaining Agreement. The employee will have a choice of
either Option I or Option II in connection with health and dental benefits.

(b) Company Contribution. Any employee who elects to participate in the
medical plans will receive a Company contribution of $62.50 per month towards the cost of their
medical benefits.

4 Summary of Medical, Dental, and Vision Plans for 90/10 and 80/20 Plans.
) Summary of PPO Benefits — Option I

With your PPO, or Preferred Provider Organization, if you receive services from a provider who

is in the PPO network, you’ll receive the highest level of benefits. If you receive services from a
provider who is not in the PPO network, you’ll receive the lower level of benefits. In either case,
you coordinate your own care. There is no requirement to select a Primary Care Physician (PCP)
to coordinate your care. Below are specific benefit levels that apply during your benefit period.

PTC Alliance Option |
Benefit Network | Qut-of-Network
Benefit Period Calendar Year
Deductible (per benefit
period) $200 $600
Individual $600 $1.800
Family
Plan Payment Level -- Based 90% until out-of-pocket 70% until out-of-pocket
on the provider’s reasonable maximum is met; then 100% | maximum is met: then 100%
charge (PRC) o
Out of Pocket Maximums
Individual $600 $1,800
Family $1,800 $3,600
Lifetime Maximum (per $1,000,000
person)
Primary Care Physician 100% after $20 copayment 70% after deductible
Office Visits
Specialist Office Visits 100% after $25 copayment 70% after deductible
Preventive Care
Adult
Routine physical exams 100% after $20 copayment Not Covered
Adult Immunizations 90% 70% after deductible
Routine gynecological exams 100% after $20 copayment 70% after deductible

11
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Benefit , Network Out-of-Network
Annual Pap Test 90% 70% after deductible
Annual Mammogram 90% 70% after deductible
Pediatric
Routine physical
exams 100% after $20 copayment 70% after deductible
Pediatric Immunizations 90% Not Covered
Emergency Room Service 90% after $50 copayment (waived if admitted) (copayment of
$30 for Instacare or other ER alternative instead of ER)
Spinal Manipulations 90% | 70% after deductible
Limit: 13 visits/benefit period
Physical Medicine 90% 70% after deductible
Speech Therapy 90% 70% after deductible
Occupational Therapy 90% 70% after deductible
Allergy Extracts and 90% 70% after deductible
Injections L
Ambulance 90% deductible does not apply
Assisted Fertilization Not Covered
Procedures
Dental Services Related to 90% 70% after deductible
Accidental Injury
Diabetes Treatment 90% 70% after deductible
Diagnostic Services
22&‘,‘22;*‘51;‘::;2? MRL 90% 70% afier deductible
CAT Scan PET Scan, etc.)
Basic Diagnostic Services
(standard imaging,
diagnostic medical, 90% 70% after deductible
lab/pathology, allergy
testing)
Dg:&?;g;ﬂgﬁrigsgggem’ 90% 70% after deductible
Enteral Formulae 90% 70% after deductible
Home Infusion Therapy 90% 70% after deductible
Home Health Care 90% 70% after deductible
Limit 100 visits/benefit period
Hospice 90% 70% after deduchb]c N
Hospital Services
Inpatient 90% $250 inpatient copayment then
70% after deductible
Outpatient 90% 70% after deductible
Infertility Counseling,
Testing and Treatment (for 90% 70% after deductible
medical conditions only)

12
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Benefit Network Out-of-Network
Maternity Services
Inpatient 90% 70% after deductible
Initial Visit 100% after $20 Copayment 70% after deductible
Delivery 90% 70% after deductible |
Medical Expenses 90% 70% after deductible
Surgical Expenses
Facility 90% 70% after deductible
Professional 90% 70% after deductible
Mental Health $250 inpatient copayment then |
Inpatient 90% 70% after deductible
Limit: 30 days/benefits period: 90 days/lifetime
Outpatient 100% after $20 copayment | 70% after deductible
Limit: 60 visits/benefit period )
Private Duty Nursing 90% 70% after deductible
(excludes inpatient)
Respiratory Therapy 90% 70% aftier deductible
Skilled Nursing Facility 90% 70% after deductible
Care Limit 100 days/benefit period o
Substance Abuse
Impatient Detoxification 90% 70% after deductible
Limit: 7 days/admission: 1 admission/lifetime
Inpatient Rehabilitation 90% $250 inpatient copayment then
70% after deductible

Limit: 30 days/benefit period
Lifetime limit $10,000 - | time admission/lifetime
Outpatient 100% after $20 copayment | 70% after deductible
Limit: 60 visits/benefit period

Therapy Services (Cardiac o
Rehab, Infusion Therapy and 90% 70% after deductible
Dialysis)

Transplant Services 90% 70% after deductible |
Precertification Performed by Member

Requirements Penalty for Failure to Per-Certify: $300 per confinement
Premier Prescription Drug Retail Drugs

Program $10 generic copayment

$20 brand formulary copayment
$40 copayment brand non-formulary copayment
$100 specialty copayment
Mandatory Generic
30-day Supply

Maintenance Drugs through Mail Order
$20 generic copayment
$40 brand formulary copayment
$80 copayment brand non-formulary copayment
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Benefit Network ] Out-of-Network
$200 specialty copayment
Mandatory Generic
90-day Supply

(i)  Summary of PPO Benefits -- Option II

With your PPO, or Preferred Provider Organization, if you receive services from a provider who

is in the PPO network, you’ll receive the highest level of benefits. If you receive services from a
provider who is not in the PPO network, you’ll receive the lower level of benefits. In either case,
you coordinate your own care. There is no requirement to select a Primary Care Physician (PCP)
to coordinate your care. Below are specific benefit levels that apply during your bencfit period.

PTC Alliance
Option 11
Benefit Network I Out-of-Network
Benefit Period Calendar Year
Deductible (per benefit
period) $300 $900
Individual $900 $2,700
Family ]
Plan Payment Level -- Based 80% until out-of-pocket 60% until out-of-pocket
on the provider’s reasonable maximum is met; then 100% | maximum is met: then 100%
charge (PRC) N
Out of Pocket Maximums
Individual $900 $2,700
Family $2,700 $5,400
Lifetime Maximum (per $1,000,000
person)
Primary Care Physician 100% after $20 copayment 60% after deductible
Office Visits
Specialist Office Visits 100% after $25 copayment 60% after deductible
Preventive Care
Adult
Routine physical exams 100% after $20 copayment Not Covered
Adult Inmunizations 80% 60% after deductible
Routine gynecological exams 100% after $20 copayment 60% after deductible
Annual Pap Test 80% 60% after deductible
Annual Mammogram 80% 60% after deductible
Pediatric
Routine physical
exams 100% after $20 copayment 60% after deductible
Pediatric Immunizations 80% Not Covered
Emergency Room Service 80% after $50 copayment (waived if admitted) (copayment of |

14
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Benefit Network | Out-of-Network
$30 for Instacare or other ER alternative instead of ER)
Spinal Manipulations 80% | 60% after deductible
Limit: 13 visits/benefit period
Physical Medicine 80% 60% after deductible
Speech Therapy 80% 60% after deductible |
Occupational Therapy 80% 60% after deductible
Allergy Extracts and 80% 60% after deductible
Injections
Ambulance 80% deductible does not apply
Assisted Fertilization Not Covered
Procedures
Dental Services Related to 80% 60% after deductible
Accidental Injury
Diabetes Treatment 80% 60% aficr deductible |
Diagnostic Services
gg::zl:ilel:igll;::;:? (MRI, 80% 60% after deductible
CAT Scan PET Scan, etc.)
Basic Diagnostic
Services (standard imaging, 80% 60% afier deductible
diagnostic medical,
lab/pathology, allergy testing)
Durable Medical
Equipment, Orthotics and 80% 60% after deductible
Prosthetics
Enteral Formulae 80% 60% after deductible ]
Home Infusion Therapy 80% 60% after deductible
Home Health Care 80% 60% afler deductible |
Limit 100 visits/benefit period
Hospice 80% 60% after deductible
Hospital Services
Inpatient 80% $250 inpatient copayment then
60% afier deductible
Outpatient 80% 60% after deductible
Infertility Counseling,
Testing and Treatment (for 80% 60% after deductible
medical conditions only)
Maternity Services
Inpatient 80% 60% after deductible
[nitial Visit 100% after $20 Copayment 60% after deductible
Delivery 80% 60% after deductible
Medical Expenses 80% 60% after deductible |
Surgical Expenses
Facility 80% 60% after deductible
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Benefit Network Out-of-Network
Professional 80% 60% after deductible
Mental Health $250 inpatient copayment then
Inpatient 80% 60% afier deductible

Limit: 30 days/benefits period: 90 days/lifetime

Outpatient 100% after $20 copayment | 60% after deductible
Limit: 60 visits/benefit period
Private Duty Nursing 80% 60% after deductible
(excludes inpatient)
Respiratory Therapy 80% 60% after deductible
Skilled Nursing Facility 80% 60% after deductible

Care

Limit 100 days/benefit period

Substance Abuse

Impatient Detoxification 80% 60% after deductible
' Limit: 7 days/admission: 1 admission/lifetime
Inpatient Rehabilitation 80% $250 inpatient copayment then

60% after deductible

Limit: 30 days/benefit period
Lifetime limit $10,000 - 1 time admission/lifctime

Outpatient

100% after $20 copayment | 60% after deductible

Limit: 60 visits/benefit period

Therapy Services (Cardiac

Rehab, Infusion Therapy and 80% 60% after deductible
Dialysis)

Transplant Services 80% 60% after deductible
Precertification Performed by Member

Requirements Penalty for Failure to Per-Certify: $300 per confinement
Premier Prescription Drug Retail Drugs

Program

$10 generic copayment
$20 brand formulary copayment
$40 copayment brand non-formulary copayment
$100 specialty copayment
Mandatory Generic
30-day Supply

Maintenance Drugs through Mail Order
$20 generic copayment
$40 brand formulary copayment
$80 copayment brand non-formulary copayment
$200 specialty copayment
Mandatory Generic
90-day Supply

16
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Benefits currently available

through Guardian Life Dental Option 1 Option 2
Non- Non-
Preferred preferred Preferred preferred
Provider Provider Provider Provider

Annual Deductable

Individual $50 $75 $50 $75

Family Maximum $150 $225 $150 $225

Calendar Year Maximum $1,000 $1,200

Preventative/Diagnostic Services | 100%-no 100%-no 100%-no 100%-no

deductible deductible deductible | deductible

Cleanings (limit 2 per year) .

Fluoride Treatment

(1 per year under age 19)

Oral Exams (limit 2 per year) B

Full mouth x-rays (one set in 60

months) B

Bitewing x-rays

(adults-1/year; children 2/year)

Minor Restorative Services 90%-no 90%-no 1st year- Ist year-

deductible deductible 70% after  [70% after
deductible  deductible

2nd year- | 2nd year-

80% after | 80% after

deductible | deductible

Fillings, Extractions, Palliative

Treatment

Sealants (under the age of 14)

Denture Repair (once in 38

months)

Pariodontics Scaling (4 1

treatments/period) i e

Space Maintainers (covered to ‘

age 19)

Major Services Not Covered 1st year- Ist year-
50% after | 50% after
deductible | deductible

Pariodontics, Endodontics, 2nd year- 2nd year-

Bridges 60% after | 60% after
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deductible | deductible

Crowns, Inlays/Veneers, Onlays
Oral Surgery, Anesthesia
Replacement of Crowns, Inlays,
Onlays (once every S years)
Root Canal (one per tooth)
Denture adjustment (min 8
months after installation)
Denture reline & rebase (once
every 36 months)

ORTHODONTIA Not Covered 50% - no 50% - no
deductible | deductible

Limited to children under 19
Lifetime Maximum $1,500

|

(iv)  Vision Benefits
Benefits currently available through Vision Benefits of America (VBA)

Exams 12 months
Lenses 12 months
Frames 24 months
Benefits In Network Out of Network
Exams
Eye Exams 100% after %5 co-pay $35
Lenses
Single 100% after %5 co-pay $30
Bifocal 100% after %S5 co-pay $40
Trifocal 100% after %5 co-pay $60
Lenticular 100% after %5 co-pay $80
Frames 100% within the program’s $40

$40 wholesale allowance

(approximately $80 - $120

retail) o
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Contact Lenses
In Lieu of Glasses $100 $100
Medically Required UCR** $250

** Usual, Customary and Reasonable
***Cost of the Exam is included in the Contact Lense
Allowance

|

You can call VBA at 1-800-432-4966 to initiate your vision benefits

W) Costs of Medical, Dental and Vision Benefits

Medical 90-10 Option 80-20 Option
Employee $50 $25
Employee + 1 $100 $50
Employee + 2 or more $140 $70
Dental Option 1 Option 2
Employee $12.10 $22.84
Employee + 1 $23.45 $44.51
Employee + 2 or more $44.79 $81.25
Vision

Employee $4.70

Employee + 1 $8.35

Employee + 2 or more $11.35

* %k ¥ * ¥
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APPENDIX BB
401(k) PLANS
I. 401(k) Plan for Employees Hired Prior to October 1, 2007

A. For employees hired prior to October 1, 2007, instead of a pension plan, the Company
will continue its 401(k) Plan with the following elements:

s Payroll deduction

e Muitiple investment options

s A contribution level up to the maximum allowed by federal law

e All contributions will be pre-tax

¢ Quarterly statements showing account levels

¢ Provisions to allow investment among the funds in 1% increments

* Provisions for changing investment directions, i.e., moving money from one fund to
another or changing the direction of future investments

B. For such employees, the Company will contribute $1.30 per hour for each hour worked
during this Agreement. For purposes of this Appendix, “hours worked” shall mean hours
worked (including straight time and overtime hours); vacation and holiday hours at the rate of
eight (8) hours for each holiday or day of vacation; hours on Union business; and hours, at the
rate of eight (8) hours for each day while receiving workers’ compensation or sickness &
accident benefits based on the number of days absent from work while receiving such benefits.

IL. 401(k) Plan for Employees hired on or after October 1, 2007

A. Overview. The Company will make a 401(k) payroll deduction Savings Plan available to
all actively employed bargaining unit employees. This will be the sole retirement plan of the
Company. The Company does not sponsor a pension plan. The full Plan is contained in the
Summary Plan Description Booklet dated January 1, 2007. Plan design, eligibility requirements,
form design, vesting provisions, content, investment and all other provisions will be established
at the discretion of the Company and be subject to change by the Company. The Plan design
established by the Company will continue to contain the following major provisions:

e Payroll deduction

* Multiple investment options

* A contribution level up to the maximum allowed by federal law

e All contributions will be pre-tax
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¢ Quarterly statements showing account levels
» Provisions to allow investment among the funds in 1% increments

» Provisions for changing investment directions, i.e., moving money from one fund to
another or changing the direction of future investments

The Company will provide instruction to those employees interested in participating in the
401(k) Savings Plan.

B. Plan Detaqils.

(1) After thirty (30) calendar days of uninterrupted employment, employees
will be eligible to participate in the 401(k) Plan, as may be amended by the Company from time
to time.

2) If such employees make elective deferrals of 2% or more to the 401(k)
Plan, they will be eligible to receive a matching contribution equal to 25% of the first 6% of their
elective deferral amount (“Employer Matching Contributions™).

(3)  Employer Matching Contributions will be subject to a six-year graded
vesting schedule. Your service with Alliance Tubular Products, LLC prior to the Effective Date
of this Agreement will not be taken into account for purposes of determining your eligibility for,
or the amount of, any contribution under the Plan. However, such prior service will be taken into
account for the limited purpose of determining the extent to which you arc vested in any
Employer Matching Contributions made in regard to elective contributions that you make after
the Effective Date of this Agreement. Investment options offered under the 401(k) Plan will be
determined from time to time by the Plan Administrator. -

1. Company Lump Sum Contributions into 401(k) Plans under 1 & 11

Within sixty (60) days after the closing described in Paragraph 16, the C ompany
will make the contributions specified below into the 401(k) account for each employee accr uing
seniority under the Agreement as of its effective date. The contributions will be paid in an
amount which is the product of fifty dollars ($50.00) multiplied by the sum of (x) each ycar of an
employee s age and (y) his or her completed years of Company service as of June 30, 2010, with
service dating from the later of either his or her hire date with the Company or the date of most
recent rehire. For purposes of clarity, the lump sum contribution schedule follows:
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Age+ | Lump Sum Age+ | Lump Sum Age + | Lump Sum Age + | Lump Sum |
Service | Payment Service | Payment Service | Payment Service | Payment
22 $1,100 43 $2,150 64 $3,200 83 $4,250
23 $1,150 44 $2,200 65 $3,250 86 $4,300
24 $1,200 45 $2,250 66 $3,300 87 $4,330
25 $1,250 46 $2,300 67 $3,350 88 $4.400
26 $1,300 47 $2,350 68 $3,400 89 $4.,430
27 $1,350 48 $2,400 69 $3,450 90 $4,500
28 31,400 49 $2,450 70 $3,500 91 $4,550
29 $1,450 50 $2,500 71 $3,550 92 $4,600
30 $1,500 | 51 $2,550 72 $3,600 93 S4,65f).__
311 $1,550 52| $2,600 73| $3,650 94 1  $4,700
32 $1,600 53 $2,650 74 $£3,700 95 $4,750
33 $1,650 54 $2,700 75 33,750 96 $4,800
34 $1,700 55 $2,750 76 $3,800 97 $4,850 |
35 $1,750 56 $2,800 77 $3,850 98 $4,900
36 $1,800 57 $2,850 78 $3,900 99 $4,950
37 $1,850 58 $2,900 79 $3,950 100 $3,000
38 $1,900 59 $2,950 80 $4,000 101 $5,050 :
39 $1,950 60 $3,000 81 $4,050 102 $5,100
40 $2,000 61 $3,050 32 $4,100 103 $5,150
4] $2,050 62 $3,100 83 $4,150 104 $5.200
42 $2,100 63 $3,150 84 $4,200 105 $5,250
Examples
Age 35, Service [2 $§2,350
Age 47, Service 19 $3,300
Age 54, Service 15 $3,400
Age 60, Service 30 $4,500
Age 25, Service 4 $1.450

In addition to the above-specified lump sum contributions, and within the same time frame as
these lump sum contributions, the Company will make a one-time only payment of one million
three hundred and seventy-five thousand dollars ($1,375,000.00), to be allocated on the basis of
service as of June 30, 2010 (as reflected above). At the employee’s election, an employee’s
allocation may be contributed into the employees’ individual 401(k) accounts or paid directly to
them in cash (less any authorized or legally required deductions) in a manner to be dctermined
prior to the effective date of this MOA. Each individual employee’s 401(k) account will belong
solely and exclusively to him or her and the Company shall have no current or future claim to
any monies contributed to an employee’s account.

The amount of any and all contributions set forth in this Agreement shall be immediately vested
in the employee’s account notwithstanding any provisions of the 401(k) plan to the contrary.
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APPENDIX CC
PATIENT PROTECTION AND AFFORDABLE CARE ACT

To the extent and in the event that the federal Patient Protection and Affordable Care Act
("PPACA") provides the Company with choices or other options in administering the PPACA--
including plan design changes that might offset cost increases to the Company and/or resulting
from any modifications to the plan required by PPACA- the Company will negotiate in good
faith over any such choices or options prior to their implementation.

If, after bargaining, the Company and Union fail to reach agreement and the Company

unilaterally implements changes to its plan, the USW retains the right to grieve and immediately
appeal to arbitration the reasonableness of the Company's plan changes.
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APPENDIX DD

At Company expense-including the fees and expenses of the legal and other professionals
retained in connection with the establishment of the VEBA (Voluntary Employee Beneficiary
Association)-- and subject to the approvals and recommendations of its accountants, the
Company will establish a jointly administered, tax-qualified VEBA and will provide a total of
$6,000,000 in three (3) lump sums (83,000,000 on the establishment of the VEBA, $1,500.000
on the first anniversary of the closing described in Paragraph 16, and $1,500,000 on its second
anniversary) for OPEB (Other Post-Employment Benefits) for existing and future retirees and
their eligible dependants at Alliance and Darlington, including individuals covered by the
Monaca and Mid -West closing agreements. Deducted from the initial $3,000,000 payment will
be the Company's cost of providing continuing benefit insurance coverage to retirees and their
dependents until the VEBA becomes operational but in no event will such coverage extend
beyond December 31, 2010. The VEBA itself will be responsible for all expenses and all its
administrative and other costs when and after it becomes operational.

The Union concurs that the Company will have no obligation to pay any amounts toward OPFER
or into the VEBA beyond what is specified herein.

The obligations addressed above will become due upon the effective date of each of the
Darlington and Alliance Memoranda of Agreement (“MOAs”), but shall be paid upon the
establishment of the VEBA. Upon ratification of the MOAs, sub-accounts will be established
within the VEBA such that 67.9% of the assets shall be allocated to the Darlington, Monaca and
Mid-West existing and future retirees and dependents and 32.1% of the assets shall be allocated
to the Alliance existing and future retirees and dependents. All contributions to the VEBA and
expenses and administrative costs of the VEBA shall be apportioned between the sub-accounts to
reflect this allocation,

In the event that either the Darlington or Alliance bargaining unit fails to ratify the respective
MOA, the parties shall agree, based upon reasonable actuarial standards, as to the allocation of
contributions to the existing and future retirees and dependents of the ratifying bargaining unit
and the retirees and dependents of Monaca and Mid-West. In the event that the parties are
unable to agree to such allocation, the matter shall be submitted to binding arbitration on an
expedited basis.

Any Alliance employee who retires sixty (60) or more days after the effective date of this MOA
shall not participate in the VEBA. An Alliance employee who retires within sixty (60) days of
the effective date of this MOA may elect his share of the lump sum distribution of the
$1,375,000.00 under Appendix BB or to participate in the VEBA and the amount he would
otherwise have received will be contributed to the Alliance sub-account of the VEBA.

The Company, at its option, can appoint, as its trustee(s), non-employees as trustees and/or one
Or more corporate trustees such as a bank.
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APPENDIX EE
INVESTMENT COMMITMENT
1. During this Agreement, the Company agrees to maintain the competitive status of
the Alliance facility, taking into consideration factors affecting the Company and its facility,
provided, however, that final decisions on such expenditures will be made in the sole discretion

of the Board of Directors.

2, The Union agrees to contribute to the competitiveness of the facilities and work
with the Company to maintain the competitive nature of the facilities.
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Exhibit 1 - Employee Transition Matters

Each current Alliance Tubular Products Co. (called “PTC” for ease of reference)
bargaining unit employee accruing continuous service under a collective bargaining
agreement as of the Closing Date will thereupon become an employee of Buyer as
defined in Paragraph 16 (“Transferred Employee™) regardless of whether s/he is actively
at work or absent from work whether due to layoff, disability or any other inactive status
recognized under the collective bargaining agreements with PTC, although those absent
from work will continue in their respective status under the Buyer/USW CBA until their
circumstances change.

With respect to any employee of PTC who was discharged prior to the Closing Date and
who is actively pursuing a grievance concerning such discharge, Buyer shall, at its
option, either (a) employ the dischargee as a Transferred Employee, placing him or her in
accordance with the CBA, and taking no further action concerning such discharge: or (b)
succeed to the position of PTC concerning such discharge, it being understood that such
discharge shall be taken up and resolved pursuant to the grievance and arbitration
procedure set forth in the Buyer/USW CBA. Buyer shall advise the USW within 15-days
of the Closing Date as to which of the two options it will elect.

Buyer shall conduct no pre-hire or other drug testing of Transferred Employces in
connection with its acquisition of the assets of PTC.

For all purposes under the Buyer/USW CBA, each Transferred Employee will be credited
as of the Effective Date with all basic labor agreement service s/he accrued at PTC and its
predecessors.

Buyer shall assume all liabilities for 2010 vacation, as well as for vacation accrued for
2011. Each vacation day taken by a Transferred Employee prior to the Closing Date shall
be counted as a vacation day under the Buyer/USW CBA.

Each Transferred Employee absent from work due to disability who is receiving sickness
and accident (or similar) benefits will be entitled to receive sickness and accident (or
similar) benefits from Buyer for any remaining period of entitlement at the benefit [evel
under the Buyer/USW CBA.

Buyer shall assume liabilities for Transferred Employees absent from work as of the
Closing Date due to disability who are receiving workers compensation benefits. Upon
qualifying under the criteria of the Buyer/USW CBA for return to active employment, the
Transferred Employees covered by this paragraph shall be placed in active employment
or otherwise in accordance with their seniority.

