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KAMALA D. HARRIS 
Attorney General 

State ofCalifornia 
DEPARTMENT OF JUSTICE 

300 SOUTH SPRING STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897·2000 
Telephone: (213) 897·21 78 
Facsimile: (213) 897-7605 

E-Mail: wendi.horwitZ@doj.ca.gov 
May 12,2011 

Sent bv Internet and U.S. Mail 
Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller, Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a California limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following: 

1. The transaction must close on or before June 1, 2011. 

2. Section (2) (c) and (2) (d) of the Emergency Fund Note must state in full as follows: 

"(c) Mandatory Prepayment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 2011, received by Obl igors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 2011, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable term of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a), 
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Cd) Voluntary Prepayment. In any case, this Note may be pre-paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondly. 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhib it I.) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" for the Emergency Fund Note. (See Exhibit 1.) 

4. Buyers and Seller must execute all documents attached as Exhibit 1 on or before June I, 
201 1. 

5. The fo llowing clarifications are made to the referenced terms in the Conditions 
incorporated in the Attorney General's Decision dated December 29, 2010: 

a. The use of the term "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring immediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgeted expenses." 

b. With respect to Condition XlV, the Attorney General agrees to also release 
Buyers from the requirement to maintain the fund at any time after five years from the date of the 
transaction closing, whether or not self-sustainabili ty has been achieved. 

c. With respect to Condition XIV, total withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a Cal ifornia bank or a Cali fornia branch ofa National bank. 

e. The term "April 30, 2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date of the transaction closing." 

f. With respect to Condition XVI, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank or California financial institution or a California branch ofa National bank or 
National financial institution. 

g. Assignment pursuant to Condition VII(b) can be accomplished as follows: Before 
the transaction closes, (1) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and IEHP Health Access, to become effective on the date on which Buyers are issued 
a license to operate Victor Valley Community Hospital as a general acute care hospital by the 
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California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current TEHP and IEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that JEHP and IEHP Health 
Access at all times remain contracted with the owners of Victor Valley Community Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing. 

h. Any references to a contract with IEHP in Condition VlI(b) shall mean a contract 
with IEHP and IEHP Health Access. 

Sincerely. 

[Original Signed] 

WENDI A. HORWITZ 
Deputy Attorney General 

For KAMALA D. HARRIS 
Attorney General 

cc: Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (via Internet) 
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FOURTH AMENDMENT TO ASSET SALE AGREEMENT 

This Fourth Amendment to Asset Sale Agreement (the "Amendment") is made and 
entered into as of May 16, 2011 by and among Victor Valley Community Hospital, a California 
nonprofit public benefit corporation ("SeDer") on the one hand, and Victor Valley Hospital Real 
Estate, LLC. a California limited liability corporation and Victor Valley Hospital Acquisition, 
Inc., a California corporation or its permitted assignee ("Purchasers"), on the other hand. 

RECITALS 

A. Seller and Purchasers are parties to an Asset Sale Agreement, dated October 29, 
2010, as amended (the "ASA"; terms defmed. in the ASA are used herein as therein defined), 
pursuant to which