A Transferred Employee on layoff as of the Closing Date shall be subject to recall in
accordance with their seniority and applicable provisions of the Buyer/USW CBA.
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9. Each Transferred Employee absent from work as of the Closing Date due to Family and
Medical Leave, Union leave, military leave, or other form of leave of a type recognized
by the Buyer/USW CBA will be entitled to the same treatment from Buyer for the
balance of such leave and upon its expiration as provided for under the Buyer/USW
CBA.
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DENTONS US LLP
601 SoUTH FIGUEROA STREET , SUITE 2500
Los ANGELES , CALIFORNIA 90017-5704
(213) 623-9300
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Maiﬁmbwrﬁenraywage 20T 55 Docket #0008 Date Filed: 8/31/2018
1 || SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
2 || JOHN A. MOE, Il (Bar No. 066893)
john.moe@dentons.com
3 || TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
4 || DENTONS US LLP
601 South Figueroa Street, Suite 2500
5 || Los Angeles, California 90017-5704
5 Tel: (213) 623-9300 / Fax: (213) 623-9924
Proposed Attorneys for the Chapter 11 Debtors and
7 || Debtors In Possession
8
UNITED STATES BANKRUPTCY COURT
9
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
10
1 Inre Lead Case No. 2:18-bk-20151-ER
VERITY HEALTH SYSTEM OF (Proposed To Be) jointly administered with:
12 CALIFORNIA, INC., et al., Case No. 18- : Case No. 18- X
Case No. 18- : Case No. 18- X
13 Debtors and Debtors In Possession. | Case No. 18- : Case No. 18- ;
14 Case No. 18- : Case No. 18- X
5 Affects All Debtors Case No. 18" Case No_ 18- ;
15 Case No. 18- - Case No. 18- :
L1 Affects Verity Health System of Case No. 18- : Case No. 18- :
16 California, Inc. Case No. 18- ; Case No. 18-
L1 Affects O’Connor
17 || [ Affects Saint Louise Regional Hospital Chapter 11 Cases
L] Affects St. Francis Medical Center
18 || [ Affects St. Vincent Medical Center DECLARATION OF RICHARD G. ADCOCK IN
L] Affects Seton Medical Center SUPPORT OF EMERGENCY FIRST-DAY
19 || O Affects O’Connor Hospital Foundation MOTIONS
L1 Affects Saint Louise Regional Hospital
20 Foundation
L] Affects St. Francis Medical Center of
21 Lynwood Foundation
L] Affects St. Vincent Foundation
22 || O Affects St. Vincent Dialysis Center, Inc.
L] Affects Seton Medical Center Foundation
23 || [ Affects Verity Business Services
L] Affects Verity Medical Foundation
24 || O Affects Verity Holdings, LLC
L] Affects De Paul Ventures, LLC
25 || [ Affects De Paul VVentures - San Jose
Dialysis, LLC
26
- Debtors and Debtors In Possession.
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I, Richard G. Adcock, hereby state and declare as follows:

1. I am the Chief Executive Officer of Verity Health System of California, Inc.
(“VHS”). | became the Debtors’ Chief Executive Officer effective January 2018. Prior thereto, |
served as VHS’s Chief Operating Officer since August 2017.

2. I have extensive senior-level experience in the not-for-profit healthcare arena,
especially in the areas of healthcare delivery, hospital acute care services, health plan
management, product management, acquisitions, integrations, population health management,
budgeting, disease management and medical devices. | have meaningful experience in both the
technology and healthcare industries in the areas of product development, business development,
mergers and acquisitions, marketing, financing, strategic and tactical planning, human resources,
and engineering.

3. Prior to VHS, from 2014 until 2017, | served as Executive Vice President and
Chief Innovation Officer of Sanford Health, a large integrated health system headquartered in the
Dakotas and is dedicated to health and healing. In this role, | was responsible for leading Sanford
Health’s growth and innovation, in addition to direct operational oversight of the following
related entities: Sanford Research, Sanford Health Plan, Sanford Foundation (a philanthropic
fundraising foundation), Sanford Frontiers (a commercial and real estate company), Profile by
Sanford (a scientific weight loss program), and Sanford World Clinic (which operates clinics in
multiple countries).

4. From 2012 to 2017, | served as the President of Sanford Frontiers and was
responsible for starting a new entity within Sanford Health focused on innovative ventures. From
2008 to 2012, I served as Executive Vice President of Sanford Clinic. | was responsible both for
(i) working directly with the President of the Clinic to the lead team of Vice Presidents in all
aspects of management, and (ii) Sanford World Clinics operations, including the design, opening
and operation of several global clinics. From 2006 to 2008, | served as the Vice President of
Sanford Clinic and was responsible for leading strategic, operational and financial aspects within

Sanford Clinic. From 2004 to 2006, | served as Director of Clinical Operations at Sanford

108503415\V-3
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Children’s Specialty Clinic and was responsible for leading the Pediatric Subspecialty Physician
program and the clinical practice through all facets of the operation.

5. Prior to Sanford Health, | served as the Director of Engineering and Six Sigma
Master Black Belt at GE Medical Systems, and before that | was the Vice President of Research
and Development and the Co-Owner/Founder of Micro Medical Systems. | have a bachelor of
science in business administration and a masters of business administration in healthcare
management.

6. On the date hereof (the “Petition Date”), VHS and certain of its subsidiaries

(collectively, the “Debtors” or “Verity”) filed voluntary petitions for relief under Chapter 11 of

Title 11 of the United States Code (the “Bankruptcy Code”) in the United States Bankruptcy

Court for the Central District of California, Los Angeles Division (the “Bankruptcy Court”). I am

knowledgeable and familiar with the Debtors’ day-to-day operations, business and financial
affairs, and the circumstances leading to the commencement of these chapter 11 cases (the
“Chapter 11 Cases”).

7. Except as otherwise indicated herein, this Declaration is based upon my personal
knowledge, my review of relevant documents, information provided to me by employees of the
Debtors and Integrity Healthcare, LLC (“Integrity”) or the Debtors’ legal and financial advisors,
or my opinion based upon my experience, knowledge, and information concerning the Debtors’
operations and the healthcare industry. If called upon to testify, | would testify competently to the
facts set forth in this Declaration.

8. I make this declaration for the purpose of apprising the Court and parties in
interest of the circumstances that compelled the commencement of these Chapter 11 Cases and in
support of the First-Day Motions (as defined below).

0. To enable the Debtors to minimize the adverse effects of the commencement of
these Chapter 11 Cases on their business, the Debtors have requested various types of relief in a

number of applications and motions (each a “First Day Motion,” and, collectively, the “First Day

Motions”). The First-Day Motions seek relief intended to maintain the Debtors’ business

operations; to preserve value for the Debtors, its stakeholders, and parties in interest; and, most
-3-
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1 || importantly, to protect the health and wellbeing of the patients who are being treated at the

2 || Hospitals (defined below) operated by the Debtors and the employees of the Debtors. Each First

3 || Day Motion is crucial to the Debtors’ reorganization efforts and to the health and wellbeing of the

4 || patients. Any capitalized term not expressly defined herein shall have the meaning ascribed to

5 || that term in the relevant First-Day Motion.

6 10. Section | provides an overview of the Debtors and these Chapter 11 Cases.

7 || Section 11 describes the Debtors’ businesses. Section Il describes the circumstances that

8 || compelled the commencement of the Chapter 11 Cases. Section IV describes the Debtors’

9 || corporate and capital structure. Section V describes the Debtors’ sales efforts. Section VI
10 || provides a summary of the First-Day Pleadings and factual bases for the relief requested therein.
11 I. OVERVIEW!
12 11. Debtor VHS, a California nonprofit public benefit corporation, is the sole
13 || corporate member of the following five Debtor California nonprofit public benefit corporations
14 || that operate six acute care hospitals, O’Connor Hospital, Saint Louise Regional Hospital, St.
15 || Francis Medical Center, St. Vincent Medical Center, Seton Medical Center, and Seton Medical
16 || Center Coastside (collectively, the “Hospitals”) and other facilities in the state of California.
17 || Seton Medical Center and Seton Medical Center Coastside operate under one consolidated acute
18 || care license.
19 12. VHS, the Hospitals, and their affiliated entities (collectively, “Verity Health
20 || System”) operate as a nonprofit health care system in the state of California, with approximately
21 || 1,680 inpatient beds, six active emergency rooms, a trauma center, and a host of medical
22 || specialties, including tertiary and quaternary care. The scope of the services provided by the
23 || Verity Health System (defined below) is exemplified by the fact that in 2017, the Hospitals
24 || provided medical services to over 50,000 inpatients and approximately 480,000 outpatients.
25 13.  The VHS affiliated entities, including the Debtors, are as follows:

« O’Connor Hospital
26 . Saint Louise Regional Hospital
27
! Capitalized terms used but not defined in this overview section shall have the meanings assigned
28 || to them below.
-4 -
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1 « St. Francis Medical Center
« St. Vincent Medical Center
2 « Seton Medical Center, including
. Seton Medical Center Coastside campus
3 « Verity Business Services
« Marillac Insurance Company, Ltd.
4 « O’Connor Hospital Foundation
« Saint Louise Regional Hospital Foundation
5 . St. Francis Medical Center of Lynwood Foundation
. St. Vincent Medical Center Foundation
6 . Seton Medical Center Foundation
. St. Vincent de Paul Ethics Corporation
7 « St. Vincent Dialysis Center
. De Paul Ventures, LLC
8 « De Paul Ventures San Jose Dialysis, LLC
. De Paul Ventures San Jose ASC, LLC
9 . Verity Medical Foundation
« Verity Holdings, LLC
10
14.  Verity Medical Foundation (“VMEFE”), incorporated in 2011, is a medical
11
foundation, exempt from licensure under California Health & Safety Code 8§ 1206(1). VMF
12
contracts with physicians and other healthcare professionals to provide high quality,
13
compassionate, patient-centered care to individuals and families throughout California. With
14
more than 100 primary care and specialty physicians, VMF offers medical, surgical and related
15
healthcare services for people of all ages at community-based, multi-specialty clinics
16
conveniently located in areas served by the Debtor Hospitals. VMF holds long-term professional
17
services agreements with the following medical groups: (a) Verity Medical Group; (b) All Care
18
Medical Group, Inc.; (c) CFL Children's Medical Associates, Inc.; (d) Hunt Spine Institute, Inc.;
19
(e) San Jose Medical Clinic, Inc., D/B/A San Jose Medical Group; and (f) Sports, Orthopedic And
20
Rehabilitation Associates.
21
15.  Verity Holdings LLC (“Holdings™), a direct subsidiary of its sole member VHS,
22
was created in 2016 to hold and finance Verity’s interests in six medical office buildings whose
23
tenants are primarily physicians, medical groups, healthcare providers, and certain of the VHS
24
Hospitals. Holdings’ real estate portfolio includes over 30 properties, as more fully described
25
below.
26 : : : : : : .
16. Saint Louise Regional Hospital Foundation, St. Francis Medical Center
27
Foundation, St. Vincent Medical Center Foundation, Seton Medical Center Foundation, and
28
-5-
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1 || O’Connor Medical Center Foundation handle fundraising and grant-making programs for each of

2 || their respective Debtor Hospitals.

3 17.  As of August 30, 2018, the Debtors’ facilities had approximately 850 patients, and

4 || are currently at approximately 50% occupancy.

5 18.  As of August 31, 2018, the Debtors have approximately 7,385 employees, of

6 || whom 4,733 are full-time employees. Approximately 74% of these employees are represented by

7 || collective bargaining units. Specifically, 72% of the Debtors’ Employees — approximately 5,331

8 || Employees in total — are represented through California Nurses Associations (“CNA”), Service

9 || Employees International Union (“SEIU”), National Union Healthcare Workers (“NUHW”) and
10 || United Nurses Association of California/Union of Health Care Professionals (“UNAC™).
11 19.  As part of the mission of Verity Health System to serve the community, VHS
12 || provides care to patients even though they may lack adequate insurance or may participate in
13 || programs that do not pay full charges.
14 20.  All of the Debtors’ Hospitals are licensed as general acute care hospitals by the
15 || California Department of Public Health, certified to participate in the Medicare and Medicaid
16 || programs, and managed by VHS.
17 21. Each of the Debtors are exempt from federal income taxation as an organization
18 || described in Section 501(c)(3) of the Internal Revenue Code of 1986, except for Verity Holdings,
19 || LCC, DePaul Ventures, LLC, and DePaul Ventures - San Jose Dialysis, LLC.
20 22. St. Francis Medical Center owns real property commonly known as: (i) 3630 E.
21 || Imperial Highway Lynwood, CA 90262, including the patient tower and all of the facilities
22 || thereon; (ii) 2700 E. Slauson Ave, Huntington Park, CA 90255, and the Huntington Park Medical
23 || Office Building thereon; and (iii) 5953 S. Atlantic Blvd. 5, Maywood, CA 90270, and Maywood
24 || Medical Office Building thereon.
25 23. St. Vincent Medical Center owns real property commonly known as: (i) 2131 W
26 || 3rd Street, Los Angeles, CA 90057, including the hospital and all of the facilities located thereon;
27 || and (i) vacant land in Salton Sea, California.
28
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24. Saint Vincent Medical Foundation owns: (i) a fractional timeshare of a
condominium commonly known as 2600 Avenida Del Presidente, San Clemente, CA 92672; and
(i) Lot 10 of Block 572 of Rio Grande Estates, Unit 25, Valencia, NM.

25. O’Connor Hospital owns real property commonly known as: (i) 455 O’Connor Dr.
San Jose, CA 95128, and partial interest in the medical office building thereon; (ii) 2105 Forest
Ave, San Jose, CA 95128 and the acute hospital, medical office building, and all of the facilities
located thereon.

26. Saint Louise Regional Hospital owns real property commonly known as: (i) 9400
No Name Uno, Gilroy, CA 95020, and the hospital and helipad thereon; and (ii) 705 Las Animas
Road, Gilroy, CA 95020.

27. Seton Medical Center owns (i) real property commonly known as 1900 Sullivan
Avenue, Daly City, CA 94015, and the Hospital and the facilities thereon (the “Daly Property”),
and (ii) an employee parking lot on the Daly Property.

Il. The Debtors’ Businesses

A. The Debtors’ Current Business Operations.

28. A description of VHS, each Hospital and its respective subsidiaries and affiliates is
described below, all of which are jointly-administered Debtors in these cases.

29. Verity Health Systems. As set forth above, VHS is a nonprofit regional

healthcare system headquartered in ElI Segundo, California. VHS was originally established by
the Daughters of Charity of St. Vincent de Paul, Province of the West, to support the mission of
the Catholic Church through a commitment to the sick and poor. VHS operates six hospitals in

California.

30.  Verity Business Services. VHS operates Verity Business Services (“VBS”), a
nonprofit public benefit corporation. VBS provides support services to Verity and its affiliated
hospitals including accounting, finance, patient financial services, supply chain management, and
purchasing services for the entire health system.

31. Verity Medical Foundation. As set forth above, VMF operates clinics and

contracts with physicians to provide high quality, compassionate, patient-centered care to
-7 -
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individuals and families throughout California. With more than 100 primary care and specialty
physicians, VMF offers medical, surgical and related healthcare services for people of all ages at
community-based, multi-specialty clinics conveniently located in areas served by the Hospitals.

32. O’Connor Hospital. O’Connor Hospital is a nonprofit public benefit corporation

that operates a 358 licensed-bed, general acute care hospital that serves residents from the greater
San Jose area. The hospital has an emergency department with 23 emergency treatment stations.
It also has 11 surgical operating rooms and two cardiac catheterization labs. The hospital offers a
comprehensive range of healthcare services, including emergency, cardiac, orthopedic, cancer,
obstetrics, and sub-acute care services. The hospital is accredited by The Joint Commission.

33.  O’Connor Foundation. O’Connor Foundation was incorporated in 1983 and is

governed by a Board of Trustees. Charitable donations and endowments help fund the acquisition
of new equipment, the expansion of O’Connor Hospitals® facilities, healthcare services, and
community outreach programs. O’Connor Hospital is the sole corporate member of O’Connor
Foundation. As of May 31, 2018, O’Connor Hospital Foundation had a balance of $1,123,644.15
in temporarily restricted assets and a balance of approximately $334,802.20 in permanently
restricted assets for the purpose of funding the cardiac catheterization lab capital, wound care
services, surgical services, and various other programs.

34. St. Vincent Medical Center. St. Vincent Medical Center was founded as the first

hospital in Los Angeles in 1856. In 1971, a new facility was constructed at the Hospital’s current
location at 2131 West Third Street, Los Angeles, CA 90057. The hospital has expanded to a 366
licensed bed, regional acute care, tertiary referral facility, specializing in cardiac care, cancer
care, total joint and spine care, and multi-organ transplant services. The Hospital serves both local
residents and residents from Los Angeles, San Bernardino, Riverside, and Orange Counties. As a
provider of healthcare services for a high percentage of elderly patients, many of the hospital’s
services and programs are focused on the treatment of various chronic diseases.

35. St. Vincent Foundation. St. Vincent Foundation was incorporated in 1989 as a

nonprofit public benefit corporation. Charitable donations and endowments raised by St. Vincent

Foundation help fund the acquisition of new equipment, the expansion of the Hospital’s facilities,
-8-
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healthcare services, and community outreach programs. St. Vincent Foundation raises funds
through grants, special events, and individual donors. St. Vincent is governed by a Board of
Trustees, and St. Vincent Medical Center is the sole corporate member of the Foundation. St.
Vincent, as well as St. Vincent Foundation, holds donor-restricted funds. As of May 31, 2018, St.
Vincent Foundation had a balance of approximately $1,590,149.89 in temporarily restricted assets
and a balance of approximately $136,159 in board designated temporarily restricted assets for the
purpose of funding programs such as bone mineral density research, transportation for low-
income patients, the organ transplantation program, and oncology research and treatment.

36. St. Vincent Dialysis Center. St. Vincent Medical Center is the sole corporate

member of the St. Vincent Dialysis Center, located on the Hospital’s campus. The St. Vincent
Dialysis Center provides dialysis services for kidney disease patients, including hemodialysis and
isolated ultrafiltration treatments as part of the Hospital’s end-stage renal disease program.

37. St._Francis. St. Francis Medical Center was established in 1945 and gained
sponsorship from Daughters of Charity, Province of the West, in 1981. The hospital provides
comprehensive healthcare services and operates one of the busiest emergency trauma centers in
Los Angeles County. The Hospital serves 1.2 million residents of Southeast Los Angeles, located
in the communities of Lynwood, South Gate, Downey, Huntington Park, Bell Gardens,
Maywood, and Compton. As a provider of healthcare services for many Medi-Cal and uninsured
patients, the hospital receives significant Disproportionate Share Hospital funding. St. Francis
operates a 384 licensed bed, general acute care hospital located at 3630 East Imperial Highway in
Lynwood, California. The hospital has an emergency department with 46 licensed emergency
treatment stations and is designated a Level 1l Trauma Center. It also has nine surgical operating
rooms and three cardiac catheterization labs for inpatient and outpatient cardiac catheterization
services. The hospital offers a comprehensive range of services, including emergency and trauma
care, neonatal intensive, cardiovascular, oncology, pediatrics, behavioral health, and maternity
and child services. In addition to the inpatient programs and services, the Hospital also offers
various outpatient services, including ambulatory surgical services, laboratory services, imaging
services, infusion therapy, nuclear medicine services, respiratory therapy, and physical therapy.

-9-
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1 || Other outpatient services are provided at the following clinics: Orthopedics Clinic, Wound Care

2 || Clinic, Industrial Clinic, Lynwood Clinic, Downey Clinic , and Huntington Park Clinic. The

3 || Hospital is accredited by The Joint Commission.

4 38.  St. Francis Medical Center Foundation. St. Francis Medical Center is the sole

5 || corporate member of St. Francis Medical Center Foundation. St. Francis Medical Center

6 || Foundation was incorporated in 1983 as a nonprofit public benefit corporation and is governed by

7 || avolunteer Board of Trustees. Charitable donations and endowments help fund the acquisition of

8 || new equipment, the expansion of the Hospital’s facilities, healthcare services, and community

9 || outreach programs. St. Francis Foundation raises funds through grants, special events, and
10 || individual donors. As of May 31, 2018, St. Francis Foundation had a balance of $656,118.24 in
11 || temporarily restricted assets for the purpose of funding programs such as the Children’s
12 || Counseling Center, nurse education, and the annual Women’s Luncheon in support of
13 || mammogram equipment. The Foundation also funds Health Benefit Resource Center, Healthy
14 || Communities Initiative, and Trauma Recovery.
15 39.  Seton Medical Center. Seton Medical Center was originally founded as Mary’s
16 || Help Hospital by the Daughters of Charity of St. Vincent De Paul in 1893. The original facility
17 || was destroyed in the San Francisco Earthquake of 1906, and by 1912, Mary’s Help Hospital
18 || reopened a new facility in San Francisco. In 1965, the hospital was moved to its current location
19 || at 1900 Sullivan Avenue in Daly City. The hospital was renamed Seton Medical Center in 1983,
20 || is currently licensed for 357 beds and serves residents from San Francisco and San Mateo areas.
21 || Seton Medical Center has an emergency department with 18 licensed treatment stations. It also
22 || has 13 surgical operating rooms and three cardiac catheterization labs. Of the Hospital’s 83
23 || licensed skilled nursing beds, 39 are in suspense, and the remaining 44 beds are utilized as sub-
24 || acute care beds. Additionally, the hospital has 24 licensed acute psychiatric beds which have been
25 || placed in suspense. The hospital has a broad spectrum of medical services, including cancer,
26 || cardiac, emergency, surgical, rehabilitation, respiratory, orthopedic, and sub-acute care. The
27 || hospital is accredited by The Joint Commission. Seton Medical Center and Seton Coastside share
28 || aconsolidated license.
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1 40.  Seton Coastside. Seton Coastside was founded as Moss Beach Rehabilitation

2 || Hospital in 1970. In 1980, the City of Half Moon Bay acquired ownership of the hospital and

3 || signed an agreement for Daughters of Charity to manage operations of the hospital and rename it

4 || St. Catherine’s Hospital. In 1993, St. Catherine’s Hospital became Seton Coastside as it became

5 || integrated with Seton Medical Center. Today, Seton Coastside is licensed for 116 skilled nursing

6 || beds and five general, acute-care beds. Seton Coastside also operates the only 24-hour “standby”

7 || Emergency Department along the 55-mile stretch between Santa Cruz and Daly City. Under a

8 || consolidated license, Seton Medical Center and Seton Coastside share the same Board of

9 || Directors, executive leadership team, charity care policies, and union collective bargaining
10 || agreements.
11 41. Seton _Foundation. Seton Foundation, governed by a Board of Trustees, raises
12 || funds through grants, special events and individual donors. Charitable donations and endowments
13 || raised by Seton Foundation help fund the acquisition of new equipment and the expansion of
14 || facilities at the Seton Medical Center and Seton Coastside. Seton is the sole corporate member of
15 || the Seton Foundation. As of May 31, 2018, Seton Foundation had a balance of $2,693,778.66
16 || million in temporary restricted assets and a balance of $ 2,717,591 million in permanently
17 || restricted assets for the purpose of funding programs such as oncology, the San Francisco Heart
18 || & Vascular Institute, and women and delivery services.
19 42. Saint Louise Hospital. Saint Louise Hospital opened in 1989 in the Morgan Hill
20 || area of Santa Clara County. In December 1999, the Daughters of Charity of St. Vincent de Paul
21 || relocated the hospital to Gilroy and renamed it Saint Louise Regional Hospital. Today, the
22 || Hospital’s 93-bed facility and 24-hour emergency department provide services to the residents of
23 || southern Santa Clara County, including Morgan Hill, San Martin, and Gilroy. Saint Louise
24 || Regional Hospital operates a 93 licensed bed, general acute care hospital located at 9400 No
25 || Name Uno, Gilroy, California 95020. The Hospital has an emergency department with eight
26 || licensed emergency treatment stations. The Hospital also has five surgical operating rooms for
27 || inpatient and outpatient surgical procedures. Ten of the Hospital’s 21 licensed skilled nursing
28
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1 || beds are in suspense. The Hospital provides comprehensive healthcare services including cancer,

2 || emergency, rehabilitation, and surgical care. The Hospital is accredited by The Joint Commission.

3 43. Saint Louise Regional Hospital owns and operates the De Paul Urgent Care

4 || Center. The De Paul Urgent Care Center is located in Morgan Hill, and offers patients non-

5 || emergency medical services seven days a week. The De Paul Urgent Care Center treats non-life

6 || threatening cases, such as minor injuries and lacerations, strep throat, sinus infections, rashes,

7 || nausea, vomiting, colds, flu, and fever.

8 44,  Saint Louise Foundation. Saint Louise Foundation, governed by a Board of

9 || Trustees, raises funds through grants, special events, and individual donors. Charitable donations
10 || and endowments raised by Saint Louise Foundation help fund the acquisition of new equipment
11 || and the expansion of the Hospital’s facilities. Saint Louise is the sole corporate member of Saint
12 || Louise Foundation. As of May 31, 2018, Saint Louise Regional Hospital Foundation had a
13 || balance of approximately $561,486.86 in temporarily restricted assets.
14 45, De Paul Ventures, LLC. De Paul Ventures, LLC is a wholly-owned and operated
15 || holding company of Verity that was formed in August 2010 for the purpose of investing in a
16 || freestanding surgery center and other healthcare entities.
17 46. DePaul Ventures - San Jose Dialysis, LLC. In April, 2013, DePaul Ventures,
18 || LLC, formed DePaul Ventures - San Jose Dialysis, LLC (“Dialysis”). Dialysis is a general and
19 || limited partner of Priday Dialysis, LLC, a healthcare center specializing in end-stage renal disease
20 || treatment. Dialysis shares an interest in Priday Dialysis with Total Renal Care, Inc., which is a
21 || subsidiary of DaVita.
22 47. Verity Holdings, LLC. As set forth above, Holdings is a direct subsidiary of its
23 || sole member VHS and was created in 2016 to hold and finance Verity’s interests in six medical
24 || office buildings whose tenants are primarily physicians, medical groups, healthcare providers,
25 || and certain of the VHS Hospitals. Holdings’ real estate portfolio includes over 30 properties,
26 || including, but not limited to, apartment buildings, parking lots, and condominiums. Holdings is
27 || the borrower on approximately $66.2 million of non-recourse financing secured by separate deeds
28 || of trust and revenue and accounts pledges, including the rents on each medical office building
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1 || (collectively “MOB Financing”).
2 48. Non-Debtor VHS Entities. The Debtors’ have an interest in the entities described
3 || below that are not filing chapter 11.
4 49. Marillac Insurance Company, LTD. (“Marillac”), a wholly-owned subsidiary of
5 || VHS, was incorporated in the Cayman Islands on December 9, 2003, as an exempted company
6 || and was granted an Unrestricted Class “B” Insurer’s License effective December 15, 2003, which
7 || it holds subject to the provisions of the Insurance Law of the Cayman Islands. On November 1,
8 || 2012, The Insurance Law, 2010 (the “Law’) became effective. Under such law, Class B licenses
9 || were changed from “restricted” and “unrestricted,” as they had been described in previous
10 || revisions of the law, into three separate classes “(i),” “(ii)” and “(iii).” Insurers writing at least
11 || 95% of net premiums with their related business (in this case VHS) fell into Class B(i). The
12 || Company was granted a Class B(i) license, effective April 2, 2015. Marillac provides insurance
13 || coverage to VHS and its affiliates.
14 50. St. Vincent De Paul Ethics Corporation does not hold any assets and is a
15 || nondebtor entity. St. Francis Medical Center is its sole corporate member.
16 51. VHoldings MOB, LLC (“VHoldings”) is currently an inactive subsidiary of VHS
17 || and has no assets or obligations. It was created as a “special purpose entity” for a proposed
18 || financing that did not materialize. As part of the proposed transaction structure, four additional
19 || LLCs were established in which, VHoldings was the sole member of each. The four additional
20 || LLCs were dissolved on January 23, 2017.
21 52. De Paul Ventures — San Jose ASC, LLC (“San Jose ASC”), was formed in
22 || February 2011, by De Paul Ventures, LLC (which is a filing entity), and owns a 25% interest as a
23 || limited partner in a partnership with Physician Surgery Services, dba Advanced Surgery Center, a
24 || freestanding surgery center in San Jose. San Jose ASC’s only asset is a sale contract, pursuant to
25 || which it receives payments of $125,000 every other month. Postpetition, San Jose ASC will
26 || continue to forward to VHS the $125,000 received every other month. Once all payments are
27 || received, the Debtors will dissolve San Jose.
28 53. Robert F. Kennedy Medical Center is a nonprofit public benefit corporation that
-13-
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1 || operated a 229-bed general acute care hospital and served residents in Hawthorne, California,

2 || until December 31, 2004. Robert F. Kennedy Medical Center Foundation is a nonprofit public

3 || benefit corporation that raised funds for the Robert F. Kennedy Medical Center.

4 54, O’Connor Health Center 1 is a California limited partnership, formed in January

5 || 1996 (“OCH1”). O’ Connor Hospital is a limited partner in OCH1 and the general partner is

6 || OCH Forest 1, LP. OCH1 owns certain real property at 455 O’Connor Drive, San Jose,

7 || California. Such property is leased by O’Connor Hospital.

8 55. Sports Medical Management, Inc. has no assets or obligations.

9 || B. Integrity’s Management of Debtors.
10 56.  As set forth above, Integrity was formed in 2015 to carry out the management
11 || services under the Management Agreement, for which Integrity is paid a monthly management
12 || fee. Through June 30, 2017, Integrity was wholly owned by BlueMountain. In July 2017,
13 || NantWorks, LLC (“NantWorks™), acquired a majority stake in Integrity from BlueMountain.
14 || There were no significant changes to the terms of the Restructuring Agreement or the California
15 || Attorney General requirements as a result of this transaction.
16 57. On a monthly basis, VHS records management fee expense and makes payments
17 || to Integrity associated with the management services received under the Management Agreement.
18 || During the initial fiscal year which ended June, 2016, the monthly management fee was
19 || determined based on a specified percentage of trailing 12 month operating revenues for VHS.
20 || Such management fees are adjusted each succeeding fiscal year based on changes in the
21 || consumer price index. VHS defers payment for a portion of management fees based on its days’
22 || cash on hand over the most recent 90 day period. All deferred management fees accrue interest at
23 || 2.82% per annum to the extent such amounts are not paid in the fiscal year that services are
24 || received. Such deferred management fees are contingently payable based on the terms of the
25 || Management Agreement, which include annual calculations of excess cash on hand.
26 || C. Verity’s Employees.
27 58.  As set forth above, altogether, the Debtors employ approximately 7,385 employees
28 || (the “Employees”) — 6,907 excluding VMF and 478 under VMF. Almost three-quarters of the
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1 || Debtors’ Employees — approximately 5,488 Employees in total — are represented through CNA,
2 || SEIU, California Licensed Vocational Nurses’ Association, and The International Union of
3 || Operating Engineers, Stationary Local No. 39, AFL-CIO.
4 59. For W-2 tax and payroll purposes, the Debtors are divided into eight employers:
5 @) VHS, which covers the Systems Office and the Philanthropic Foundations,
6 and as of the Petition Date employed approximately 294 employees, of which 289
are full-time, 3 are part time and 2 are employed on a per diem basis;
7
(b) Verity Business Services, which as of the Petition Date employed
8 approximately 307 employees, of which 285 are full-time, 11 are part time and 11
are per diem;
9
(©) O’Connor Hospital, which as of the Petition Date employed approximately
10 1,370 employees, of which 586 are full-time, 441 are part time and 343 are per
diem;
11
12 () Saint Louise Regional Hospital, which as of the Petition Date employed
approximately 480 employees, of which 153 are full-time, 159 are part time and
13 168 are per diem;
14 (e) St. Francis Medical Center, which as of the Petition Date employed
approximately 2,017 employees, of which 1,583 are full-time, 136 are part time
15 and 298 are per diem;
16 ()] St. Vincent Medical Center, which as of the Petition Date employed
17 approximately 1,099 employees, of which 897 are full-time, 42 are part time and
160 are per diem;
18
(0) Seton Medical Center, which includes Seton Medical Center Coastside, and
19 as of the Petition Date employed approximately 1,340 employees, of which 516
20 are full-time, 551 are part time and 273 are per diem; and
21 (h) VMF, which as of the Petition Date employed approximately 478
employees, of which 424 are full-time, 15 are part-time and 39 are per diem.
22 60. The Debtors’ Employees are represented by the following unions with the
23 respective contractual obligations: (i) SEIU-UHW (Non-Nursing Service Employees) at St. Francis
24 Medical Center, St. Vincent Medical Center, O’Connor Medical Center, Saint Louise Regional
25 Hospital; (ii) SEIU-UHW (Non-Nursing Service Employees) at Verity Medical Foundation; (iii)
26 NUHW (Non-Nursing Service Employees) at Verity Medical Foundation; (iv) NUHW (Non-Nursing
27 Service Employees) at Seton Medical Center, Seton Medical Center Coastside; (v) CAN (Nurses) St.
28
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1 || Vincent, O’Connor, St. Louise, Seton, Seton Coastside; (vi) UNAC (Nurses) at St. Francis; (vii)

2 || CLVNA (Licensed Vocational Nurses) (O’Connor); (viii) Local 20 (Clinical Laboratory Scientists)

3 || O’Connor, St. Louise, Seton; (ix) Local 39 (Stationary and Bio-medical Engineers) and O’Connor, St.

4 || Louise, Seton.

5| D. Pension and Other Postretirement Benefit Plans.

6 61. VHS maintains two single employer defined benefit pension plans and participates

7 || in two multi-employer defined benefit pension plans. The defined benefit pension plans have

8 || been frozen for all employees, except members of the CNA at certain facilities. Defined benefit

9 || pension plan benefits are generally based on age, years of service, and employee compensation.
10 || In addition, VHS and VMF maintain several defined contribution retirement plans for employees.
11 62. The significant multiemployer defined benefit pension plan is the Retirement Plan
12 || for Hospital Employees (“RPHE”). The VHS entities that participate in the RPHE are Seton
13 || Medical Center, Seton Medical Center Coastside, O’Connor Hospital, Saint Louise Regional
14 || Hospital, and Verity Business Services. The RPHE is frozen as to these facilities, other than with
15 || respect to CNA members at O’Connor Hospital, Saint Louise Regional Hospital and Seton
16 || Medical Center. Benefits under the RPHE are generally based on years of service and employee
17 || compensation. Contributions to the RPHE are based on actuarially determined amounts by the
18 || RPHE Board of Trustees to meet benefits to be paid to plan participants and satisfy IRS funding
19 || requirements. VHS recorded benefit expenses of approximately $20.46 million and $17.22
20 || million in cash contributions to the RPHE for the fiscal years ended June 30, 2017 and 2016,
21 || respectively. The VHS contributions accounted for approximately 43% and 40% of total
22 || contributions made to the RPHE for the fiscal years ending June 30, 2017 and 2016, respectively.
23 || Of the estimated remaining $4.79 million for 2018 and expected $12.68 million for 2019, VHS
24 || contributions to RPHE, approximately $3.15 million and $7.63 million, respectively, is for make-
25 || up of underfunded amounts that arose prior to VHS’ acquisition from the Daughters of Charity
26 || Health System (“DCHS”). As of July 31, 2018, there were no unpaid contribution installment
27 || obligations owed by VHS to the RPHE.
28 63. In addition to the RPHE, Verity assumed in the Daughters of Charity restructuring
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1 || certain obligations under a multiemployer plan commonly referred to as Stationary Engineers

2 || Local 39 Pension Plan (the “Local 39 Plan”). As of July 31, 2018, there were no unpaid

3 || contributions due on the Local 39 Plan.

4 64. VHS maintains two single-employer defined benefit pension plans (the “Verity A

5 || & B Plans”). VHS personnel at St. Francis Medical Center, St. Vincent Medical Center,

6 || O’Connor Hospital, Saint Louise Regional Hospital, and the VHS system office are eligible to

7 || participate in these plans. However, only CNA members continue to earn new benefits under the

8 || Verity Plan A; the Verity Plan B is completely frozen with no ongoing benefit accruals. VHS

9 || contributed approximately $41.68 million and $9.92 million during the fiscal years ended June
10 || 30, 2017 and 2016, respectively. Of the estimated remaining $10.12 million for 2018 and
11 || expected $35.53 million for 2019 VHS contributions to Verity Plan A, approximately $8.10
12 || million and $28.05 million, respectively, is for make-up of underfunded amounts that arose prior
13 || to VHS’ acquisition from the Daughters of Charity. As of July 31, 2018, there were no unpaid
14 || contribution installment obligations owed by VHS to the Verity A & B Plans.
15 65. VHS and VMF also maintain several active defined contribution retirement plans
16 || for eligible employees; eligibility for and benefits under the defined contribution retirement plans
17 || vary according to facility, union status, and employee classification/hire date. These defined
18 || contribution plans include the Verity Health System Supplemental Retirement Plan (TSA), the
19 || Verity Health System Supplemental Retirement Plan (401(a)), the Verity Health System
20 || Retirement Account (RPA), the Verity Medical Foundation 401(k) Plan, the Verity Medical
21 || Foundation Management Bargaining Unit Employees 401(k) Plan for represented employees and
22 || the Verity Health System Executive Long-Term Savings Plan (457(b)) Plan for nonrepresented
23 || employees. These defined contribution plans are funded from employee and/or employer
24 || contributions generally on a payroll by payroll basis. In addition to the above active defined
25 || contribution plans, there are several small, frozen ancillary retirement plans. During the fiscal
26 || years ended June 30, 2017 and 2016, the employer’s contribution expense for defined
27 || contribution plans was approximately $18.48 million and $21.75 million respectively. As of July
28 || 31, 2018, there were no unpaid employer contributions owed on any of these defined contribution
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plans other than unpaid contributions for current and recent payroll cycles consistent with
ordinary administrative practices.

66. VHS also maintains an early retiree health insurance program (the Postretirement
Healthcare Plan), which provides medical benefits to eligible retirees from early retirement to age
65 only. The postretirement health care benefits are determined based on age and years of
service. Certain employees at O’Connor Hospital, St. Louise Regional Hospital, Seton Medical
Center, and Seton Medical Center Coastside are eligible to participate in this plan. The
Postretirement Healthcare Plan is an unfunded plan. VHS contributed $50,000 and $58,000 to the
Postretirement Healthcare Plan during the fiscal years ended June 30
E. Insurance Policies

67. The Debtors maintain various insurance policies issued by several insurance

carriers (collectively, the “Insurance Carriers”). Collectively, these policies provide for coverage

for, among other things: storage tank liability, commercial property, workers’ compensation and
employers liability, commercial automobile, helipad liability & non-owned aircraft liability,

sexual misconduct and molestation liability, D&O liability, general liability, and professional

liability (collectively, the “Insurance Policies”).>

68.  Significant insurance is issued to the Debtors by its captive insurer Marillac. VHS
is the sole owner of Marillac. The policies issued by Marillac cover professional and general
liability (both at the primary and excess level) and additional excess coverage as to automobile
liability, heliport and non-owned aircraft liability, employer’s liability and certain other general
liability. Marillac also issued a Deductible Liability Protection Policy which provides coverage
for the deductible obligations on the Debtors’ workers’ compensation policy issued by Old
Republic Insurance Company (“Old Republic”).

69. Most of the Debtors’ Insurance Policies will expire between September 5, 2018
and July 1, 2019. The Debtors have begun negotiating renewals, extensions and/or entries into

new insurance policies with respect to the expiring Insurance Policies.

2 The Insurance Policies include six (6) CA DHS patient Trust Bonds, which have an annual premium in the
aggregate of $1,100 that was paid in full in December 2017 and will not come due for renewal until December 2018.
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1 70. In certain instances, the Debtors pay premiums for their Insurance Policies in full
2 || at the beginning of the policy and in other instances in quarterly installments. The total annual
3 || premium due for Insurance Policies is approximately $18,647,036. Of that amount, the Debtors
4 || pay $2,637,071 at the time of inception, and the remaining $16,009,965 is paid in quarterly
5 || installments. As of the Petition Date, there are no outstanding unpaid premiums due. The total
6 || amount of annual insurance premiums which will come due postpetition is $10,043,085.
7 a. Self-Insured Retentions
8 71. The Debtors maintain self-insured retentions of $250,000 per claim under their
9 || D&O liability coverage, $350,000 per claim under their employment practices coverage, $50,000
10 || per claim under their fiduciary liability coverage, $100,000 per claim under their crime coverage,
11 || and $50,000 per claim under their sexual misconduct and molestation liability coverage (the
12 || “Self-Insured Retentions” or “SIRs”). A SIR is a loss amount that the insured is obligated to pay
13 || before the insurer’s coverage obligation is triggered.
14 72. The Debtors’ Self-Insured Retentions are administered so that the Debtors pay
15 || directly for the losses under each policy as they are incurred up to the amounts of the Self-Insured
16 || Retentions. Such SIRs due prepetition have been paid. For the last year, no SIR amounts have
17 || been due for (a) the D&O liability coverage, (b) the employment practices coverage, (c) the
18 || fiduciary liability coverage, and (d) the crime coverage. There have also been no SIR amounts
19 || incurred under the sexual misconduct and molestation liability policy last year.
20 b. Deductibles
21 73. The Debtors maintain a workers’ compensation insurance policy with Old
22 || Republic with a $500,000 deductible for each claim. Old Republic provides coverage under the
23 || policy up to $1 million for each claim. On average, the monthly invoice amounts for deductibles
24 || (including ALAE) incurred under the workers’ compensation policy is between $400,000 and
25 || $650,000, which are timely paid by Marillac under the Deductible Liability Protection Policy.
26 74.  The deductibles included in the Debtors’ other Insurance Policies are:
27 e Storage Tank Liability - ACE American Insurance Company (Chubb) - $5,000
28 per Storage Tank Incident;
-19-
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1 e Storage Tank Liability - Tokio Marine Specialty Insurance Company

) (Philadelphia) - $25,000 per Confirmed Release;

3 e Commercial Property - American Guarantee and Liability Insurance Company

(Zurich) - $100,000 Basic Policy Deductible;

) e Commercial Automobile - National Union Fire Insurance Company of

5 Pittsburg, PA (AIG) - $1,000 Comprehensive, $1,000 Collision;

6 e Helipad Liability & Non-Owned Aircraft Liability - StarNet Insurance

7 Company (Berkley Aviation) - $1,000 Physical Damage per Occurrence; and

8 e General Liability - Chubb - $10,000 per Occurrence.

o 75. The Debtors expect their prepetition deductible obligations, other than those
10 deductibles owed under the workers’ compensation policy (which are paid by Marillac, a non-
1 debtor), to be minimal.

12 C. Letter of Credit
13 76.  The Debtors provide a $34,087,296 letter of credit to Old Republic as security for
14 all of the Debtors’ obligations, as required under their workers’ compensation policy. Marillac is
15 the account party on the letter of credit, and the letter of credit is fully secured by Marillac’s
16 assets - $34,087,296 of liquid securities. Pursuant to the Program Agreement Endorsement to the
17 workers’ compensation policy, Old Republic may draw upon the letter of credit to reimburse Old
18 Republic for payment of the Debtors’ deductible obligations or for payment of other obligations
19 of the Debtors under the workers’ compensation policy, if not paid by Marillac. Old Republic
20 may also draw down the $34,087,296 letter of credit in full upon the Debtors’ insolvency or filing
21 of a bankruptcy petition.
22 77. The Debtors expect that Marillac will continue to honor its policy to insure the
23 Debtors’ obligations under the workers’ compensation policy, and that Old Republic will not be
24 harmed by the Debtors’ chapter 11 filing.
25 d. Claims Administration Agreements
26 78. The Debtors have entered into administrative services contracts with Sedgwick
27 Claims Management Services, Inc. (“Sedgwick”), for administration of claims submitted under
28
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1 || the Debtors’ workers’ compensation policy as well as their professional and general liability
2 || policy.
3 79. The Debtors pay Sedgwick an annual estimated fee of $702,000 which is paid in
4 || quarterly installments of $175,000 for services provided by Sedgwick under the Debtor’s
5 || workers’ compensation policy. The actual fees owed to Sedgwick are based on the staffing
6 || necessary for Sedgwick to provide claims services and are calculated by taking the actual
7 || program salaries, bonuses and temporary expenses multiplied by the salary multiplier. Sedgwick
8 || will periodically provide an accounting to determine the actual fees incurred. The Debtors are
9 || entitled to a credit if the amount of actual fees owed to Sedgwick are less than the estimated fees
10 || paid. On the other hand, Sedgwick bills the Debtors for the additional actual fee owed if the
11 || actual fee amount is higher than the estimated fees.
12 80. With respect to administration of their professional and general liability policy, the
13 || Debtors pay Sedgwick $3,545 per claim and suit file, $1,825 per Potentially Compensable Event
14 || (“PCE”) where an investigation has been requested, $275 for a PCE where an investigation has
15 || not been requested pursuant to this agreement. Fees are paid monthly as files are assigned to
16 || Sedgwick by the Debtors. Debtors also pay Sedgwick a program management fee of $1,250 each
17 || month.
18 || F. Recent Financial Results.
19 81.  Asof June 30, 2018, Verity’s consolidated unaudited financial statements reflected
20 || total assets of approximately $847 million and total liabilities of approximately $1,278 billion.
21 I1l.  The Need For Chapter 11 Relief And The Events Leading To The Commencement
29 Of These Chapter 11 Cases
23 A Historical Challenges.
o4 82.  The Hospitals and VMF were originally owned and operated by the Daughters of
o5 Charity of St. Vincent de Paul, Province of the West (the “Daughters of Charity”), to support the
26 mission of the Catholic Church through a commitment to the sick and poor. The Daughters of
27 Charity began their healthcare mission in California in 1858 with the opening of Los Angeles
28 Infirmary, now known as St. Vincent Medical Center. The Daughters of Charity expanded its
-21-
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1 || hospitals to San Jose in 1889 and San Francisco in 1893. The Daughters of Charity ministered to

2 || ill, poverty-stricken individuals for more than 150 years.

3 83. In March 1995, the Daughters of Charity merged with Catholic Healthcare West

4 || (“CHW?”). In June 2001, the Daughters of Charity Health System (“DCHS”) was formed. In

5 || October 2001, the Daughters of Charity withdrew from CHW. In 2002, DCHS commenced

6 || operations and was the sole corporate member of the Hospitals, which at that time were

7 || California nonprofit religious corporations.

8 84. Between 1995 and 2015, the Daughters of Charity and DCHS struggled to find a

9 || solution to continuing operating losses, either through a sale of some or all of the hospitals or a
10 || merger with a more financially sound partner. All these efforts failed. During these efforts,
11 || however, the health system’s losses continued to mount. In 2005, DCHS issued $364 million in
12 || bonds to refinance existing debt and to fund future capital expenditures. Three years later, in
13 || 2008, they issued another $143 million in bonds to refinance existing debt.
14 85. Between 2012 and 2014, DCHS participated in an affiliation with Ascension
15 || Health Alliance (*Ascension”) in an effort to create greater operating efficiencies. Ascension is
16 || the largest Catholic health system in the world and the largest non-profit health system in the
17 || United States with facilities in 23 states and the District of Columbia. The affiliation between
18 || DCHS and Ascension failed.
19 86. Despite continuous efforts to improve operations, operating losses continued to
20 || plague the health system due to, among other things, mounting labor costs, low reimbursement
21 || rates and the ever-changing healthcare landscape. In 2013, DCHS actively solicited offers for
22 || O’Connor Hospital, St. Louise Regional Hospital, Seton Medical Center and Seton Medical
23 || Center Coastside. In 2013, to avoid failing debt covenants, the Daughters of Charity Foundation,
24 || an organization separate and distinct from DCHS, donated $130 million to DCHS to allow it to
25 || retire the 2008 Bonds in the total amount of $143.7 million.
26 87. In early 2014, DCHS announced that they were beginning a process to evaluate
27 || strategic alternatives for the health system. Throughout 2014, DCHS explored offers to sell their
28 || health system and, in October of 2014, they entered into an agreement with Prime Healthcare
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Services and Prime Healthcare Foundation (collectively, “Prime”) to sell the health
system. However, to keep the hospitals open, DCHS, needed to borrow another $125 million to
mitigate immediate cash needs during the sale process; in other words, to allow DCHS to
continue to operate until the sale could be consummated. Notably, DCHS’ goal in the transaction
was to basically maintain the status quo; their guiding principles for the sale included protecting
existing pensions, repaying all their bond debt, continuation of all collective bargaining
agreements, maintenance of existing contracts for patient services, and obtaining promises for
substantial capital expenditures. In early 2015, the California Attorney General consented to the
sale to Prime, subject to conditions on that sale that were so onerous that Prime terminated the
transaction.

88. In 2015, DCHS again marketed their health system for sale, and, again, focused on
offers that maintained the health system as a whole, and assumed all the obligations. In July
2015, the DCHS Board of Directors selected BlueMountain Capital Management LLC
(“BlueMountain”), a private investment firm, to recapitalize its operations and transition
leadership of the health system to the new Verity Health System (the “BlueMountain
Transaction”).

89. In connection with the BlueMountain Transaction, BlueMountain agreed to make a
capital infusion of $100 million to the hospital system, arrange loans for another $160 million to
the health system, and manage operations of the health system, with an option to buy the health
system at a future time. In addition, the parties entered into a System Restructuring and Support

Agreement (the “Restructuring Agreement”), DCHS’s name was changed to Verity Health

System, and Integrity was formed to carry out the management services under a new management
agreement.

90. DCHS requested the California Attorney General’s consent to enter into the
Restructuring Agreement and the BlueMountain Transaction. According to report prepared by
MDS Consulting, an expert consulting firm retained to prepare healthcare impact reports for the
AG, DCHS outlined the following reasons why the BlueMountain Transaction was either

necessary or desirable:
-23-
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1 e The current structure and sponsorship of DHCS was no longer plausible as a result of cash
flow projections and dire financial conditions.
’ e In July and August of 2014, DCHS obtained a short-term financing bridge loan in the
3 amount of $125 million to mitigate the immediate cash needs for an estimated period of
time long enough to allow for the transaction to close. Repayment of the funds was due on
4 December 15, 2015, at which time if the full amount was not repaid, DCHS would be at
risk of defaulting on both their 2014 and 2005 Revenue Bonds.
° e Without bankruptcy protection or additional financial support, DHCS could not continue
6 hospital operations if there is a default.
7 91. On December 3, 2015, the California Attorney General approved the BlueMoutain
8 || Transaction, subject to conditions. The Attorney General conditions were imposed for periods
g || ranging from 5 to 15 years. Generally, the terms of conditions (collectively, the “Conditions”)
10 || included: (1) limits on transfers of control; (2) maintenance of specific health services and
11 || specific bed counts; (3) required participation in Medicare and Medi-Cal programs; (4) required
12 || levels of community benefit programs; (5) required levels of charity care; (6) maintenance of
13 || certain county payor contracts; (7) requirements for local governing boards; (8) requirements for
14 || medical staff compliance; and (9) an annual attestation of compliance with the AG conditions.
15 92. Under the Restructuring Agreement, VHS, O’Connor Hospital, Saint Louise
16 || Regional Hospital, St. Francis Medical Center, St. Vincent Medical Center, Seton Medical Center
17 || and Seton Medical Center Coastside, all of whom are members of the Obligated Group (as
18 || defined below), were converted from religious corporations to public benefit corporations.
19 93. Despite BlueMountain’s infusion of cash and retention of various consultants and
20 || experts to assist in improving cash flow and operations, the health system did not prosper.
21 94. In July 2017, NantWorks, LLC acquired a controlling stake in Integrity.
22 || NantWorks brought in a new CEO, CFO, and COO. NantWorks loaned another $148 million to
23 || the Debtors.
24 95. Despite the infusion of capital and new management, it became apparent that the
25 || problems facing the Verity Health System were too large to solve without a formal court
26 || supervised restructuring. Thus, despite VHS’ great efforts to revitalize its Hospitals and
27 || improvements in performance and cash flow, the legacy burden of more than a billion dollars of
28 || bond debt and unfunded pension liabilities, an inability to renegotiate collective bargaining
-24 -
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agreements or payor contracts, the continuing need for significant capital expenditures for seismic
obligations and aging infrastructure, and the general headwinds facing the hospital industry, make
success impossible. Losses continue to amount to approximately $175 million annually on a cash
flow basis.

96. Based on the foregoing, and while VHS has made improvements to the existing
system, the Debtors have commenced these chapter 11 cases to protect the original legacy of the
Daughters of Charity to the maximum extent possible by retiring debt incurred over the past 18
years and freeing the hospital facilities and work force to continue to operate as hospitals under
new ownership and leadership without the accumulated crisis of the past. To do that requires the
bankruptcy court supervised sale of some or all of the hospitals and related facilities, and the
comprehensive resolution of the Debtors financial obligations through a court approved plan of
reorganization.

97.  The goals of the Debtors’ restructuring are to maintain the Debtors’ business
operations; preserve the going-concern value of the Debtors’ businesses, its stakeholders, and
parties in interest; and, most importantly, to protect the health and wellbeing of the patients who
are treated at the Hospitals and the jobs of the Debtors’ approximately 7,000 employees.

B. Current Fiscal Crisis.

98.  As described above, the fiscal crisis is the confluence of various factors and
historical challenges. Below are a few of the most significant and expected funding requirements
in the immediate future.

a. Payor Rates.

99. Verity is paid below market rates through its payor contracts with health plans.
Verity’s contracts are 20-43% below market. These below market rates would make it difficult
for any hospital to break even. Summarized below is illustrative data, highlighting Verity’s rates
as a percentage of Medicare relative to the market rates.

I
I
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Managed Care Rates Expressed as a Percent of Medicare Rates (Combined Inpatient and
Outpatient

BlueCross BlueShield United
Verity Market % Difference Verity Market % Difference Verity Market % Difference

SFMC 193% 223% | -15% 1 193% 226% | 17% 1 198% 237% 1 -20%1I
SVMC 139% 206% | -48% 1 156% 202% | -29% 1 139% 195% | -40% I
OCH 164% 237% : -44% | 229% 244% : 6% 1 151% 242%: -60% I
SMC 207% 252% | 22% 1 235% 254% 8% 1 228% 262%I -15% |
SLRH 202% 280% | -38% | 204% 280% I 37% 1 159% 289%I -82% |
Average -34% ! -20% ! -43% |

| I 4 4 Lo - -2 a L oo

b. Labor Rates.

100. Payroll costs in the last twelve months have increased nearly $65,000,000

partially related to Verity’s union contracts (~5% increases year over year forward).
c. Pension Obligations.

101. Under the Pension Plans (as defined above), there are expected pension funding
requirements in the next year of over $66 million. Only ~$20M relates to current year costs. In
other words, most is funding the underfunded status of the plans.

d. IT Investment.

102. VHS’ system requires IT investment in the amount of nearly $50 million over the
next year alone. There is outdated electronic health records and enterprise resource planning (i.e.,
human resources, supply chain management, inventory management, etc.). Further, VHS needs
significant upgrades to its IT assets in order to modernize its Hospitals and remain able to
continue providing quality patient care services. For example, VHS needs to (i) immediately
replace its outdated local area and wireless networking equipment with modern equipment to
enable reliable access by all VHS system users (estimated cost $15 million over a one-year
implementation period), (ii) replace VHS’ obsolete clinical systems — including its medical
record systems and financial systems — in order to provide up-to-date patient records, improved
clinical planning, care management, and better charge control (estimated cost $220 million over a
period of two years), and (iii) replace and upgrade such other information technology hardware
and software, including for imaging clinics, that are necessary for operating a full range of

healthcare services.
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1 e. Seismic and Energy Requirements.
2 103. The Verity system requires seismic and energy expenditures of over $150 million
3 || over the next few years. By way of example, there are significant improvements (including
4 || demolishment of certain buildings) required by 2020 to St. Vincent Medical Center, Seton
5 || Medical Center, and O’Connor Medical Center. There are additional improvement required by
6 || 2030 to St. Vincent, Seton Medical Center, O’Connor Medical Center, and St. Louise Regional
7 || Hospital. These seismic improvement deadlines are part of the conditions imposed by the
8 || Attorney General in the BlueMountain Transaction, as well as mandated by the California Office
9 || of Statewide Health Planning and Development (OSHPD).
10 f. Medical Equipment.
11 104.  The Verity system requires over $100 million in medical equipment expenditures
12 || over a period of several years.
13 || C. Working Capital Shortages.
14 105. The Debtors, like other hospitals serving similar communities, rely on HQAF,
15 || DSH and other government support to help bridge the gap between what they get reimbursed by
16 || Medicare and Medi-Cal and their cost of providing care. The Hospital Quality Assurance Fee
17 || (HQAF), established in 2010, provides funding for supplemental payments to California hospitals
18 || that serve Medi-Cal and uninsured patients. The program has been very successful, providing
19 || billions of dollars in supplemental payments to California hospitals. The Medicare and Medi-cal
20 || programs also provide funding to hospitals that treat indigent patients through the
21 || Disproportionate Share Hospital (DSH) programs, under which facilities are able to receive at
22 || least partial compensation. Under the Patient Protection and Affordable Care Act of 2010 (ACA,
23 || P.L. 111-148, as amended), Congress would have reduced federal DSH allotments beginning in
24 || 2014, to account for the decrease in uncompensated care anticipated under health insurance
25 || coverage expansion. However, several pieces of legislation have been enacted since 2010 have
26 || since delayed the ACA’s Medicaid DSH reduction schedule. Unfortunately, both HQAF and
27 || DSH have proven difficult to rely on, as payments are reduced and delayed.
28 106. Relying on the HQAF payments has led to working capital shortages due to delays
-27 -
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1 || in approval and receiving less than expected amounts. For example:
2 e 14-Month Delay: QAF 5 FFS (service period 1/1/17 —-6/30/19) was not approved until
Dec. 2017 and the Debtors did not start receiving payments until the end of Feb. 2018 (14-
3 month delay);
4 e Potential 24 Month Delay: QAF 5 HMO is likely not going to be approved until the end
. of 2018 (potentially a 24-month delay on receiving funds);
e Receiving less than Expected: through the first 4 cycles of QAF 5 FFS, the Debtors have
6 received anywhere from 69.2-93.9% of expected payments.
7| D. Attorney General Requirements.
8 107. As set forth above, as part of approving the Restructuring Agreement, the AG
9 || placed certain operational restrictions on VHS and each of the Hospitals, which include certain
10 || minimum annual requirements for charity care, community benefits, and capital expenditures
11 || among other mandates. Taken separately, most of these conditions would not have contributed to
12 || the Debtors’ failure to thrive. However, the cumulative effect of the conditions was to lock the
13 || Debtors into a failing business model, dictating both minute details of business operations, as well
14 || as denying the Debtors the ability to repurpose facilities. For example, SMC could better serve
15 || the community by operating as a much-needed long-term post-acute care facility, rather than as
16 || one of the many acute care hospitals in a saturated service area.
17 108. The AG’s conditions also compelled the expenditure of millions of dollars to
18 || provide charity care even though the number of uninsured people in California has steadily
19 || decreased since passage of the Affordable Care Act. Also, as a result of a shortfall in the fiscal
20 || year 2017 charity care requirement for certain hospitals, VHS was required to make an additional
21 || contribution to the Retirement Plans of $7,619,000 in October 2017.
22 109. The AG’s conditions denied the Debtor the benefits of the marketplace. For
23 || example, the conditions required Verity to enter into contracts with certain entities. Because
24 || those entities were well aware of the AG’s requirement that Verity contract with them or be in
25 || default, Verity had no bargaining power with those entities or payors.
26 || E. Increased Cap Volumes.
27 110. The Debtors have capitation contracts with health plans. Capitation is a flat
28 || periodic payment per enrollee paid to a healthcare provider; it is the sole reimbursement for
-28 -
108503415\V-3




DENTONS US LLP
601 SoUTH FIGUEROA STREET , SUITE 2500
Los ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

&h rikile 6H4DAE0 FRRITRHLIHNE E2E DBRFDERST62
Mauﬁmbmﬁenf’agepa@@fzé%f 55

1 || providing services to a defined population. Under capitation, fixed payments are made to
2 || providers regardless of the volume of services rendered, so providers like the Debtors bear the
3 || risk that the costs of providing service, including opportunity costs (profits), might exceed the
4 || capitation payment. Capitation completely reverses the actions that providers must take to ensure
5 || financial success; under capitation, the keys to profitability are to work more efficiently and
6 || decrease volume. The Debtors have seen a significant increase in volume from capitated
7 || populations and therefore are bearing the loss from that increased volume.
8 IV.  Corporate And Capital Structure
9 || A Corporate Structure.
10 111. As set forth above, VHS is a California nonprofit public benefit corporation and
11 || the sole member of O’Connor Hospital, St. Francis Medical Center, St. Vincent Medical Center,
12 || Seton Medical Center, Verity Business Services, Verity Medical Foundation, Verity Holdings,
13 || LLC, and DePaul Ventures, LLC.
14 112. As set forth above, each Debtor Hospital is the sole member of the Debtor
15 || nonprofit public benefit corporation that handles its fundraising and grant-making programs: St.
16 || Francis Medical Center Foundation, St. Vincent Foundation, Seton Medical Center Foundation,
17 || Saint Louise Regional Hospital Foundation, and O’Connor Hospital Foundation (collectively, the
18 || “Philanthropic Foundations™).
19 113.  St. Vincent Medical Center is the sole Member of St. Vincent Dialysis Center, Inc.
20 114. VHS is the sole member of DePaul Ventures, LLC. DePaul Ventures, LLC, is the
21 || sole Member of DePaul Ventures-San Jose ASC, LLC, and of DePaul Ventures-San Jose
22 || Dialysis, LLC.
23 | 1
24 || 1
25 ||
26 ||
27 || 1
28 ||
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115. The following graphic depicts Verity’s prepetition organizational structure:
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116. Each Debtor entity has its own management and governance structure. Under the
leadership of the Daughters of Charity, each Hospital operated independently except that all
employees were under the same pension plans. After the transition of operations and leadership to
VHS, there has been a systemizing of operations, so that functions that were being performed at
each of the Debtors are being transitioned and performed by VHS and being standardized, such as
pharmacy operations, credentialing, IT, case management, etc.

117. As set forth above, VMF offers medical, surgical and related healthcare services
for people of all ages at community-based, multi-specialty clinics conveniently located in areas
served by Verity hospitals. The following graphic depicts VMF’s structure that is comprised of,
among other things, professional service agreements with seven medical groups that provide
physicians to VMF’s clinics:

1
I
I
I
I
I
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9
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12 118. As stated above, | am the CEO. The remainder of the senior management follows:
13 >
Name Position
14 Chief Financial Officer Anita Chou
Chief Operating Officer Anthony Armada
15 Chief Medical Officer Tirso del Junco, Jr. M.D.
16 119. VHS is governed by a 7-member Board (the “VHS Board of Directors™), the
17 || membership of which follows:
18 Name Position
19 Dr. Ernest Agatstein Director
James Barber Director
20 Terry Belmont Secretary
21 Jack Krouskup Chairman
Charles B. Patton Director
22 Christobel Selecky Director
93 Andrew Pines Vice Chair
I
24
I
25
I
26
I
27
I
28
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1 120.  Verity Holdings, LLC, De Paul Ventures, LLC, and De Paul - San Jose Dialysis,
2 || LLC, are all limited liability companies that do not have Boards of Directors. The sole Member
3 || of Verity Holdings, LLC, and De Paul Ventures, LLC, is VHS. The sole member of De Paul
4 || Ventures - San Jose Dialysis, LLC, is De Paul Ventures, LLC. | am the President and Eleanor
5 || Ramirez and Art Huber were appointed Vice Presidents of Verity Holdings, LLC, on
6 || November 17, 2017. | am the managing member for De Paul Ventures, LLC. Dr. Tirso del
7 || Junco, Jr., is the managing member for De Paul Ventures - San Jose Dialysis, LLC.

8 || B. Capital Structure.

9 121.  As more fully set forth in the declaration of Anita Chou in support of the Debtors’
10 || Emergency Motion Of Debtors For Interim And Final Orders (A) Authorizing The Debtors To
11 || Obtain Post Petition Financing (B) Authorizing The Debtors To Use Cash Collateral And (C)
12 || Granting Adequate Protection To Prepetition Secured Creditors Pursuant To 11 U.S.C. 8§ 105,
13 || 363, 364, 1107 And 1108, VHS, Verity Business Services (“VBS”), the Hospitals, and one
14 || operating division are jointly obligated parties on approximately $461.4 million of outstanding
15 || secured debt consisting of: (a) $259.4 million outstanding tax exempt revenue bonds, Series 2005
16 || A, G and H issued by the California Statewide Communities Development Authority (the “2005
17 || Bonds”), which loaned the bond proceeds to VHS to provide funds for capital improvements and
18 || to refinance certain tax exempt bonds previously issued in 2001 by the DCHS, a religious not-for-
19 || profit enterprise and VHS’s reorganization predecessor; and (b) $202 million outstanding tax
20 || exempt revenue notes, Series 2015 A, B, C, and D and Series 2017 issued by the California
21 || Public Finance Authority, which loaned the proceeds to VHS to provide working capital (the
22 || “Working Capital Notes”). Wells Fargo Bank, N.A. (“Wells Fargo”) is the Bond Trustee and
23 || UMB Bank National Association (“UMB Bank”) is the successor Master Trustee and for the
24 || prepetition secured 2005 Bonds. U.S. Bank, National Association (“U.S. Bank™) is the Note
25 || Trustee and also the Collateral Agent for the Working Capital Notes.

26 122. Except for the taxable Series 2015C Working Capital Notes, the 2005 Bonds and
27 || the Working Capital notes are all tax exempt, meaning interest on the bonds is not taxable to the
28 || holders so long as the issuer maintains its qualified tax exempt status and the proceeds of the
-32-
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1 || bonds were used for the tax exempt purposes for which they were originally intended. The Series

2 || 2005 A Bonds are comprised four term bonds maturing on July 1, 2024, 2030 and 2035 bearing

3 || interest at 5.75% (Series 2005A-2024), (Series 2005A-2030), (Series 2005A-2035) and one

4 || maturing July 1, 2039 bearing interest at 5.50% (Series 2005A-2039). The Series 2005G term

5 || bond matures on July 1, 2022 and bears interest at 5.50%. The Series 2005H- term bond matures

6 || on July 1, 2025 and bears interest at 5.75%. The Working Capital Notes mature on June 10,

7 || 2019 (Series 2015A, Series 2015B, Series 2015C and Series 2015D) and on December 10, 2020

8 || (Series 2017A, 2017B). Series 2015A and B and Series 2017 and 2017B bear interest at 7.25%,

9 || while the Series 2015D carries an 8.75% interest rate and Series 2015C accrues interest at 9.5%.
10 123. As set forth above, Holdings, a direct subsidiary of its sole member Verity, was
11 || created in 2016 to hold and finance Verity’s interests in six medical office buildings whose
12 || tenants are primarily physician and other practicing medical groups and certain of the Verity
13 || Hospitals. Holdings is the borrower on approximately of $66 million on two series of non-
14 || recourse financing secured by separate deeds of trust, revenue and accounts pledges, including
15 || lease rents on each medical buildings (collectively “MOB Financing”). The MOB Financings
16 || bear interest at a variable interest rate based on equal to One Month LIBOR plus a spread of 5.0%
17 || with a floor of 6.23%. The secured lenders for the MOB Financings are affiliates of NantWorks,
18 || LLC, which is an affiliate of Integrity.
19 124. During May 2017, the California Statewide Communities Development Authority
20 || issued $20 million of limited obligation tax exempt bonds, pursuant to the CaliforniaFIRST Clean
21 || Fund Program in five series all with the same maturity date of September 2, 2047 (the “Clean
22 || Fund Bonds”) as the conduit issuer for the benefit and obligation of Verity. The purpose of the
23 || bond funding was to assist with clean energy construction efforts of the Seaton Medical Center
24 || and are secured by Seton Medical Center’s voluntary agreement to special tax assessments by
25 || Daley City. No other Debtor is liable for repayment of the Clean Fund Bonds. Wilmington Trust
26 || National Association (“WTNA”) is the Trustee holding the construction funds, and a pre funded
27 || capitalized interest fund and is the collateral agent for collection of the special tax assessments for
28 || use in paying interest and principal on the Clean Fund Bonds. Interest on the Clean Fund Bonds
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1 || accrues at 6.4%. The special assessment runs for a period which is the shorter of 30 years or the
2 || early full defeasement of the Clean Fund Bonds.
3 125. Also in September 2017, the California Statewide Communities Development
4 || Authority issued a single series $20 million of limited obligation tax exempt bonds pursuant to
5 || the CaliforniaFIRST Program for the purpose of assisting with clean energy and seismic
6 || improvement construction at Seton Medical Center (“NR2 Petros Bonds”). The NR2 Petros
7 || Bonds also mature on September 2, 2047, but carry an interest rate of 6.45%. The NR2 Petros
8 || Bonds are also California tax exempt and are secured by a special Daly City tax assessment on
9 || Seton Medical Center property. No other Debtor is liable for repayment of the NR2 Petros
10 || Bonds. The special assessment runs for a period which is the shorter of 30 years or the early full
11 || defeasement of the NR2 Petros Bonds. WTNA is the Trustee holding the seismic improvement
12 || funds, as well as a pre-funded interest payment fund.
13 126. NantCapital also provided $40 million of unsecured debt financing for Verity as
14 || reflected in two $20 million unsecured notes (the “Unsecured Notes”). The Unsecured Notes are
15 || balloon notes with interest and principal payable at maturity in 2020 and carry annual
16 || compounded interest rates of 7.25%.
17 || C. Unsecured Debt.
18 127. The Debtors have approximately $500 million in total unsecured debt, including
19 || disputed, unliquidated or contingent claims, which are comprised of claims made by vendors of
20 || goods and services, cost report payables, pension obligations, management fees, and incurred but
21 || not reported third party claims.
22 V. Sale Efforts
23 128.  Prior to the Petition Date, the Debtors engaged in substantial efforts to market and
24 || sell their assets. In June 2018, the Debtor engaged Cain Brothers, a division of KeyBanc Capital
25 || Markets (“Cain”), to identify potential buyers of some or all of the Verity hospitals and related
26 || assets and commenced discussions with those potential buyer.
27 129.  Cain prepared a Confidential Investment Memorandum (the “CIM”) and organized
28 || an online data site to share information with potentially buyers and contacted over 110 strategic
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and financial buyers beginning in July 2018 to solicit their interest in exploring a transaction
regarding the Debtors and has advanced significantly towards achieving sales.

130. In August 2018, as a result of its ongoing and broad marketing process, Cain has
received 11 Indications of Interest (*1O1”) to date, and expects to receive additional proposals on
or near the end of August. Shortly after the Petition Date, the Debtors, in consultation with Cain
and its other advisors, anticipate selecting an offer from one or more stalking horse bidder(s) to
acquire some or substantially all of the Debtors’ assets through a sale under 8 363 of the
Bankruptcy Code.

V. First-Day Pleadings

131. The Debtors request that the relief described below in the First-Day Motions be
granted, as each request constitutes a critical element in achieving the successful restructuring of
the Debtors for the benefit of its patients, creditors and the communities they serve.

A. Administrative Motions.

132.  In the Motion of Debtors for Entry of an Order Directing the Joint Administration

of their Related Chapter 11 Cases (the “Joint Administration Motion”), the Debtors request entry

of an order directing joint administration of these chapter 11 cases for procedural purposes
pursuant to Bankruptcy Rule 1015(b) and that the Court maintain one file and one docket for all
of the chapter 11 cases under the lead case, Verity Health System of California, Inc.

133. Joint administration of the chapter 11 cases will provide significant administrative
efficiencies without harming the substantive rights of any party in interest. Many of the motions,
hearings and orders that will be filed in the chapter 11 cases almost certainly will affect each of
the Debtors. The entry of an order directing joint administration of the chapter 11 cases will
reduce fees and costs by avoiding duplicative filings, objections, notices, and hearings, and will
allow all parties in interest to monitor the chapter 11 cases with greater ease and efficiency. The
relief requested in the Joint Administration Motion is in the best interests of the Debtors’ estates,
their creditors, and all other parties in interest and will enable the Debtors to continue to operate

their businesses in chapter 11 with the least disruption.
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1 134. In the Ex Parte Motion For Entry Of Order Extending Time To File Schedules Of
2 || Assets And Liabilities, Schedules Of Executory Contracts And Unexpired Leases, And Statements
3 || Of Financial Affairs (the “Schedules and SOFA Motion™), as set forth in the declaration of Anita
4 || M. Chou, the Debtors request entry of an order granting additional time to file their schedules of
5 || assets and liabilities, schedules of executory contracts and unexpired leases, and statements of
6 || financial affairs. As a consequence of the size and complexity of the Debtors’ business
7 || operations, the number of creditors likely to be involved in these chapter 11 cases, the numerous
8 || critical operational matters that the Debtors’ management and employees must address, a 30-day
9 || extension (without prejudice to further extensions) is necessary and appropriate.
10 135. In the Debtors’ Emergency Motion (A) Approving the Debtors Filing a
11 || Consolidated List of Fifty Largest General Unsecured Creditors For All Cases; (B) Approving
12 || The Debtors Filing A Consolidated Master Mailing Matrix For All Cases; and (C) Permitting the
13 || Debtors’ Claims And Noticing Agent To Maintain The Master Mailing Matrix, the Debtors seek
14 || entry of an order approving each Debtor having filed in its respective case: a consolidated list of
15 || the fifty largest general unsecured creditors for all eighteen Debtors and a consolidated Master
16 || Mailing Matrix for all 17 Debtors; and permitting the Debtor’s claims and Noticing Agent
17 || (Kurztman Carson Consultants) to maintain and update the Master Mailing Matrix. There are 17
18 || entities that are Debtors in these chapter 11 cases. As of the Petition Date, the Debtors estimate
19 || that they have over $1 billion in liabilities and they have over 20,000-40,000 potential creditors
20 || and parties in interest (on a consolidated basis) in these chapter 11 cases. Many of the Debtors’
21 || creditors overlap. As such, requiring the Debtors to prepare individual Top 20 Lists of Creditors
22 || and individual Mailing Matrixes for each Debtor would be an exceptionally burdensome task and
23 || would greatly increase the risk and recurrence of error of information already on computer
24 || systems maintained by the Debtors or their agents.
25 || B. Operational Motions Requesting Immediate Relief.
26 136. The Debtors intend to ask for immediate relief with respect to the following First
27 || Day Pleadings and, therefore, will present these motions at the First Day Hearing.
28
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1 a. Emergency Motion Of Debtors For Interim And Final Orders (A) Authorizing
5 The Debtors To Obtain Eost Petition Financi_ng (B) Authori_zing The Debtors_To Use Cash
Collateral And (C) Granting Adequate Protection To Prepetition Secured Creditors Pursuant

3 | To11U.S.C. 88 105, 363, 364, 1107 And 1108 (the “Cash Collateral/DIP Motion™).
4 137. By way of the Cash Collateral/DIP Motion, and as set forth in the Declaration of
5 || Anita M. Chou (the “Chou Declaration”), Chief Financial Officer of VHS (“Chou Decl.”), in
6 || support of the Cash Collateral/DIP Motion, the Debtors move, on an emergency basis, for entry
7 || of an interim order (substantially in the form attached as Exhibit “A” to the Chou Declaration, the
8 || “Interim Order”) and a final order (the “Final Order” and together with the Interim Order, the
9 || “DIP Orders”) (i) (a) authorizing the Debtors to enter into a senior secured, superpriority debtor
10 || in possession financing facility with Ally Bank, a subsidiary of Ally Financial, Inc., (the “DIP
11 || Lender”), in an (a) interim amount not to exceed $30,000,000 and only as needed to avoid
12 || immediate and irreparable harm, and (b) after a final hearing, amount up to $185,000,000 (as
13 || amended, modified or otherwise in effect from time to time, the “DIP Facility”), substantially on
14 || the terms set forth in the Chou Declaration and the Debtors In Possession Facility Agreement,
15 || attached as Exhibit “1” to the proposed Interim Order (as amended, supplemented, or otherwise
16 || modified and in effect from time to time, the “DIP Facility Agreement,” and together with all
17 || other agreements, documents, notes, certificates, and instruments executed and/or delivered with,
18 || to or in favor of the DIP Lender, (the “DIP Financing Agreements”), and (b) granting the DIP
19 || Liens and the DIP Superpriority Claims (in each case, as defined below); (ii) authorizing the
20 || interim use of Cash Collateral (as defined below) on the terms set forth in the Interim Order; (iii)
21 || granting “adequate protection” to UMB Bank, N.A., as successor Master Trustee for the
22 || Prepetition Secured Revenue Bonds, Series 2005 A, G and H (2005 Bonds”) , U.S. Bank
23 || National Association (“U.S. Bank™), as the Collateral Agent and Note Trustee for the Series 2015
24 || A, B, C, and D and the Series 2017 A and B Revenue Notes (collectively, the “Working Capital
25 || Notes”) and MOB Financing LLC and MOB Financing Il LLC as holders of security interests in
26 || Verity Holdings prepetition accounts, including rents arising from the prepetition MOB Financing
27 || (described below) in the form of Adequate Protection Payments and Replacement Liens, each as
28 || defined in the Chou Decl.; (iv) modifying the automatic stay as imposed by section 362 of the
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1 || Bankruptcy Code to the extent necessary to implement and effectuate the terms of the DIP
2 || Facility and the DIP Orders; and (v) scheduling an interim hearing to approve the proposed
3 || Interim Order and a final hearing with respect to the relief requested herein (the “Final Hearing”).
4 138. Each Debtor has all requisite corporate power and authority to execute and deliver
5 || the DIP Financing Agreements to which it is a party and to perform its obligations thereunder.
6 139. Absent granting emergency access to the Debtors’ cash collateral, the Debtors will
7 || not be able to made payroll or meet other obligations critical to the maintenance of safe facilities
8 || and the delivery of effective acute care services for its patients and staff during the week ending
9 || September 7, 2018. Absent emergency access to postpetition financing, the Debtors will lose
10 || vendor support for critical postpetition deliveries of goods and services further burdening the
11 || Debtors use of cash. Absent entry of an interim order granting the requested relief, the very
12 || existence of the Hospitals will be threatened and the ability of the Hospitals to survive as long
13 || term going concerns, whether or not owned by the Debtors, will be irreparably harmed.
14 b. Emergency Motion Of Debtors For Entry Of Order: (1) Authorizing The Debtors
15 To (A_) Pay Prepetition Employee Wages _And Salaries, And (B) E{_aly And Hon_or E_mployee
Benefits And Other Workforce Obligations; And (I1) Authorizing And Directing The
16 || Applicable Bank To Pay All Checks And Electronic Payment Requests Made By The Debtors
Relating To The Foregoing; Memorandum Of Points And Authorities In Support Thereof (the
17 || “Wage Motion™).
18 140. By the Wage Motion, the Debtors move the Court for entry of an order
19 || (i) authorizing the Debtors, in their discretion, to (a) pay prepetition employee wages and salaries,
20 || and (b) pay and honor employee benefits and other workforce obligations (including remitting
21 || withholding obligations, maintaining workers’ compensation and benefits programs, paying
22 || related administration obligations, making contributions to retirement plans, and paying
23 || reimbursable employee expenses) (collectively, the “Employee Obligations™); and (ii) authorizing
24 || and directing the applicable bank to pay all checks and electronic payment requests made by the
25 || Debtors relating to the foregoing.
26 141. Wages. The Employees are paid their wages and salaries (the “Wages”)
27 || bi-weekly, in arrears, either five or six days after the end of every 14-day pay period, through
28 || direct deposit or by check. The Debtors’ average bi-weekly gross payroll is approximately
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1 || $25,394,994, which includes approximately $463,907 for executive payroll, $3,726,816 for

2 || withholding obligations (relating to various taxes, claims and other obligations) and $208,476 for

3 || retirement plan contribution matching. Under a bifurcated, constant pay cycle, Employees were

4 || last paid on August 24 and 30, 2018. The next routine payroll dates covering all Employees’

5 || accrued and unpaid prepetition Wages are scheduled for September 7, 13 and 14, 2018, and

6 || expected to include approximately $15,353,375 that is attributable to prepetition Wages (the

7 || “Requested Prepetition Payroll”), which the Debtors seek authority to pay by the Wage Motion.

8 || The Debtors do not believe payments of Wages to any individual Employee will exceed the

9 || $12,850 cap under § 507(a).
10 142. Withholding and Union Obligations. In the ordinary course of their business, the
11 || Debtors routinely withhold from the Wages certain amounts that the Debtors are required to
12 || transmit to third parties for purposes such as Social Security and Medicare, federal and state or
13 || local income taxes, contributions to the Debtors’ benefit plans, savings and retirement plan
14 || contributions, union claims, garnishment, child support or other similar obligations pursuant to
15 || court order or law (collectively, the “Withholding Obligations”). The Debtors owe approximately
16 || $3,726,816 for Withholding Obligations in connection with the Requested Prepetition Payroll,
17 || which the Debtors seek authority to pay by the Wage Motion. The Debtors are also required to
18 || make certain Union-specific contributions, which are currently accrued and unpaid in the amount
19 || of $85,089 on account of prepetition Wages, which the Debtors seek authority to pay by the Wage
20 || Motion.
21 143. Bonuses. Certain Employees are eligible to receive sign-on, retention and
22 || incentive bonuses. Payout opportunity is based on Employee position, title and location (i.e.,
23 || Hospital or Systems Office). The Debtors do not, by the Wage Motion, seek permission to pay
24 || any bonuses to continuing Employees but do seek the authority, in the Debtors’ discretion, to pay
25 || the Employees for contractually agreed bonuses that accrued within the 180 days prior to the
26 || Petition Date when their services with the Debtors are terminated so long as the total of the
27 || payments already then made for prepetition Employee Obligations and the bonuses does not
28 || exceed the statutory limit for priority claims of $12,850.
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1 144. Reimbursement Obligations. The Debtors customarily reimburse Employees who
2 || incur business expenses in the ordinary course of performing their duties on behalf of the
3 || Debtors. Such expenses typically include, but are not limited to, business-related travel expenses
4 || (including mileage), business meals, relocation allowances, tuition reimbursement, and other
5 || items specified in the CBAs. Based on historical experience, the Debtors anticipate that, as of the
6 || Petition Date, the Debtors owe an estimated $30,200 in Reimbursement Obligations to their
7 || Employees, which they seek authority to pay by the Wage Motion. The Debtors further seek to
8 || continue to pay Reimbursement Obligations incurred postpetition in the ordinary course of the
9 || Debtors’ business.
10 145. Paid Time Off and Extended Sick Leave. Full-time and part-time Employees
11 || become eligible to receive employment benefits beginning the first of the month following 30
12 || days of employment (when they become “Eligible Employees”). Per diem Employees are not
13 || Eligible Employees. The Debtors provide Eligible Employees with Paid Time Off (“PTQ”) and
14 || Extended Sick Leave (“ESL”), which are accrued annually and in increasing rates over successive
15 || years. PTO is time off due to vacation, holiday, personal or incidental sick time. ESL kicks in (a)
16 || immediately where the Eligible Employee is admitted for surgery, (b) after a 3-day waiting period
17 || for a workers’ compensation injury, and (c) after a 7-day waiting period if workers’
18 || compensation is not implicated. As of the Petition Date, the Debtors are carrying approximately
19 || $36.6 million on their books for 789,942 hours of accrued and unused PTO. Eligible Employees
20 || are permitted to cash out their unused PTO on one or two occasions during the year depending on
21 || the relevant Hospital or CBA. As of the Petition Date, the Debtors are carrying approximately
22 || $17.5 million on their books for 372,000 hours of accrued and unused ESL. Some CBAs permit
23 || Eligible Employees to cash out a portion of their unused ESL at retirement. By the Wage Motion,
24 || the Debtors seek authority to honor their existing PTO and ESL policies to the extent it would
25 || permit continuing Employees to use their prepetition accrued leave in the ordinary course of
26 || business, and going forward. The Debtors are not, by the Wage Motion, seeking permission to
27 || cash out any accrued and unused PTO or ESL of continuing Employees but do seek the authority,
28 || in the Debtors’ discretion, to pay the Employees for unused PTO and/or ESL, as permitted per
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1 || Hospital policy and relevant CBA terms, that accrued within the 180 days prior to the Petition

2 || Date so long as the total of the payments for prepetition Employee Obligations does not exceed

3 || the statutory limit for priority claims of $12,850.

4 146. Health Benefits. The Debtors offer Eligible Employees the opportunity to

5 || participate in a number of insurance and benefit programs, including, among other things, medical,

6 || dental and vision plans, life insurance, short-term and long-term disability insurance, workers’

7 || compensation, retirement plans and other insurance plans and benefits. As of the Petition Date,

8 || the Debtors owed (a) approximately $3,162,816 to Healthnow as third-party administrator on

9 || account of accrued and unpaid prepetition claims against the self-insured medical plans; (b)
10 || approximately $48,060 to Cigna and Delta Dental for accrued and unpaid prepetition claims
11 || against the self-insured dental plans; (c) approximately $60,150 to VSP for accrued and unpaid
12 || prepetition claims on account of the self-insured vision plans. By the Wage Motion, the Debtors
13 || seek authority to pay these prepetition claims. The Debtors believe that they are current on the
14 || administration fees and premiums related to the health plans to pay their portion of any premiums
15 || or administration fees for the health plans that accrued and remain unpaid as of the Petition Date,
16 || and to turn over to Blue Shield of California any amounts sufficient to satisfy the portion of the
17 || accrued and unpaid prepetition premiums to be paid by the Employees in connection with the
18 || payment of the Wages and Withholding Obligations. By the Wage Motion, the Debtors also seek
19 || authority to continue to pay, in their discretion and in the ordinary course of their business, the
20 || administration fees, premiums for and claims under the health plans incurred postpetition. The
21 || Debtors further seek, by the Wage Motion, to continue to perform any obligations under
22 || Continuation Health Coverage (COBRA) in respect to former employees.
23 147. Life, Disability and Workers” Compensation. The Debtors offer Eligible
24 || Employees premium-based group life insurance and accidental death and dismemberment
25 || insurance (“AD&D”) through UNUM; premium based short term (“STD”) and long term
26 || disability coverage (“LTD”) through Cigna; workers’ compensation insurance through Old
27 || Republic Insurance; and an employee assistance program through Optum. The Debtors are also
28 || are obligated to Cigna on account of claims under the Federal Medical Leave Act (FMLA) and
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California Family Rights Act (CFRA). The Debtors believe that they are current on all the above
mentioned insurance policies and claims obligations. To the extent they are not, however, the
Debtors seek authority, by the Wage Motion, in their discretion, to pay any accrued and unpaid
prepetition premiums and related charges and to continue these benefits postpetition and to
deliver the Employees’ portion of any accrued and unpaid prepetition premiums to the
corresponding administrators.

148. Retirement Plans. As described in further detail above, the Debtors offer eligible

Employees the opportunity to participate in various retirement plans, including defined benefit
plans and defined contribution plans. By the Wage Motion, the Debtors seek authority to pay
their matching contributions that accrued and remain unpaid as of the Petition Date for the
retirement plans and to deliver the Employee contributions in connection with the payment of
Wages and Withholding Obligations described above. The Debtors also seek authority, by the
Wage Motion, to continue to pay, in their discretion and in the ordinary course of their business,
matching contributions for the retirement plans incurred postpetition.

149. Miscellaneous Plans. The Debtors also offer their eligible Employees the

opportunity to participate in a “Cafeteria Plan” through Alliant Choice Plus, which includes
voluntary critical care insurance, pet insurance, auto and home insurance. The healthcare
reimbursement account and dependent care reimbursement account are administered through
Healthnow, and long-term care is administered through UNUM. All of these programs are 100%
funded by the Employees and are paid for through payroll deductions. By the Wage Motion, the
Debtors request authority to continue to honor these programs, in their discretion, and to continue
distributing to third-parties the payments for these programs in connection with the payment of
Wages and Withholding Obligations as described above, including the distributions of payments
that are for prepetition amounts due.

150. The Debtors believe that substantially all of its Employees rely exclusively on
their compensation to pay their daily living expenses. Also, the Employee Benefit Programs are a
critical component of the Employees’ total compensation package. It is imperative to the

accomplishment of the Debtors’ goals in this case that the Debtors minimize any adverse impact
-42 -

108503415\V-3




Los ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

DENTONS US LLP
601 SoUTH FIGUEROA STREET , SUITE 2500

© 00 ~N o o b~ w N

N N N NN NN NN PR PR R R R R R R
©® N o g B~ W N P O © ® N o o~ W N Lk O

&h rikile 6R4DAE0 FRRITRHSIPNI 5 ERE DBRFDERSE76
Mauﬁmbmﬁenf’agepé@@ﬁ@%f 55

of the chapter 11 filing on the Debtors’ workforce, patients, operations, and orderly
administration of these Cases. Any disruption to payment of the payroll in the ordinary course, or
to the continued implementation of employee programs in the Debtors’ discretion, would
adversely affect the Debtors’ goals in this case because such events are likely to cause some
employees to terminate their employment with the Debtors, will cause employees to be distracted
from their duties to care for the patients, and will hurt employee morale at a particularly sensitive
time for all employees. Failure to honor the Employee Obligations could have severe
repercussions on the Debtors’ ability to preserve its assets and administer its estate, to the
detriment of all constituencies. Accordingly, as set forth in the Wage Motion, the Debtors request
authority to continue paying the Employees and administering the Employee Benefit Programs
and any obligations related to the foregoing (subject to the Budget and any applicable payment

caps) in the ordinary course of business.

C. Emergency Motion Of Debtors For Authority To: (1) Continue Using Existing
Cash Management System, Bank Accounts And Business Forms; (2) Implement Changes To
The Cash Management System In The Ordinary Course Of Business; (3) Continue
Intercompany Transactions; (4) Provide Administrative Expense Priority For Postpetition
Intercompany Claims; And (5) Obtain Related Relief; Memorandum Of Points And Authorities
In Support Thereof (the “Cash Management Motion™).

151. By the Cash Management Motion, the Debtors move the Court for the entry of an
order authorizing them, subject to the terms of the DIP Orders and DIP Financing Agreements to:
(1) continue to use their cash management system, including the continued maintenance of their
existing bank accounts (three of which include passive investing) and business forms; (2)
implement changes to their cash management system in the ordinary course of business, including
opening new or closing existing bank accounts; (3) continue to perform under and honor
intercompany transactions in the ordinary course of business, in their business judgment and at
their sole discretion; (4) provide administrative expense priority for postpetition intercompany
claims, all as set forth in more detail below; and (5) obtain related relief.

152. The Debtors further request, by the Cash Management Motion, that the Court
authorize the financial institutions at which the Debtors maintain various bank accounts to (a)

continue to maintain, service and administer the Debtors’ bank accounts, and (b) debit the bank
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accounts in the ordinary course of business on account of (i) wire transfers or checks drawn on
the bank accounts, or (ii) undisputed service charges owed to the banks for maintenance of the
Debtors’ cash management system, if any.

153. The Debtors currently have 63 accounts (the “Accounts”) with five commercial
banks and one investment bank (collectively the “Banks”). The Debtors request authority to
continue utilizing the Accounts, subject to the terms of the DIP Orders and DIP Financing
Agreements. Requiring the Debtors to close certain of the Accounts and open new ones will
disrupt the Debtors’ cash flow — and, ultimately, impact patient care — because (i) the depositors
(some of which are governmental agencies) will not respond quickly to the change and will likely
continue to send deposits to the original deposit account, and (ii) the Debtors have certain
obligations (including for debt, pension and defined contribution) that they pay exclusively by
electronic funds transfer and changes to the payment accounts have the potential of slowing down
these crucial payments. Closing the Accounts will also increase the work of the Debtors’
accounting personnel, who are already dealing with the many and varied issues related to these
Cases. Closing the Accounts and opening new ones under the circumstances described in the
corresponding Memorandum of Points and Authorities would needlessly cost the Debtors time
and money at a time when they are trying to conserve both, and would result in no discernible
benefit to the Debtors’ bankruptcy estates.

154. The Debtors also request in the Cash Management Motion authority to continue
using their business forms without the designation “Debtors in Possession” on them for a limited
time. The Debtors’ forms are either electronically printed or can be electronically altered. The
Debtors seek the authority of this Court to utilize their electronically generated forms without the
“Debtors in Possession” designation until the adjustments to the software can be initiated and
existing stock is exhausted.

155. Subject to the DIP Orders and DIP Financing Agreements, by the Cash
Management Motion, the Debtors request that the Court authorize them to continue using their

cash management system in connection with the continued use of Accounts and continued use of
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the Debtors’ business forms; in furtherance thereof, the Debtors further request that the Court
authorize and direct the Banks to continue honoring the Debtors’ transactions.

d. Emergency Motion Of Debtors For Order (A) Prohibiting Utilities From
Altering, Refusing, Or Discontinuing Service And (B) Determining Adequate Assurance Of
Payment For Future Utility Services (the “Utilities Motion”).

156. By the Utilities Motion, the Debtors move the Court for the entry of an order

authorizing them to (i) prohibiting utilities (collectively, the “Utility Companies” and

individually, a “Utility Company”) from altering, refusing, or discontinuing service without

further order of the Court; and (ii) determining adequate assurance of payment for future utility
services. The Debtors receive essential utility services from several Utility Companies.
Furthermore, the Debtors seek a determination that: (i) a deposit made by the Debtors to each
Utility Company in an amount equal to the average monthly invoice for prepetition services
provided to the Debtors by such Utility Company (the “Deposit™); (ii) the ability of any Utility
Company to obtain an initial hearing on the adequacy of the Deposit; and (iii) the ability of any
Utility Company to obtain an expedited hearing regarding further adequate assurance if the
Debtors fail to cure a post-petition payment default within twenty (20) days after written notice of
such default, constitute adequate assurance of payment for future utility services.

157.  As life-saving medical service providers, the Debtors are situated in a vulnerable
position—without the continual flow of vital services of Utility Companies, the mission of the
Debtors’ business would unravel, irreparably harming the Debtors and their patients who seek
medical care in the hospitals, medical centers, and clinics operated by the Debtors. Thus, | believe
that in order to ensure the timely and proper care of the patients and maintain ongoing business
operations, it is imperative the Debtors are able to rely on a consistent supply of these services.

158.  Specifically, uninterrupted electricity, gas, telephone, and similar services are
essential to the Debtors’ provision of medical services to the Debtors’ patients. Any interruption,
however brief, to utility services to the Debtors’ business will result in a serious disruption of the
Debtors’ business operations and dramatically affect patient care. Therefore, | believe that it is
critical that the Court prohibit the Utility Companies from altering, refusing or discontinuing
service to the Debtors without further order of this Court. The Deposit for each of the Utility

-45 -

108503415\V-3




Los ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

DENTONS US LLP
601 SoUTH FIGUEROA STREET , SUITE 2500

© 00 ~N o o b~ w N

N N N NN NN NN PR PR R R R R R R
©® N o g B~ W N P O © ® N o o~ W N Lk O

&h rikile 6R4DAE0 FRRITRHSIPNO B ERE DBRFDERSE79
Mauﬁmbmﬁenf’agepé@@ﬁé%f 55

Companies, coupled with the streamlined mechanism for requesting further adequate assurance
will provide adequate assurance of payment to the Utility Companies as well as safeguard the
Debtors’ continuing operations.

159. The Debtors are current on payment to the Utility Companies. Further, the Debtors
have sufficient cash to pay their postpetition utility bills as they come due and have specifically
budgeted for such payments in the Debtors’ operating budget submitted in connection with the

Debtors’ Cash Collateral Motion.

e. Debtors” Emergency Motion For Entry Of An Order Authorizing Debtors To
Honor Prepetition Obligations To Critical Vendors (the “Critical Vendors Motion™).

160. By the Critical Vendors Motion, the Debtors move the Court for the entry of an
order authorizing, but not directing, the Debtors to continue to pay and/or honor the prepetition

claims, up to $20 million (the “Critical Vendor Cap™), with (i) an interim amount of up to $5

Million, and (ii) an additional amount of up to $15 Million, of their most critical vendors, in the
Debtors’ discretion and in the ordinary course of the Debtors’ business, pursuant to a carefully-
designed Protocol (defined below) overseen by a core, centralized team consisting of senior
members of Debtors’ management and professional advisors, and subject to the terms and
conditions. The Debtors will suffer irreparable harm without the relief requested in Critical
Vendors Motion.

161. As life-saving medical service providers, the Debtors are situated in a vulnerable
position in that their entire mission would immediately unravel, irreparably harming the Debtors
and their patients without the continual flow of vital medical services, medical supplies, medical
equipment, physicians, nurses, nurse practitioners, physicians assistants, professional technicians
such as, imaging technicians, surgical technicians, sterile processing technicians and interim
clinical/management staff, coders, admission department staff, as well as non-medical services,
information technology support, and/or benefits.

162.  Additionally, local, state, and federal law places certain compliance requirements
on the Debtors. For example, as the operator of hospitals licensed under California state law and

certified to participate in the Medicare and Medicaid programs, the Debtors must comply with all
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hospital licensing and certification requirements, including those found in the Health and Safety
Code and in Title 22 of the California Code of Regulations, as well as the applicable Medicare
conditions of participation and corresponding Medicaid requirements. In addition to complying
with these overarching requirements, the Debtors must monitor and comply with all of the other
licensing and operational requirements that apply to the different service lines and programs
offered by the hospitals, including, for example, those applicable to the hospital pharmacies and
laboratories. These extensive, comprehensive requirements can only be fulfilled through
continued, uninterrupted access to various goods and services. Thus, in order to ensure the timely
and proper care of the patients and maintain ongoing business operations, it is imperative the
Debtors are able to rely on a consistent, quality supply of various physicians, nurses, nurse
practitioners, physicians assistants, professional technicians such as, imaging technicians, surgical
technicians, sterile processing technicians and interim clinical/management staff, coders,
admission department staff, as well as certain medical supplies, medical equipment, and services
provided by vendors, suppliers and/or service-providers that are “critical” to the Debtors’

businesses (the “Critical Vendors™).

163. The Debtors’ Critical Vendors include the following categories of providers:
(i) uncompensated care contract physicians and on-call coverage physicians (collectively, the

“Uncompensated Care and On-Call Coverage Physicians™); (ii) medical directors (the “Medical

Directors™); (iii) medical staff officers and leadership positions (“Medical Leadership”);

(iv) physicians providing teaching services (“Physician Educators”); (v) medical services

providers (the “Medical Services Providers”); (vi) medical supplies and medical equipment

providers (collectively, the “Medical Supplies and Equipment Providers”); (vii) medical staffing

agencies and hospital-based services providers (collectively, the “Clinical Staffing”); (viii) non-

medical services providers (the “Non-Medical Services Providers”); (ix) information technology

services providers (the “IT Services Providers”); and (x) various employee benefits providers (the

“Benefits Providers”).
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1 164. The Debtors require the use of various physicians, the Uncompensated Care and

2 || On-Call Coverage Physicians, who provide care to patients who lack the ability to compensate the

3 || Debtors for their medical treatment (individually, “Uncompensated Care Contract Physicians”)

4 || and the physicians who provide on-call services to cover the Debtors’ daily on-call needs

5 || (individually, “On-Call Coverage Physicians”), all in order to ensure patient care. The

6 || Uncompensated Care Contract Physicians routinely provide the following vital services: (i)

7 || Emergency Room coverage; (ii) surgical procedures for any Patient who is uninsured or

8 || underinsured; (iii) psychiatry; and (iv) cardiac services. The On-Call Coverage Physicians make

9 || themselves available to the Debtors for certain periods of time to ensure that a specialist is
10 || available at all times for emergency situations, including such emergent conditions as cardiac
11 || arrest and immediate trauma. The On-Call Coverage Physicians routinely provide the following
12 || areas of expertise: (i) urology; (ii) general surgery; (iii) orthopedics; (iv) cardiology; (V)
13 || neurosurgery; (vi) thoracic surgery; (vii)cardiac surgery; (viii) radiation oncology; (ix)
14 || neurology, (x) psychiatry; (xi) nephrology; (xii) gastroenterology; (xiii) pediatric surgery; and
15 || (xiv) obstetrics.
16 165. Due to the strong economy and the tight labor market for professionals with
17 || expertise, Uncompensated Care and On-Call Coverage Physicians have a vast array of working
18 || opportunities available to them, and to the extent the Debtors are unable to ensure payment for
19 || prepetition claims, these Uncompensated Care and On-Call Coverage Physicians will work at
20 || other hospitals, resulting in a devastating impact on patient care and irreparable harm to the
21 || smooth transition into chapter 11 and preservation and maximization of value for the benefit of
22 || the Debtors’ creditors.
23 166. Further, the Debtors require the use of various physicians who serve as Medical
24 || Directors. As Medical Directors, it is their responsibility to ensure the hospital runs smoothly and
25 || efficiently and according to local, state, and federal mandates in order to ensure patient care.
26 || These Medical Directors supervise and coordinate the On-Call Coverage Physicians, provide vital
27 || operating and administrative services, such as (i) the Long Term & Sub-Acute Unit; (ii)
28 || Advanced Wound Care; (iii) the Comprehensive Spine Care Program,; (iv) the Stroke Program;
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1 || (v) Cardiac & Pulmonary Rehabilitation; (vi) Oncology; (vii) Non-Invasive Cardiology; (viii)
2 || Radiation Therapy; (ix) the Intensive Care Unit and Neonatal Intensive Care Unit; (x) the
3 || Antimicrobial Stewardship Program; (xi) Interventional Neurology; (xii) the Bioethics Program;
4 || (xiii) the Catherization Laboratory; (xiv) the Skilled Nursing Facility, the Stroke Program; (xv)
5 || Thoracic Surgery; (xvi) the Dialysis Center; and (xvii) Nuclear Medicine and Vascular
6 || Laboratory. They also are vital for program quality, oversight, and risk management. There are
7 || approximately 60 physicians serving as Medical Directors. Similar to the Uncompensated Care
8 || and On-Call Coverage Physicians. | believe they also are vital for program quality, oversite, and
9 || risk management. There are approximately 68 physicians serving as Medical Directors.
10 167. Similar to the Uncompensated Care and On-Call Coverage Physicians, and due to
11 || the strong economy and the low labor market for professionals with expertise, Medical Directors
12 || are in demand and have a vast array of working opportunities available to them. To the extent the
13 || Debtors are unable to ensure payment for prepetition claims to Medical Directors, these Medical
14 || Directors will work at other hospitals, resulting in a devastating impact on patient care and
15 || irreparable harm to the smooth transition into chapter 11 and preservation and maximization of
16 || value for the benefit of the Debtors’ creditors.
17 168. Debtors require the use of various physicians who serve as medical staff officers
18 || and in other leadership positions, as required by each Hospital’s accreditation with The Joint
19 || Commission (the “TJC”). Medical Leadership includes the Chiefs of Staff and all Department
20 || Chairs required by each of the Debtors’ Medical Staff Bylaws, and by Title 22, including
21 || physician oversight for cardiology, pulmonary, laboratory, stroke, and ST-elevation myocardial
22 || infarction departments. The Chief Medical Officers are essential to ensure quality and risk
23 || oversight. Without these physicians, who | believe can easily find competitive opportunities
24 || elsewhere, the Debtors’ day-to-day programs will cease to function, resulting in a significant
25 || impact on patient care and other irreparable harm to the Debtors” Chapter 11 Cases.
26 169. The Debtors require the use of various physicians, the Physician Educators, who
27 || provide teaching services in the Debtors’ graduate medical education (the “GME”) program, a
28 || legal requirement with which the Debtors must comply. The GME program simultaneously
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provides: (i) training for interns, residents, and fellows until they become independent and
licensed practitioners; and (ii) access to healthcare for elderly and impoverished patients.
Physician Educators are in high demand because the State of California mandates that every
teaching hospital support the efforts to provide access to high quality healthcare to its most
vulnerable population. To maintain Level 2 Trauma status, the Debtors must maintain the GME
program. Therefore, the Physician Educators are vital to maintaining the Debtors’ teaching
hospital status and affording access to healthcare, both of which are key to the Debtors’ Patient
care, ongoing operations, and/or potential sale of its assets for the benefit of its creditors and the
Estates.

170. Debtors require the use of various Medical Services Providers, including, but not
limited to, those who provide services such as surgical anesthesia coverage, organ harvesting and
organ matching services, medical equipment sanitization, diagnostic interventional cardiology
services, interventional neuroradiology, imaging services, advanced wound care, pathology and
laboratory services, dialysis services, lithotripsy services, sterile compounding services,
rehabilitation staffing and management services, subacute management services, psychiatric
management services, hospitalist services, intensivist program services, medical screening
services, and medical instrument repair services. These services are vital to the Debtors’ day-to-
day operations, in particular with regard to Patient care, and the Debtor will suffer immediate
irreparable harm should the Court not grant the Debtors’ request to include the Medical Services
Providers as Critical Vendors.

171. Debtors require the use of various medical supplies and medical equipment from
the Medical Supplies and Equipment Providers, including, but not limited to, blood and plasma,
heart valves, coronary intervention products, defibrillators, laparoscopic and minimally invasive
surgical supplies, neurosurgical supplies and neurology devices, other surgical medical products,
bone substitute biologics, regenerative vascular grafts, vaccinations and other pharmaceuticals,
nuclear medicines, medical gases, anesthesia medical equipment, laboratory medical supplies,
radiation equipment, gastrointestinal supplies, cochlear implants, orthopedic implants, spinal

implants, intraocular lenses and ophthalmology supplies, sterilization equipment and products,
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and fetal monitoring systems. Equipment includes medical equipment rentals, biomedical repair
tools and equipment, patient beds and stretchers, vital sign monitoring, infusion pumps,
medication supply stations, gastro-intestinal lab equipment, cardiac catherization lab equipment,
operating room equipment, imaging equipment, laboratory equipment, pharmacy dispensing
equipment, and transplant program equipment. The medical supplies and medical equipment the
Debtors receive from the Medical Supplies and Equipment Providers are vital to the Debtors’
day-to-day operations, to maintain Patient care, and the Debtors will suffer immediate irreparable
harm should the Court not grant the Debtors’ request to include the Medical Supplies and
Equipment Providers as Critical Vendors.

172. The Debtors also require the Clinical Staffing, which are various medical groups,
staffing agencies, and other hospital-based services providers, to meet critical thresholds of
physicians, nurses, nurse practitioners, physicians assistants, professional technicians such as,
imaging technicians, surgical technicians, sterile processing technicians and interim
clinical/management staff, coders, and admission department staff servicing patients in
emergency and non-emergency room situations. The provision of physicians, nurses, professional
technicians such as, imaging technicians, surgical technicians, sterile processing technicians and
interim clinical/management staff, coders, and admission department staff is vital to service the
Debtors’ six active emergency rooms, trauma center, and the multiple medical specialty units
providing tertiary and quaternary care.

173. Additionally, regarding the provision of nurses, the staffing supplementation is
essential because: (1) California has a mandatory statutory nurse to patient ratio, and so the
Debtors are required by law to meet certain ratios in order to operate on a daily basis; and (2) it is
difficult to recruit experienced staff—as opposed to recent graduates—for short-term
assignments. Indeed, these staffing agencies provide the requisite “registry” nurses who take short
single-day assignments and “traveler” nurses who take longer-term assignments to fill in during
busier seasons—e.g., flu season—and understaffed periods—e.g., during nurses strikes of
represented nurses—where the Debtors may not otherwise have sufficient numbers of nurses

between their core and per diem nurses.
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174. Moreover, many of the Clinical Staffing who provide physicians, nurses, nurse
practitioners, physicians assistants, professional technicians such as, imaging technicians, surgical
technicians, sterile processing technicians and interim clinical/management staff, coders, and
admission department staff to the Debtors will not staff the Debtors’ business if there is any
interruption or delay in the payment of the amounts due to them. Given the Debtors’ reliance on
the medical services provided by the Clinical Staffing to provide Patient care and otherwise fulfill
the Debtors’ daily medical services needs, and the fact that the Clinical Staffing can simply shift
their services to a medical services company, it is crucial that the Debtors be authorized to pay
any prepetition amounts due to the Clinical Staffing as Critical Vendors in the ordinary course of
business.

175. The Debtors require use of Non-Medical Services Providers, including, but not
limited to, those who provide services such as payroll tax services, financial audit services, billing
services, cost reporting services, revenue cycle management services, consulting and education
services for various required national, state, and local accreditations and mandates, environmental
services, record retention services, building maintenance services, medical equipment
maintenance services, management services, and other similar services, as well as to seismic
contractors. Seismic contractors are designers, engineers, suppliers and constructors who are
engaged in the statutory work of retrofitting hospital structures to meet the SB1953 and
subsequent amendments that are required to be completed by December 31, 2019. Delay of the
projects will cause the Debtors to miss the regulated deadlines, risking the Debtors’ California
Department of Public Health license and suspension of such. These non-medical services are vital
to the Debtors’ day-to-day operations, particular with regard to Patient care, and the Debtor’s
ability to comply with regulatory requirements set by the State of California legislature, and the
Debtor will suffer immediate irreparable harm should the Court not grant the Debtors’ request to
include the Non-Medical Services Providers as Critical Vendors.

176. The Debtors require use of various IT Services Providers who provide information
technology services, including, but not limited to, those who provide services such as diagnostic

technology, interoperability between devices, risk management and software services, revenue
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cycle management billing software and services, teleradiology services, customer relationship
management, networking solutions services, multi-function copiers, voice over internet protocol
system services, hosting services for applications, and point of care data management system
services. Critical patient care systems such as electronic health record systems and enterprise
resource planning systems must be maintained to ensure continuity and Patient care. | believe
these information technology services are vital to the Debtors’ day-to-day operations, in particular
with regard to Patient care, and the Debtor will suffer immediate irreparable harm should the
Court not grant the Debtors’ request to include the IT Services Providers as Critical VVendors.

177. The Debtors require certain Benefits Providers because the Debtors have
incentivized their employees to continue working through the continuation of company-
subsidized benefits, such as workers compensation, medical, dental, vision, short term and long
term care, leave of absence, and life insurance. If the Debtors are not permitted to pay any
prepetition premium amounts due to these Benefits Providers, the employees’ insurance coverage
will be jeopardized and the employees will likely seek employment elsewhere. Specifically, |
believe any disruption to payment of the employee benefits in the ordinary course (and in the
Debtors’ discretion), would adversely affect the Debtors’ goals in this Case because such events
are likely to cause some employees to terminate their employment with the Debtors, will cause all
employees to be distracted from their duties to care for the patients and the operations of the
hospitals, and will inevitably hurt employee morale at a particularly sensitive time for all
employees, resulting in severe repercussions on the Debtors’ ability to provide Patient care, and
to preserve their assets and administer the Estates, to the detriment of all constituencies. Since the
Debtors do not have the ability to quickly or cost-effectively replace their employees who provide
vital medical and non-medical services on a daily basis, it is critical that the Debtors be allowed
to continue these benefits in order to retain their employees and maintain their business
operations to preserve the full value of their assets for the benefit of their creditors. Therefore, the
Court should include Benefits Providers as Critical Vendors.

178. 1, along with the Debtors, am mindful of the Debtors’ fiduciary obligations to seek

to preserve and maximize the value of their Bankruptcy Estate. To that end, the Debtors and their
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advisors have engaged in an intense process of reviewing and analyzing the Debtors’ books and
records, consulting operations management and purchasing personnel, reviewing contracts and
supply agreements, and analyzing applicable laws, regulations, and historical practices to identify
business relationships—which, if lost, could materially harm the Debtors’ patients, the Debtors’
businesses, reduce their enterprise value, and/or impair their restructuring process—all in an
effort to identify only those most critical vendors using their business judgment (the “Protocol”).
Such Protocol is on-going; however, the amounts proposed to be paid to the Critical VVendors are
already provided for in the Debtors’ operating budget submitted in connection with the Debtors’
Cash Collateral Motion.

179. Indeed, during the Protocol process, the Debtors and | have deemed certain
vendors as critical because each of these Critical Vendors meets the following criteria: (a) the
vendor is essential to patient care, supports maintaining the Debtors’ business in full compliance
with California’s Title XII requirements for operating general acute care hospitals in the state of
California, and allows the Debtors to maintain their business postpetition until reorganization
and/or sale of the Debtors’ assets for the benefit of creditors; (b) the vendor is indispensable for
providing vital goods or services, replacing said vendor would be prohibitively expensive, or said
vendor is otherwise critical to prevent the diversion of management and key personnel to solicit
other vendors to provide comparable goods or services and to prevent other unnecessary
distraction during the extensive transitional period; (c) the vendor holds an unpaid prepetition
claim for the provision of goods or services; (d) the vendor will refuse to deliver goods or provide
services without payment of the prepetition claim and the automatic stay imposed by section
362(a) will be inadequate to address the issue; (e) cash on delivery is unlikely to provide the
requisite incentive for the vendor to continue providing goods or services; (f) the Debtors lack a
long-term contractual relationship with the vendor that would oblige the vendor to continue the
prepetition relationship, and the Debtors are otherwise without adequate leverage to compel
performance on commercially reasonable terms; and (g) the Debtors will suffer immediate and
irreparable harm if the vendor is not specially incentivized to continue providing goods or

services. The Debtors will use commercially reasonable efforts to require the vendor to sign a
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postpetition agreement with normalized terms and conditions that contractually bind the vendor to
continue providing goods and services postpetition.

I declare under penalty of perjury that, to the best of my knowledge and after reasonable
inquiry, the foregoing is true and correct.

Executed this 31st of August 2018, at Los Angeles, California.

» 1

T Tichard G. Adcock

=55 -
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1 EMERGENCY MOTION
2 Verity Health System of California, Inc. (“VHS”) and the above-referenced affiliated
3 || debtors (collectively, the “Debtors”), the debtors and debtors in possession in the above-captioned
4 || Chapter 11 bankruptcy cases (collectively, the “Cases™), hereby move, on an emergency basis
5 || (the “Motion™), pursuant to 88 105(a), 363(b), 507(a), 1107(a) and 1108 of title 11 of the United
6 || States Code (the “Bankruptcy Code™),! for the entry of an order: (i) authorizing the Debtors, in
7 || their discretion, to (a) pay prepetition employee wages and salaries, and (b) pay and honor
8 || employee benefits and other workforce obligations (including remitting withholding obligations,
9 || maintaining workers’ compensation and benefits programs, paying related administration
10 || obligations, making contributions to retirement plans, and paying reimbursable employee
11 || expenses); and (ii) authorizing and directing the applicable bank to pay all checks and electronic
12 || payment requests made by the Debtors relating to the foregoing (collectively, the “Employee
13 || Obligations™). In support of the Motion, the Debtors have separately filed the Declaration of
14 || Richard G. Adcock in Support of Debtors’ First Day Motions (the “Adcock Declaration™).
15 SUMMARY OF REQUESTED RELIEF
16 The Debtors request that the relief sought herein be granted on an emergency basis
17 || because they will suffer irreparable harm without the relief requested in this Motion. The
18 || Debtors’ employees are vital to the operation of the Debtors’ hospitals and its medical clinics, and
19 || to the health, welfare, safety and security of the patients who seek medical care therein. Payment
20 || of, and otherwise honoring, the Employee Obligations are necessary to prevent employees from
21 || terminating their employment with the Debtors and to maintain the employees’ morale pending
22 || resolution of these Cases. Specifically, in satisfaction of Rule 2081-1(a)(6) of the Local
23 || Bankruptcy Rules of the United States Bankruptcy Court for the Central District of California
24 || (the “LBR”):
25 (A)  the employees regarding whom relief is requested are still employed by the
26 Debtors;
27
28 || 1 All references to “§” or “sections” herein are to sections of the Bankruptcy Code.
108566884\V-6 “1-
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(B)  the proposed payments to employees are absolutely necessary;

(C)  these proposed payment procedures are beneficial to the Debtors’ estates;
(D)  with the requested first-day relief, the Debtors’ prospect of reorganization is
heightened,;
(E)  the Debtors do not seek to pay any prepetition claims of any insiders at this time;
(F)  the employees’ claims are within the limits established by 8 507; and
(G)  the proposed payments will not render the Debtors’ estates administratively
insolvent.
Therefore, pursuant to LBR 2081-1(a)(6), the Debtors request that this Motion be heard on an
emergency basis.?

ADDITIONAL INFORMATION

The Motion is based on the Notice of Emergency Motions that will be filed and served
after a hearing date for the Debtors’ “First Day Motions” has been obtained, the attached
Memorandum of Points and Authorities, the Adcock Declaration, and the arguments of counsel
and other admissible evidence properly brought before the Court at or before the hearing
regarding the Motion. In addition, the Debtors request that the Court take judicial notice of all
documents filed with the Court in this case.

Counsel to the Debtors will serve this Motion, the attached Memorandum of Points and
Authorities, the Adcock Declaration and the Notice of First Day Motions on: (i) the Office of the
United States Trustee; (ii) any alleged secured creditors; (iii) the fifty largest general unsecured
creditors appearing on the list filed in accordance with Rule 1007(d) of the Federal Rules of

Bankruptcy Procedure (the “Bankruptcy Rules™); (iv) the United States of America, and the State

of California; and (v) parties that file with the Court and serve upon the Debtors requests for
notice of all matters in accordance with Bankruptcy Rule 2002(i). To the extent necessary, the
Debtors request that the Court waive compliance with LBR 9075-1(a)(6) and approve service (in

addition to the means of services set forth in such LBR) by overnight delivery. Among other

2 Pursuant to LBR 9075-1(a)(4), no separate motion for an expedited hearing is required.
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1 || things, the Notice of Emergency Motions will provide that any opposition or objection to the

2 || Motion may be presented at any time before or at the hearing regarding the Motion, but that

3 || failure to timely object may be deemed by the Court to constitute consent to the relief requested

4 | herein.

5 In the event that the Court grants the relief requested by the Motion, the Debtors shall

6 || provide notice of the entry of the order granting such relief upon each of the foregoing parties and

7 || any other parties in interest as the Court directs. The Debtors submit that such notice is sufficient

8 || and that no other or further notice be given.

9 WHEREFORE, for all the foregoing reasons and such additional reasons as may be
10 || advanced at or prior to the hearing regarding this Motion, the Debtors respectfully request that the
11 || Court enter an order providing for the following relief: (i) authorizing the Debtors, in their
12 || discretion, to (a) pay prepetition employee wages and salaries, and (b) pay and honor employee
13 || benefits and other workforce obligations (including remitting withholding obligations,
14 || maintaining workers’ compensation and benefits programs, paying related administration
15 || obligations, and paying reimbursable employee expenses); (ii) authorizing and directing the
16 || applicable bank to pay all checks and electronic payment requests made by the Debtors relating to
17 | the foregoing; and (iii) granting such other and further relief as is just and proper under the
18 || circumstances.

19
Dated: August 31, 2018 DENTONS US LLP
20 SAMUEL R. MAIZEL
JOHN A. MOE, II
21 TANIA M. MOYRON
22 )
By__ /s/Tania M. Moyron
23 Tania M. Moyron
24
Proposed Attorneys for the Chapter 11 Debtors
25 and Debtors In Possession
26
27
28
-3-
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1 MEMORANDUM OF POINTS AND AUTHORITIES
2 I
3 INTRODUCTION
4 The Debtors request, pursuant to LBR 2081-1(a)(6) and 9075-1(a) and §§° 105(a), 363(b),
5 || 507(a), 1107(a) and 1108 of the Bankruptcy Code, entry of an order on an emergency basis in
6 || these cases: (i) authorizing, but not directing, the Debtors, in their discretion, to (a) pay or honor
7 || prepetition wages, salaries, employee benefits, and other compensation, (b) remit withholding
8 || obligations, (c) maintain workers’ compensation and benefits programs, (d) pay related
9 || administration obligations, and (e) pay reimbursable employee expenses (collectively, the
10 || “Employee Obligations™); and (ii) authorizing and directing the applicable bank to pay all checks
11 || and electronic payment requests made by the Debtors relating to the foregoing.
12 The Debtors’ goals in these Cases are to facilitate an orderly administration of their Cases
13 || and to maintain efficient and seamless operations for the benefit of the patients (the “Patients™)
14 || who seek medical care in the Hospitals (defined below) and medical clinics operated by the
15 || Debtors in order to maximize the value of their assets for the benefit of all stakeholders.
16 || Accordingly, it is imperative to the accomplishment of the Debtors’ goals in these Cases that the
17 || Debtors minimize any adverse impact of the chapter 11 filing on the Debtors’ workforce, on the
18 | Patients, on the operations of the Hospitals and medical clinics, and on the orderly administration
19 || of these Cases. Any disruption to payment of the payroll in the ordinary course, or to the
20 || continued implementation of employee programs in the Debtors’ discretion, would adversely
21 || affect the Debtors’ goals in this case because such events could cause some employees to
22 || terminate their employment with the Debtors, could cause employees to be distracted from their
23 || duties to care for the Patients and the operations of the Hospitals and medical clinics, and could
24 || hurt employee morale at a particularly sensitive time for all employees. Failure to honor payroll
25 || and employee benefits obligations could have severe repercussions on the Debtors’ ability to
26
27
28 || 3 All references to “§” or “section” herein are to the Bankruptcy Code, 11 U.S.C. 88 101, et seq., as amended
108566884\V-6 "4-
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1 || preserve their assets and administer their estates, to the detriment of all constituencies.

2 || Accordingly, the Debtors respectfully request that the Court grant the Motion.

3 1.

4 JURISDICTION

5 The Court has jurisdiction over this matter pursuant to 28 U.S.C. 88 157 and 1334. This

6 || is a core proceeding pursuant to 28 U.S.C. § 157(b)(2). The venue of the Cases is proper

7 || pursuant to 28 U.S.C. 88 1408 and 1409.

8 1.

9 STATEMENT OF FACTS
10 || A. General Background
11 1. On August 31, 2018 (“Petition Date”), Verity Health System of California, Inc.
12 || (“VHS”) and the above-referenced affiliated debtors, the debtors and debtors in possession in the
13 || above-captioned chapter 11 bankruptcy cases (collectively, the “Debtors”), each filed a voluntary
14 || petition for relief under chapter 11 of title 11 of the United States Code (the “Bankruptcy
15 || Code™).* Since the commencement of their cases, the Debtors have been operating their
16 || businesses as debtors in possession pursuant to 881107 and 1108 of the Bankruptcy Code.
17 2. Debtor VHS, a California nonprofit public benefit corporation, is the sole
18 || corporate member of the following five Debtor California nonprofit public benefit corporations
19 || that operate six acute care hospitals: O’Connor Hospital, Saint Louise Regional Hospital, St.
20 || Francis Medical Center, St. Vincent Medical Center, Seton Medical Center, and Seton Medical
21 || Center Coastside (collectively, the “Hospitals”) and other facilities in the state of California.
22 || Seton Medical Center and Seton Medical Center Coastside operate under one consolidated acute
23 || care license.
24 3. VHS, the Hospitals, and their affiliated entities (collectively, “Verity Health
25 || System”) operate as a nonprofit health care system, with approximately 1,680 inpatient beds, six
26
27
28 || # All references to “§” or “section” herein are to the Bankruptcy Code, 11 U.S.C. 88 101, et seq., as amended.
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1 || active emergency rooms, a trauma center, eleven medical office buildings, and a host of medical
2 || specialties, including tertiary and quaternary care.
3 4, The VHS affiliated entities, including the Debtors and non-debtor entities, are as
4 || follows:
5 « O’Connor Hospital (“OCH”)
« Saint Louise Regional Hospital (“SLRH”)
6 « St. Francis Medical Center (“SEMC”)
« St. Vincent Medical Center (“SVMC”)
7 « Seton Medical Center (“SMC”), including Seton Medical Center Coastside
campus (“SMCC”)
8 « Verity Business Services (“VBS”)
9 « Marillac Insurance Company, Ltd.
« O’Connor Hospital Foundation (“OCH-F”)
10 « Saint Louise Regional Hospital Foundation (“SLRH-F”)
« St. Francis Medical Center of Lynwood Foundation (“SFMC-F”)
11 « St. Vincent Medical Center Foundation (“SVMC-F”)
« Seton Medical Center Foundation (“SMC-F”)
12 . St. Vincent de Paul Ethics Corporation
13 « St. Vincent Dialysis Center
. De Paul Ventures, LLC
14 « De Paul Ventures - San Jose Dialysis, LLC
. De Paul Ventures - San Jose ASC, LLC
15 « Verity Medical Foundation (“VMFE”)
16 « Verity Holdings, LLC (“Holdings™)
5. VMF, incorporated in 2011, is a medical foundation, exempt from licensure under
17
18 California Health & Safety Code § 1206(l). VMF contracts with physicians and other healthcare
19 professionals to provide high quality, compassionate, patient-centered care to individuals and
20 families throughout California. With more than 100 primary care and specialty physicians, VMF
o1 offers medical, surgical and related healthcare services for people of all ages at community-based,
- multi-specialty clinics conveniently located in areas served by the Debtor Hospitals. VMF holds
’3 long-term professional services agreements with the following medical groups: (a) Verity
o Medical Group; (b) All Care Medical Group, Inc.; (¢) CFL Children’s Medical Associates, Inc.;
. (d) Hunt Spine Institute, Inc.; (e) San Jose Medical Clinic, Inc., D/B/A San Jose Medical Group;
" and (f) Sports, Orthopedic and Rehabilitation Associates.
- 6. Holdings is a direct subsidiary of its sole member VHS and was created in 2016 to
- hold and finance VHS’ interests in four medical office buildings whose tenants are primarily
-6-
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physicians, medical groups, healthcare providers, and certain of the VHS Hospitals. Holdings’
real estate portfolio includes more than 15 properties. Holdings is the borrower on approximately
$66 million of non-recourse financing secured by separate deeds of trust and revenue and
accounts pledges, including the rents on each medical office building.

7. OCH-F, SLRH-F, SFMC-F, SVMC-F, and SMC-F handle fundraising and grant-
making programs for each of their respective Debtor Hospitals.

8. As of August 31, 2018, the Debtors have approximately 7,385 employees, of
whom 4,733 are full-time employees. Approximately 74% of these employees are represented by
collective bargaining units. A majority of the employees are represented by either the Service
Employees International Union (approximately 39% of employees) or California Nurses
Associations (approximately 22% of employees).

0. Each of the Debtors is exempt from federal income taxation as an organization
described in Section 501(c)(3) of the Internal Revenue Code of 1986, except for Verity Holdings,
LLC, DePaul Ventures, LLC, and DePaul Ventures - San Jose Dialysis, LLC.

10.  To date, no official committee or examiner has been appointed by the Office of the
United States Trustee in these chapter 11 Cases.

B. Historical Challenges.

11.  The Hospitals and VMF were originally owned and operated by the Daughters of

Charity of St. Vincent de Paul, Province of the West (the “Daughters of Charity”), to support the

mission of the Catholic Church through a commitment to the sick and poor. The Daughters of
Charity began their healthcare mission in California in 1858 and they ministered to ill, poverty-
stricken individuals for more than 150 years. In March 1995, the Daughters of Charity merged
with Catholic Healthcare West (“CHW?”). In June 2001, Daughters of Charity Health System
(“DCHS”) was formed, and in October 2001, the Daughters of Charity withdrew from CHW. In
2002, DCHS commenced operations and was the sole corporate member of the Hospitals, which
at that time were California nonprofit religious corporations.

12. Between 1995 and 2015, the Daughters of Charity and DCHS struggled to find a

solution to continuing operating losses, either through a sale of some or all of the hospitals or a

108566884\V-6
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1 || merger with a more financially sound partner. All these efforts failed. During these efforts,

2 || however, the health system’s losses continued to mount, and the system borrowed more than

3 || $500 million — including through a 2008 bond issuance (the “2008 Bonds”) — to fund operations,

4 || acquire assets, fund needed capital improvements and/or refinance existing debt.

) 13. Despite continuous efforts to improve operations, operating losses continued to

6 || plague the health system due to, among other things, mounting labor costs, low reimbursement

7 || rates and the ever-changing healthcare landscape. In 2013, DCHS actively solicited offers for

8 || OCH, SLRH, SMC and SMCC. In 2013, to avoid failing debt covenants, the Daughters of

9 || Charity Foundation, an organization separate and distinct from DCHS, donated $130 million to
10 || DCHS to allow it to retire the 2008 Bonds in the total amount of $143.7 million.
11 14, In early 2014, DCHS announced that they were beginning a process to evaluate
12 || strategic alternatives for the health system. Throughout 2014, DCHS explored offers to sell their
13 || health system and, in October of 2014, they entered into an agreement with Prime Healthcare
14 || Services and Prime Healthcare Foundation (collectively, “Prime”) to sell the health
15 || system. However, to keep the hospitals open, DCHS needed to borrow another $125 million to
16 || mitigate immediate cash needs during the sales process; in other words, to allow DCHS to
17 || continue to operate until the sale could be consummated. In early 2015, the California Attorney
18 || General consented to the sale to Prime, subject to conditions on that sale that were so onerous that
19 || Prime terminated the transaction.
20 15. In 2015, DCHS again marketed their health system for sale, and, again, focused on
21 || offers that maintained the health system as a whole, and assumed all the obligations. In July
22 || 2015, the DCHS Board of Directors selected BlueMountain Capital Management LLC
23 || (“BlueMountain™), a private investment firm, to recapitalize its operations and transition
24 || leadership of the health system to the new Verity Health System (the “BlueMountain
25 || Transaction”).
26 16. In connection with the BlueMountain Transaction, BlueMountain agreed to make a
27 || capital infusion of $100 million to the hospital system, arrange loans for another $160 million to
28 || the health system, and manage operations of the health system, with an option to buy the health

108566884\V-6 -8-
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system at a future time. In addition, the parties entered into a System Restructuring and Support

Agreement (the “Restructuring Agreement”), DCHS’s name was changed to Verity Health

System, and Integrity Healthcare, LLC (“Integrity”) was formed to carry out the management
services under a new management agreement.

17. On December 3, 2015, the California Attorney General approved the
BlueMountain Transaction, subject to conditions. Despite BlueMountain’s infusion of cash and
retention of various consultants and experts to assist in improving cash flow and operations, the
health system did not prosper.

18. In July 2017, NantWorks, LLC (“NantWorks™) acquired a controlling stake in
Integrity. NantWorks brought in a new CEO, CFO, and COO. NantWorks loaned another $148
million to the Debtors.

19. Despite the infusion of capital and new management, it became apparent that the
problems facing the Verity Health System were too large to solve without a formal court
supervised restructuring. Thus, despite VHS’ great efforts to revitalize its Hospitals and
improvements in performance and cash flow, the legacy burden of more than a billion dollars of
bond debt and unfunded pension liabilities, an inability to renegotiate collective bargaining
agreements or payor contracts, the continuing need for significant capital expenditures for seismic
obligations and aging infrastructure, and the general headwinds facing the hospital industry, make
success impossible. Losses continue to amount to approximately $175 million annually on a cash
flow basis.

20.  Additional background facts on the Debtors, including an overview of the Debtors’
business, information on the Debtors’ capital structure and additional events leading up to these
chapter 11 cases, are contained in the Adcock Declaration.

C. Relevant Background to Motion

1. The Debtors’ Employees

21.  As set forth in the concurrently filed Adcock Declaration, altogether, the Debtors
employ approximately 7,385 employees — 6,907 excluding VMF and 478 under VMF. For W-2
tax and payroll purposes, the Debtors are divided into eight employers:

-9-
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@ VHS, which covers the Systems Office and the Philanthropic Foundations,
and as of the Petition Date employed approximately 294 employees (the “VHS
Employees”), of which 289 are full-time, 3 are part-time and 2 are employed on a
“per diem” basis;

(b) VBS, which as of the Petition Date employed approximately 307
employees (the “VBS Employees”), of which 285 are full-time, 11 are part-time
and 11 are per diem;

(c) OCH, which as of the Petition Date employed approximately 1,370
employees (the “OCH Employees”), of which 586 are full-time, 441 are part-time
and 343 are per diem;

(d) SLRH, which as of the Petition Date employed approximately 480
employees (the “SLRH Employees™), of which 153 are full-time, 159 are part-time
and 168 are per diem;

(e SFMC, which as of the Petition Date employed approximately 2,017
employees (the “SFMC Employees”), of which 1,583 are full-time, 136 are
part-time and 298 are per diem;

()] SVMC, which as of the Petition Date employed approximately 1,099
employees (the “SVMC Employees”), of which 897 are full-time, 42 are part-time
and 160 are per diem;

(9) SMC, which includes SMCC, and as of the Petition Date employed
approximately 1,340 employees (the “Seton Employees,” and together with the
VHS Employees, VBS Employees, OCH Employees, SLRH Employees, SFMC
Employees and SVMC Employees, the “Verity Employees”), of which 516 are
full-time, 551 are part-time and 273 are per diem; and

(h) VMF, which as of the Petition Date employed approximately 478
employees (the “VMF Employees,” and together with the Verity Employees, the
“Employees™), of which 424 are full-time, 15 are part-time and 39 are per diem.

Both full-time and part-time (“core”) employees are regularly scheduled to work

every pay period whereas per diem employees are used on an as-needed basis. Per diem

N
N

employees are called in whenever Hospitals would not otherwise meet their core staffing

N
w

requirements — for example, when core employees are sick or on vacation, or there is a spike in

N
iSS

patient census.

N
o1

Although not limited to nursing employees, notably California requires the

Hospitals to maintain specific nurse-to-patient ratios,> so the Debtors use per diem employees to

N
(o]

ensure the Hospitals are in compliance with those requirements.

N
-~

N
oo

> See Cal. Health & Safety Code § 1276.4; Cal. Code Regs. tit. 22, § 70217.
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1 2. Employee Unions
2 23.  Almost three-quarters of the Debtors’ Employees — approximately 5,488
3 || Employees in total — are represented by unions (the “Represented Employees™). These
4 || Represented Employees are represented by the California Nurses Association (“CNA”);
5 || Engineers and Scientists of California IFPTE Local 20, SEIU-UHW United Healthcare Workers-
6 || West; California Licensed Vocational Nurses’ Association; CLVNA United Nurses Associations
7 || of California, UNAC, National Union of Healthcare Workers, NUHW; and The International
8 || Union of Operating Engineers, Stationary Local No. 39, AFL-CIO (“Local 39 Stationary
9 || Engineers,” and collectively, the “Unions”). The Debtors’ contractual arrangements with the
10 || Unions regarding the employment of the Represented Employees are reflected in multiple
11 || collective bargaining agreements (the “CBAs”).
12 || D. Prepetition Wages, Payroll and Associated Benefits
13 24, The Employees are paid their wages and salaries (the “Wages”) bi-weekly, in
14 || arrears, either five or six days after the end of every 14-day pay period, through direct deposit or
15 || by check. The Debtors’ average bi-weekly gross payroll is approximately $25,394,994, which
16 || includes approximately $463,907 for executive payroll, $3,726,816 for withholding obligations
17 || (relating to various taxes, claims and other obligations) and $208,476 for retirement plan
18 || contribution matching.
19 25. Pursuant to LBR 2014-1(a), the Debtors intend to serve Notices of
20 || Setting/Increasing Insider Compensation with respect to any of its executives who qualify as
21 || “insiders” (as defined in § 101(31)). As part of this Motion, the Debtors seek authority to pay
22 || these insider Employees the unpaid wage or salary obligations that have accrued on their behalf
23 || prior to the Petition Date, provided that no objections to the Notices are received within the 15-
24 || day time period provided by LBR 2014-1(a).
25 1. The Verity Debtors’ Direct, Bifurcated, Payroll System
26 26. The Debtors are organized into eight employers. In addition, for payroll and cash
27 || management purposes, the Debtors are separated into VMF and the rest of the Debtors (the latter,
28 || the “Verity Debtors™). The Verity Debtors’ payroll is further bifurcated, creating a constant pay
108566884\V-6 -11-
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1| cycle, with VBS, SFMC and Seton (collectively, “Verity Debtor Group A”) paying their
2 || Employees on the odd weeks (e.g., 1, 3, . . . 49, 51), and VHS, OCH, SLRH and SVMC
3 || (collectively, “Verity Debtor Group B”) paying their Employees on the even weeks (e.g., 2, 4, . . .
4 || 50, 52), in each case on a Friday — with the exception of SFMC whose payroll is processed on
5 || Thursday — for the preceding 14-day pay period running from Sunday to Saturday. The Verity
6 || Debtors process payroll directly, using a payroll platform licensed by Infinium. The Verity
7 || Debtors normally transfer funds from their respective accounts payable bank accounts to their
8 || respective payroll accounts two days prior to the pay date (i.e., Tuesdays for SFMC and
9 || Wednesdays for the other Verity Debtors).®
10 27. The date on which the Employees of Debtor Group A and certain Employees of
11 || Debtor Group B were last paid was August 30, 2018 for the two-week period ending August 25,
12 || 2018. The Employees of Debtor Group A represented by SEIU are entitled to identify and
13 || resolve any errors in payroll within 24 hours (the “SEIU Lookback™). The Debtor Group A
14 || Employees’ next routine payroll is scheduled for September 13 (for SFMC) and September 14,
15 || 2018 (the “September 13/14™ Payroll”), and expected to include approximately $24,287,614,
16 || which covers Debtor Group A Wages earned from August 26, 2018 through September 8, 2018 —
17 || approximately $2,727,235 of which amount is attributable to prepetition Wages (the “Group A
18 || Prepetition-Accrued Payroll™).
19 28.  The date on which the remaining Employees of Debtor Group B were last paid
20 || was August 24, 2018 for the two-week period ending August 18, 2018. These Employees’ next
21 || routine payroll is scheduled for September 7, 2018 (the “September 7" Payroll”), and expected to
22 || be approximately $23,140,020, which covers Debtor Group B Wages earned from August 19,
23 || 2018 through September 1, 2018 — approximately $11,560,517 of which amount is attributable to
24 || prepetition payroll (together with the Group A Prepetition-Accrued Payroll, the “Verity Debtors
25 || Prepetition-Accrued Payroll”).
26
27 || s By separate and contemporaneous motion, the Debtors are requesting authority to continue operating their cash
management system in the ordinary course of business, which, among other things, would permit them to continue
28 transferring funds between bank accounts to fund payroll.
108566884\V-6 -12-
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1 29.  Accordingly, the Debtors seek authority to pay the Verity Debtors Prepetition-

2 || Accrued Payroll in the amount of $14,287,752 on account of prepetition Wages, which they

3 || confirm does not exceed $12,850 per Employee. The Debtors further seek to pay any additional

4 || amounts identified as of the Petition Date through the SEIU Lookback. The Debtors further seek

5 || to continue to pay Wages to the Employees of the Verity Debtors incurred postpetition in the

6 || ordinary course of the Debtors’ business.

7 2. VMF’s Third-Party-Processed Payroll System

8 30. VMF pays the VMF Employees on the even weeks, on Fridays for the preceding

9 || 14-day pay period running from Monday to Sunday. VMF’s payroll is disbursed by ADP, a
10 || supplier of human resources and document services that provides VMF with payroll management
11 || and administration services. VMF normally funds its payroll to ADP on Tuesday prior to the pay
12 || date.
13 31. The date on which the VMF Employees were last paid was August 24, 2018 for
14 || the two-week period ending August 19, 2018. These Employees’ next routine payroll is also
15 || scheduled for September 7, 2018 (the “September 7" ADP Payroll”), and expected to be
16 || approximately $1,147,594, which covers VMF Wages earned from August 20 through September
17 || 2, 2018 — approximately $1,065,623 of which amount is attributable to prepetition Wages (the
18 || “VMF Prepetition-Accrued Payroll,” and together with the Verity Debtors Prepetition-Accrued
19 || Payroll, the “Prepetition-Accrued Payroll”), which they confirm does not exceed $12,850 per
20 || Employee. VMF would need to fund the VMF Prepetition-Accrued Payroll to ADP by
21 || September 4, 2018.
22 32.  As of the Petition Date, VMF will owe ADP approximately $4,500 with respect to
23 || its processing of the VMF payroll and related payroll administration matters (the “Administration
24 || Fees”). The Debtors request authority to continue to pay ADP the prepetition amount of $4,500
25 || and to pay the postpetition ADP Administration Fees in the ordinary course of VMF’s business.
26 33. Accordingly, the Debtors seek authority to pay the VMF Prepetition-Accrued
27 || Payroll in the amount of $1,065,623 on account of prepetition Wages. The Debtors further seek
28

108566884\V-6 - 13-
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1 || to continue to pay Wages to the VMF Employees incurred postpetition in the ordinary course of
2 || the Debtors’ business.
3 3. The Debtors’ Withholding Obligations
4 34. In the ordinary course of their business, the Debtors routinely withhold from the
5 || Wages certain amounts that the Debtors are required to transmit to the government and certain
6 || third parties for purposes such as Social Security and Medicare withholdings, federal and state or
7 || local income taxes, contributions to the Debtors’ benefit plans, savings and retirement plan
8 || contributions, union claims, garnishment, child support or other similar obligations pursuant to
9 || court order or law (collectively, the “Withholding Obligations™). The Debtors owe approximately
10 || $3,726,816 for Withholding Obligations — including payments for tax obligations (the “Employer
11 || Tax Obligations”) such as FICA and Social Security — in connection with the Requested
12 || Prepetition Payroll. Accordingly, the Debtors seek authority to pay the prepetition Withholding
13 || Obligations in the amount of $3,726,816 on account of prepetition Wages; and to continue to pay
14 || Withholding Obligations incurred postpetition in the ordinary course of the Debtors’ business.
15 4. The Debtors” Union Obligations
16 35. In addition to various benefits incorporated above, the Debtors are required to
17 || make certain Union-specific contributions (the “Union Obligations™). Specifically, the Debtors
18 || are required to contribute 0.022% of the wages of the Represented Employees with SEIU-UHW
19 || to the SEIU Training and Upgrade Fund; this payment is made annually in February, and is not
20 || currently owing. The Debtors are also required to make a monthly contribution of approximately
21 || $165,800 (on average, in Calendar Year 2018) to the Local 39 Pension Trust Fund on behalf of
22 || Represented Employees with Local 39 Stationary Engineers. Accordingly, the Debtors seek
23 || authority to pay the prepetition Union Obligations in the amount of $176,524 on account of
24 || prepetition Wages; and to continue to pay Union Obligations incurred postpetition in the ordinary
25 || course of the Debtors’ business.
26 || E. Business Expense Reimbursements
27 36. The Debtors customarily reimburse Employees who incur business expenses in the
28 || ordinary course of performing their duties on behalf of the Debtors. Such expenses typically
108566884\V-6 -14-
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include, but are not limited to, business-related travel expenses (including mileage), business

meals, relocation allowances, tuition reimbursement, and other items specified in the CBAs (the

“Reimbursement Obligations™). Expense reports detailing the Reimbursement Obligations are
submitted for reimbursement by the Employees and generally must be supported by copies of
receipts.

37. It is difficult for the Debtors to determine the exact amount of Reimbursement
Obligations that is due and owing for any particular time period since the expenses incurred by
Employees on behalf of the Debtors throughout the year vary on a monthly basis and because
there may be some delay between when an Employee incurs an expense and submits the
corresponding expense report for processing. Based on historical experience, the Debtors
anticipate that, as of the Petition Date, the Debtors owe an estimated $30,200 in Reimbursement
Obligations.  Accordingly, the Debtors seek authority to pay $30,200 in Reimbursement
Obligations to their Employees. The Debtors further seek to continue to pay Reimbursement
Obligations incurred postpetition in the ordinary course of the Debtors’ business.

F. Bonuses

38.  Certain Employees are eligible to receive sign-on and retention bonuses (the
“Bonuses”). Sign-on bonuses are provided to candidates for employment in hard-to-fill or critical
vacancies, such as ICU or Surgery Registered Nurses. Sign-on and retention bonuses are
provided for management candidates as a recruiting incentive and to guarantee high-quality
management candidates remain with the organization for a specified period of time.

39. The Debtors are not, by this Motion, seeking permission to pay any Bonuses to
continuing Employees but do seek the authority, in the Debtors’ discretion, to pay the Employees
for contractually agreed bonuses that accrued within the 180 days prior to the Petition Date when
their services with the Debtors are terminated so long as the total of the payments already then
made for prepetition Employee Obligations and the Bonuses does not exceed the statutory limit

for priority claims of $12,850.
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1] G Paid Time Off and Extended Sick L eave
2 40. Full-time and part-time Employees become eligible to receive employment
3 || benefits beginning the first of the month following 30 days of employment (when they become
4 || “Eligible Employees™). Per diem Employees are not Eligible Employees.
) 41. The Debtors provide Eligible Employees with Paid Time Off (“PTO”) and
6 || Extended Sick Leave (“ESL”). PTO is time off due to vacation, holiday, personal or incidental
7 || sick time. ESL kicks in (a) immediately where the Eligible Employee is admitted for surgery, (b)
8 || after a 3-day waiting period for a workers’ compensation injury, and (c) after a 7-day waiting
9 || period if workers’ compensation is not implicated.
10 42. Eligible Employees accrue PTO and ESL annually, and the number of hours they
11 || can accrue increases in successive years.” When these various caps are reached, no further PTO
12 || or ESL, respectively, will accrue until the Employee uses some of the accrued Paid PTO or some
13 || of the accrued time is cashed out by the Employee (per the terms of the relevant CBA or Hospital
14 || or Systems Office policy). As of the Petition Date, the Debtors are carrying approximately $36.6
15 || million on their books for 789,942 hours of accrued and unused PTO. Eligible Employees are
16 || permitted to cash out their unused PTO on one or two occasions during the year depending on the
17 || relevant Hospital or CBA. As of the Petition Date, the Debtors are carrying approximately $17.5
18 || million on their books for 372,000 hours of accrued and unused ESL. Some CBAs permit
19 || Eligible Employees to cash out a portion of their unused ESL at retirement.
20 43. The Debtors seek authority to honor their existing PTO and ESL policies to the
21 || extent it would permit continuing Employees to use their prepetition accrued leave in the ordinary
22 || course of business, and going forward. The Debtors are not, by this Motion, seeking permission
23 || to cash out any accrued and unused PTO or ESL of continuing Employees but do seek the
24 || authority, in the Debtors’ discretion, to pay the Employees for unused PTO and/or ESL, as
25 || permitted per Hospital policy and relevant CBA terms, that accrued within the 180 days prior to
26
27
28 || " The specific hours vary depending on the relevant CBA governing the Represented Employee’s employment.
108566884\V-6 -16-
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the Petition Date so long as the total of the payments already then made for prepetition Employee
Obligations and the PTO/ESL does not exceed the statutory limit for priority claims of $12,850.

H. Employee Benefits

44, The Debtors offer Eligible Employees the opportunity to participate in a number
of insurance and benefit programs, including, among other things, medical, dental and vision
plans, life insurance, short-term and long-term disability insurance, workers’ compensation,
retirement plans and other insurance plans and benefits as described below (collectively, the

“Employee Benefits”).

1. Medical, Vision and Dental Insurance

45.  The Debtors offer all Eligible Employees and their eligible dependents
(collectively, the “Dependents”) medical, dental and vision insurance, which are primarily self-
insured by the Debtors with the exceptions set forth below.

46. For medical, the Debtors offer (a) a self-insured Exclusive Provider Organization
(“EPQ”) plan; (b) a self-insured preferred provider organization (“PPQO”) plan (together with (a),

the “Self-Insured Medical Plans™); (c) one PPO plan fully-insured by Blue Shield of California

(“BlueShield”) for the enrolled Represented Employees of SMC with CNA and their Dependents
(together with the Self-Insured Medical Plans, the “Medical Plans™). Healthnow is the third-party
administrator for all medical and prescription drug claims against the Self-Insured Medical Plans.

47.  The Debtors bear between approximately 51% and 100% of the costs of the
Medical Plans. Depending on (a) which Debtor Employer, (b) whether the Eligible Employee is a
Represented Employee — and, if so, under which CBA, and (c) whether and how many
Dependents are covered, the Debtors’ and Employees’ respective monthly costs for the Medical

Plans fall within the following ranges:

Plan Monthly Employer Cost | Monthly Employee Cost
EPO $539.19 - $2,959.45 $0 - $214.65

PPO $403.32 - $2,994.42 $49.21 - $1,136.83
BlueShield PPO $705.63 - $2,187.46 $326.56 - $1,012.35

-17 -
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48. The Self-Insured Medical Plans are on a self-bill model, whereby the Debtors pay
(@) to Healthnow: (i) monthly administration fees (including pass-through stop-loss insurance fees
to Voya) based on the number of insured Employees in the prior month and (ii) actual medical
claims; and (b) to BlueShield: accrued and unpaid prepetition premiums on account of the
BlueShield Plan. As of the Petition Date, the Debtors believe they do not owe any prepetition
administration fees to Healthnow, or prepetition premiums to BlueShield. As of the Petition
Date, the Debtors owed approximately $3,162,816 to Healthnow on account of accrued and
unpaid prepetition claims against the Self-Insured Medical Plans.

49. For dental, the Debtors offer three self-insured Delta Dental plans and one Cigna
plan (together, the “Dental Plans). The Debtors bear between approximately 45% and 100% of
the costs of the Dental Plans. Depending on the Employees’ Hospital and Union affiliation and
Dependent status, the Debtors” and Employees’ respective monthly costs for the Dental Plans fall

within the following ranges:

Plan Monthly Employer Cost | Monthly Employee Cost
Cigna DHMO $25.28 - $69.90 $0

DD 800 $21.81 - $95.52 $0 - 47.67

DD 1200 with Ortho $43.64 - $170.87 $0 - $93.99

DD 1500 $30.41 - $95.52 $0 - $101.68

50.  As of the Petition Date, the Debtors owed approximately $48,060 to Cigna and
Delta Dental on account of accrued and unpaid prepetition claims against the Dental Plans. As of
the Petition Date, the Debtors believe they do not owe any prepetition administration fees to
Cigna or Delta Dental.

51. For vision, the Debtors offer two self-insured VSP plans (the “Vision Plans,” and
together with the Medical Plans and the Dental Plans, the “Health Plans”). The Debtors bear up
to 100% of the costs of the Vision Plans. Depending on the Employees’ Hospital and Union
affiliation and Dependent status, the Debtors’ and Employees’ respective monthly costs for the

Vision Plans fall within the following ranges:

-18 -
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Plan Monthly Employer Cost | Monthly Employee Cost
V'SP Basic $4.27 - $20.88 $0 - $10.44
VSP Buy-Up $0 - $20.87 $6.41 - $36.53

52.  As of the Petition Date, the Debtors owed approximately $60,150 to VSP on
account of accrued and unpaid prepetition claims against the Vision Plans. As of the Petition
Date, the Debtors believe they do not owe any prepetition administration fees to VSP.

53.  The Debtors believe that they are current on the administration fees and premiums
related to the Health Plans. To the extent they are not, however, the Debtors seek authority to pay
their portion of any premiums or administration fees for the Health Plans that accrued and remain
unpaid as of the Petition Date, and to turn over to BlueShield any amounts sufficient to satisfy the
portion of the accrued and unpaid prepetition premiums to be paid by the Employees in
connection with the payment of the Wages and Withholding Obligations. The Debtors also seek
authority to continue to pay, in their discretion and in the ordinary course of their business, the
administration fees, premiums for and claims under the Health Plans incurred postpetition.

54, Furthermore, and for similar reasons, the Debtors seek to continue to perform any
obligations under § 4980B of the Internal Revenue Code to administer Continuation Health
Coverage (“COBRA”) (see 26 U.S.C. §8 4980B) in respect to former employees. The Debtors
believe that any prepetition costs related to COBRA coverage benefits are de minimis, but
nonetheless, to maintain Employee morale and ensure the orderly administration of the Estates,
the Debtors request authority to pay in their discretion any such prepetition costs.

2. Employee Life, Disability and Workers’ Compensation

55.  The Debtors offer Eligible Employees premium-based group life insurance (“Life
Insurance”) and accidental death and dismemberment insurance (“AD&D”) through UNUM. The
premiums and other related charges for life insurance are paid 100% by the Debtors up to 1x
salary® and total approximately $193,647 monthly on account of approximately 5,900 Employees.

The premiums and other related charges for AD&D coverage are paid 100% by the Debtors up to

8 Employees may elect to upgrade coverage to 5x annual salary and pay the additional amount themselves.
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$10,000 ° and total approximately $16,191 monthly on account of approximately 5,800
Employees.

56.  The Debtors also offer Eligible Employees premium-based short term (“STD”)
and long term disability coverage (“LTD”) through Cigna. Depending on CBA, the Debtor
employer pays 40-50% of premiums and other related charges for LTD,° and total approximately
$108,035 and $110,643 monthly, respectively, on account of 5,800 Employees. STD premiums
are 100% employee-funded.

57.  The Debtors also provide workers’ compensation insurance through Old Republic

Insurance (the “Workers’ Compensation Insurance”). Their broker of record is Lockton. The

amount of the annual premium is approximately 2,044,515 which is paid quarterly in the amount
of approximately $511,128. The Debtors use Sedgwick as their third-party administrator, whom
the Debtors pay an estimated annual fee of $702,000, which the Debtors pay in quarterly
installments, in advance of each quarter, of approximately $175,000.

58. In addition, as of the Petition Date, the Debtors owe approximately $10,293 to
Cigna on account of claims under the Federal Medical Leave Act (FMLA) and California Family
Rights Act (CFRA); and $13,507 to Optum under an employee assistance program.

59. The Debtors believe that they are current on all the above-mentioned insurance
policies and claims obligations. To the extent they are not, however, the Debtors seek authority,
in their discretion, to pay any accrued and unpaid prepetition premiums and related charges and to
continue the above benefits postpetition and to deliver the Employees’ portion of any accrued and
unpaid prepetition premiums to the corresponding administrators in connection with the payment

of the Wages and Withholding Obligations.!!

® Employees may elect to upgrade coverage to 1x-4x annual salary and pay the additional amount themselves.
10 Depending on CBA, some Employees may elect to upgrade coverage to 60%.

11 By separate and contemporaneous motion, the Debtors are requesting authority to maintain their insurance program
(including workers’ compensation policies) and pay insurance premiums, deductibles and administration fees in the
ordinary course of business (including any amounts accrued and unpaid as of the Petition Date). For the avoidance of
doubt, to the extent these two Motions overlap, the Debtors seek authority to pay any obligation only once.
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3. Retirement Plans

60. The Verity Debtors also offer eligible Employees the opportunity to participate in
various retirement plans, including three defined benefit plans (Verity Health System Retirement
Plan A, Verity Health System Retirement Plan B, and the Retirement Plan for Hospital
Employees), each funded according to IRS rules and actuarial determinations, two employer-
funded defined contribution plans (Verity Health System Retirement Plan Account and Verity
Health System Supplemental Retirement Match Plan 401(a)'?), and two defined contribution
plans funded by voluntary employee pre-tax payroll deferrals (Verity Health System
Supplemental Retirement Plan TSA/403(b)!3 and Verity 457(b) Plan'* (*457(b) Plan”)).

61. VMF offers its Represented Employees and non-represented Employees the
opportunity to participate in two defined contribution plans (Verity Medical Foundation 401(k)
Plan and Verity Medical Foundation Management Bargaining Unit Employees 401(k) Plan)
which allow for voluntary employee pre-tax deferrals, matching contributions and employer
provided contributions (together with the defined benefit plans, defined contribution plans, and
457(b) Plan, the “Retirement Plans™).

62. Employees participating in these programs may contribute up to the federal
statutory cap per year. The Debtors deduct the employee pre-tax deferrals from Employee
paychecks. The Debtors provide a match benefit for certain Employees of 50% up to 6% of
annual salary or 35% up to 5% of annual salary (under the Verity Health System plans) or 75%
up to 4% of the annual salary for Employees (under the VMF plans), provide formula-based
nondiscretionary defined contribution allocations, and contribute actuarially determined required
cash contributions to the defined benefit plans; the Debtors do not contribute to any other

Retirement Plans. Employee contributions are remitted immediately following each pay date.

12 The name of these plans comes from § 401(a) of the Internal Revenue Code (“IRC”), which provides for money
purchase type retirement plans for employees.

13 The name of these plans comes from § 403(b) of the IRC, which provides for tax-sheltered retirement plans for
employees of certain 501(c)(3) tax-exempt organizations.

14 The name of these plans comes from IRC § 457(b), which provides for non-qualified, tax-advantaged deferred
compensation retirement plans for employees of certain employers.
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Failure to timely forward the Employees’ Retirement Plan deductions may be a violation of the
Employee Retirement Income Security Act of 1974, as amended (“ERISA”), resulting in potential
personal liability for the Debtors’ officers for such deducted amounts. The Debtors believe that
maintaining the Retirement Plans is critical to maintaining Employee morale. Furthermore,
certain of these retirement benefits are required by CBAs.

63.  The Debtors seek authority to pay their matching contributions that accrued and
remain unpaid as of the Petition Date for the Retirement Plans and to deliver the Employee
contributions in connection with the payment of Wages and Withholding Obligations described
above. Administration fees for the defined contribution plans are paid by the Employee
participants while administration for the defined benefit plans are paid by the Debtors. The
Debtors also seek authority to continue to pay, in their discretion and in the ordinary course of
their business, matching contributions for the Retirement Plans incurred postpetition. The
Debtors do not believe these additional payments will increase the total of the payments already
then made for prepetition Employee Obligations to exceed the statutory limit for priority claims
of $12,850; however, if that is not the case, the Debtors believe that any prepetition costs related
to these retirement benefits are de minimis, and the Debtors request authority to pay in their
discretion any such prepetition costs to maintain Employee morale and ensure the orderly
administration of the Estates.

4. Miscellaneous Employee Benefit Plans

64. The Debtors also offer their eligible Employees the opportunity to participate in an
IRS Section 125'° Cafeteria Plan through Alliant Choice Plus, which includes voluntary critical
care insurance, pet insurance, auto and home insurance. The healthcare reimbursement account
and dependent care reimbursement account are administered through Healthnow, and long-term
care is administered through UNUM. All of these programs are 100% funded by the Employees
and are paid for through payroll deductions. The Debtors request authority to continue to honor

these programs, in their discretion, and to continue distributing to third-parties the payments for

15 The name of these plans comes from IRC § 125, which provides for participating employees to choose among two
or more qualified benefits (as defined in the IRC) that are excluded from income.
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these programs in connection with the payment of Wages and Withholding Obligations as
described above, including the distributions of payments that are for prepetition amounts due.
V.
DISCUSSION

Sections 105(a) and 363(b)(1) and (c)(1) and the “necessity of payment” doctrine provide
statutory support for the requested relief. Specifically, 8 363(b)(1) of the Bankruptcy Code
authorizes a debtor in possession to use property of the estate other than in the ordinary course of
business after notice and a hearing; and 8 363(c)(1) of the Bankruptcy Code authorizes a debtor in
possession to enter into transactions in the ordinary course of business without notice and a
hearing. LBR 2081-1(a)(6) also expressly permits a debtor to seek to pay prepetition employee
obligations.

Moreover, the Employee Obligations that the Debtors request authority to pay and/or
honor are entitled to priority in payment under 88 507(a)(4), (5) and (8)(D). If the aggregate
prepetition Wages, Employee Benefits and PTO that accrued within the 180 days prior to the
Petition Date exceed the sum of $12,850 allowable as a priority claim under §8 507(a)(4) and (5)
for any individual Employee, the Debtors are not requesting, by this Motion, authority to pay any
such excess amounts. Thus, the Debtors request authority to pay or honor all Wages, Employee
Benefits and PTO in the ordinary course of business but only up to the $12,850 priority cap for

each Employee.

A. This Court Has Authority Pursuant to 8§ 105(a)
and 363(b)(1) and (c)(1) to Grant the Relief Requested

Pursuant to 8 105(a), “the court may issue any order, process, or judgment that is
necessary or appropriate to carry out the provisions of this title.” 11 U.S.C. 8 105(a). Essentially,
§ 105(a) provides a statutory counterpart to the bankruptcy court’s otherwise inherent and
discretionary equitable powers. See In re Sasson, 424 F.3d 864, 874 (9th Cir. 2005); In re
Halvorson, 581 B.R. 610, 636 n.91 (Bankr. C.D. Cal. 2018).

Utilizing § 105(a), bankruptcy judges in this district have recognized the existence of:
some case law and some authority in the court’s rules in Rule 2081-

1(a)(6), which allows immediate payment of claims, often on first day
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motions, based on the recognition of the critical need to pay prepetition
wage and commission claims to employees and specified independent
contractors so that they continue to work for the debtor and render services
to the debtor to help it continue operations as a going concern and to
reorganize in a Chapter 11 bankruptcy case.

In re EcoSmart, Inc., Case No. 15-27139 (RK), 2015 WL 9274245, at *4 (Bankr. C.D. Cal. Dec.
18, 2015) (citing LBR 2081-1(a)(6) and 2 March, Ahart and Shapiro, California Practice Guide:
Bankruptcy, { 11:386, at 11-45 (2014) (“Most courts allow payment of prepetition employee
wages up to the priority amount under the ‘necessity of payment’ doctrine, which permits
immediate payment of creditors who will not supply services or material essential to the conduct
of the business until their prereorganization claims are paid.”) (emphasis in original)).

Bankruptcy judges in this district routinely grant motions to pay prepetition wages that are
entitled to priority. See, e.g., In re Gardens Reg’l Hosp. & Med. Ctr., Inc., Case No. 16-17463-
ER, Docket No. 68 (Bankr. C.D. Cal. June 10, 2016); In re Gordian Med., Inc., Case No. 12-
12399-MW, Docket No. 57 (Bankr. C.D. Cal. March 5, 2012); In re Victor Valley Cmty. Hosp.,
Case No. 10-39537-CB, Docket No. 30 (Bankr. C.D. Cal. Sep. 17, 2010); In re Downey Reg’l
Med. Ctr.-Hosp., Inc., Case No. 09-34714-BB, Docket No. 37 (Bankr. C.D. Cal. Sep. 17, 2009);
In re Pleasant Care Corp., Case No. 07-12312-EC, Docket No. 47 (Bankr. C.D. Cal. Mar. 27,
2007). Courts either rely on the doctrine of necessity or a combination of § 507(a)(4) and LBR
2081-1(a)(6) to allow for the payment of prepetition employee wage claims up to the priority cap
set forth in § 507(a)(4). EcoSmart, 2015 WL 9274245, at *9. Thus, as long as the Debtors
“demonstrate . . . the priority status of wage, salary and commission claims of its employees and
independent contractors under 11 U.S.C. § 507(a)(4)(A) and (B),” such demonstration will
“warrant immediate payment in advance of general distribution on prepetition claims.” Id. That
is the extent of the relief the Debtors are requesting in this Motion.

The Debtors are mindful that in In re B&W Enters., 713 F.2d 534 (9™ Cir. 1983), the
Ninth Circuit refused to extend the *“necessity of payment” doctrine beyond the railroad
reorganization case where the debtor made unauthorized postpetition payments to trade suppliers
on prepetition debts. In B&W, after conversion to chapter 7, the trustee sought to recover the

payments under § 549. That case is factually distinguishable from the instant one in that B&W (a)
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involved ordinary trade suppliers for which the claims were not entitled to priority, (b) did not
seek prior court approval for the payments, and (c) was liquidating, thereby rendering the
“necessity” of such payments moot. Moreover, the U.S. Supreme Court, in Czyzewski v. Jevic
Holding Corp., has recognized that courts “approvel[] interim distributions that violate ordinary
priority rules,” generally when there are “significant Code-related objectives that the priority-
violating distributions serve,” including “payment of employees’ prepetition wages.” 137 S.Ct.
973, 985 (2017).

For a number of reasons, the Bankruptcy Code affords special treatment to certain
prepetition claims of employees. Compared to a typical claim in bankruptcy, wages represent a
large part of an employee’s wealth. In addition, unlike an ordinary trade creditor, the typical
employee does not have other sources of income and thus cannot diversify the risk of the
employer’s default.

Due to the timing of the commencement of these Cases, the Employees are owed accrued
prepetition Wages for which payment is due on September 7, 13 and 14, 2018. These Wages
cannot be paid without the approval of this Court. The failure of the Debtors to pay the Wages
timely in the ordinary course of their business would result in a blow to Employee morale that in
all likelihood would lead to employee turnover and other serious and irreparable disruptions of
the Debtors’ operations as well as possible harm to the Patients. Any significant number of
Employee departures or deterioration in morale, especially at this sensitive time, will substantially
and adversely impact the Debtors’ ability to operate the Hospitals and medical clinics and result
in immediate and irreparable harm to the Debtors’ estates.

The Debtors submit that the amounts to be paid pursuant to this Motion are comparatively
small in light of the importance and necessity of preserving the Employees’ services and morale
and the difficulties and losses the Debtors will suffer if Employee morale is low or if they leave in
significant numbers. The Debtors further submit that there is ample justification for their belief
that even the slightest delay in providing this relief to their Employees will hamper operations and
damage the Debtors’ estates. As a consequence, the Debtors are anxious to reassure their

Employees.
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1 Many Employees live from paycheck to paycheck and rely exclusively on receiving their
2 || full compensation or reimbursement of their expenses in order to continue to pay their daily living
3 || expenses. These Employees may be exposed to significant financial and healthcare related
4 || problems if the Debtors is not permitted to pay and/or honor the Wages, PTO policy and
5 || Employee Benefits, and the expenses associated therewith in the ordinary course of the Debtors’
6 || business. It is critical, therefore, that the Debtors be permitted to pay outstanding,
7 || non-discretionary prepetition Wages that would otherwise constitute priority claims against the
8 || Debtors’ estates, to honor their prepetition PTO policy regarding the use of accrued PTO and the
9 || payment for it upon termination, and to continue to fund their Employee Benefits. To fail to do
10 || so would be devastating to the Employees’ morale and could lead to the loss of key Employees at
11 || this critical time, which could impact Patient care.
12 Additionally, the Withholding Obligations do not constitute property of the Debtors’
13 || Estates. They principally represent Employee earnings that governments (in the case of taxes),
14 || Employees (in the case of voluntary Withholding Obligations) and judicial authorities (in the case
15 || of involuntary Withholding Obligations), have designated for deduction from Employee
16 || paychecks. The failure to transfer these withheld funds could result in hardship to certain
17 || Employees and liability for the Debtors. The Debtors expects that if these Withholding
18 || Obligations are not paid, the Debtors will receive inquiries from garnishors regarding the
19 || Debtors’ failure to submit, among other things, child support and alimony payments, which are
20 || not the Debtors’ property but, rather, have been withheld from Employee paychecks. Moreover,
21 || if the Debtors cannot remit these amounts, the Debtors and their Employees may face legal action
22 || due to the Debtors’ failure to remit these payments.
23 || B. This Court Has Authority Pursuant to LBR 2081-1(a)(6) to Grant the Relief
o4 Requested
o5 As discussed above, the LBR provide a roadmap toward the “immediate payment of
26 claims, often on first day motions, based on the recognition of the critical need to pay prepetition
27 wage and commission claims to employees . . . so that they continue to work for the debtor and
08 render services to the debtor to help it continue operations as a going concern and to reorganize in
108566884\V-6 - 26-
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1 || a Chapter 11 bankruptcy case.” EcoSmart, 2015 WL 9274245, at *4; LBR 2081-1(a)(6). The

2 || Debtors satisfy all the listed elements in these Cases:

3 The Employees are still employed by the Debtors. In satisfaction of LBR 2081-

4 || 1(a)(6)(A), the Wages the Debtors propose to pay are for Employees who are still employed by

5 || the Debtors.

6 The proposed payments to Employees are absolutely necessary. In satisfaction of LBR

7 || 2081-1(a)(6)(B), albeit otherwise needless to say, it is essential for the Debtors to retain the

8 || Employees to operate the Debtors’ business, particularly during this crucial beginning phase of

9 || the Debtors’ Cases, where additional administration and other obligations are imposed upon the
10 || Debtors. The Debtors are concerned that a failure to honor their payroll obligations will result in
11 || Employees leaving their jobs, refusing to provide services to the Debtors — including essential
12 || medical services to their Patients — and interfering with the administration of these Cases. As
13 || opposed to the Debtors’ focusing their efforts on case administration, the Debtors would instead
14 || by preoccupied with addressing dissatisfied Employee complaints. Without the Employees’
15 || support, the Debtors’ business will be severely impaired, if not irreparably harmed.
16 These proposed payment procedures are beneficial to the Estates. The Debtors seek only
17 || to honor the Employee Obligations which would constitute priority claims pursuant to § 507.
18 || Such claims would otherwise be required to be paid prior to general unsecured claims in any
19 || subsequent distribution of assets. However, if the Debtors do not honor such Employee
20 || Obligations now, the Debtors run a serious risk of losing Employees, and the loss of Employees
21 || would be severely detrimental to the Debtors’ business, which translates to a risk to the well-
22 || being of the Patients, to any prospect of reorganization and to the Debtors’ goal of maximizing a
23 || recovery for unsecured creditors. Accordingly, LBR 2081-1(a)(6)(C) is satisfied.
24 With the requested first-day relief, the Debtors’ prospect of reorganization is heightened.
25 || With regard to LBR 2081-1(a)(6)(D), the Debtors’ prospect of reorganization is certainly higher
26 || with the relief requested herein than without it.
27 The Debtors do not seek to pay any prepetition claims of any insiders at this time. In
28 || satisfaction of LBR 2081-1(a)(6)(E), the Employees referenced herein are not insiders of the

108566884\V-6 -27-
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Debtors. The Debtors are not requesting to pay anyone classified as an insider pursuant to this
Motion.

The Employees’ claims are within the limits established by § 507 of the Bankruptcy Code.

In satisfaction of LBR 2081-1(a)(6)(F), the Debtors only seek authority to: (i) pay and/or honor
all prepetition Wages of the Employees; and (ii) honor accrued PTO and other Employee Benefits
in the ordinary course of business, provided that no Employee shall receive more than $12,850 in
value on account of prepetition claims for Employee Obligations.

The proposed payments will not render the Estates administratively insolvent. Finally, in

satisfaction of LBR 2081-1(a)(6)(G), the source of the funds to be used to pay and/or honor the
prepetition Employee Obligations will be the Debtors’ cash. The Debtors believe that their cash

is sufficient to pay the Wages without rendering their Estates administratively insolvent.

C. The Prepetition Wages and Prepetition Employee Benefits Are
Priority Claims Under Bankruptcy Code §§ 507(a)(4) and (5)

Pursuant to § 507(a)(4)(A), claims of Employees of the Debtors for “wages, salaries, or
commissions, including vacation, severance, and sick leave pay” earned within 180 days before
the Petition Date are afforded priority unsecured status to the extent of $12,850 per Employee.
Similarly, § 507(a)(5) provides that Employees’ claims for contributions to certain employee
benefit plans are also afforded priority unsecured status to the extent of $12,850 per Employee
covered by such plan, less any amount paid pursuant to § 507(a)(4). The Debtors believes that
the Wages, PTO policy and Employee Benefits relating to the 180-day period prior to the Petition
Date constitute priority claims under 88 507(a)(4) and (5). As priority claims, they must be paid
in full before any general unsecured obligations of the Debtors may be satisfied. Accordingly, the
relief requested may affect only the timing of the payment of these priority obligations and will
not prejudice the rights of general unsecured creditors or other parties in interest.

With respect to prepetition Wages, PTO policy and Employee Benefits, no Employees
will be paid on account of claims above the $12,850 amount stated in §8 507(a)(4) and (5) of the

Bankruptcy Code.

-28 -
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L D. Maintaining the Employee Benefits Is Within the Debtors’ Business Judgment
The Debtors’ relationships with the Employees, including the terms and conditions of
’ their employment, are matters subject to the Debtors’ business judgment and may be managed by
° the Debtors in the “ordinary course of business.” See In re All Seasons Indus., 121 B.R. 822,
) 825-26 (Bankr. N.D. Ind. 1990); In re Pac. Forest Indus., Inc., 95 B.R. 740, 743 (Bank. C.D. Cal.
° 1989) (“Employees do not need court permissions to be paid and are usually paid as a part of the
° ongoing operation of the business.”). This doctrine also applies to accrued employee benefits
! such as paid time off and leave policies. See In re Canton Castings, Inc., 103 B.R. 874, 876
° (Bankr. N.D. Ohio 1989). The maintenance of the Debtors’ benefit programs is an important part
° of the Debtors’ relationships with their employees that is within the Debtors’ business judgment.
w0 Finally, the Withholding Obligations represent funds that the Debtors are not entitled to
12 hold for any protracted period, since the Debtors effectively holds these amounts in trust and the
' Employees themselves hold a direct claim against such funds.
s E. Honoring of Checks and Transfers Related to Employee Obligations and
14 Maintenance of Payroll Accounts
15 The Debtors further request that their bank be authorized and directed to receive, process,
16 || honor and pay all checks presented for payment and to honor all transfer requests made by the
17 || Debtors related to Employee Obligations, whether such checks were presented or funds transfer
18 || requests were submitted prior to or after the Petition Date (including checks that have been
19 || presented and dishonored), to the extent that the relevant accounts contain sufficient funds. The
20 || Debtors will identify to the banks the checks that are to be honored pursuant to an order
21 || approving this Motion. Accordingly, checks other than those for Employee Obligations should
22 | not be honored inadvertently. Moreover, the Debtors expect to have sufficient funds to pay all
23 | Employee Obligations, to the extent described herein, on an ongoing basis and in the ordinary
24 || course of business.
25 V.
26 CONCLUSION
27 WHEREFORE, for all the foregoing reasons and such additional reasons as may be
28 | advanced at or prior to the hearing on this Motion, the Debtors respectfully requests that this
108566884\V-6 "29-
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1 || Court enter an order: (i) authorizing the Debtors, in their discretion, to (a) pay or honor
2 || prepetition wages, salaries, employee benefits, and other compensation, (b) remit withholding
3 || obligations, (c) maintain workers’ compensation and benefits programs, (d) pay related
4 || administration obligations, and (e) pay reimbursable employee expenses; (ii) authorizing and
5 || directing the applicable bank to pay all checks and electronic payment requests made by the
6 || Debtors relating to the foregoing; and (iii) granting such other and further relief as is just and
7 || proper under the circumstances.
8 Dated: August 31, 2018 DENTONS US LLP
SAMUEL R. MAIZEL
9 JOHN A. MOE, I
10 TANIA M. MOYRON
11
By___ /s/Tania M. Moyron
12 Tania M. Moyron
13 Proposed Attorneys for the Chapter 11 Debtors
and Debtors In Possession
14
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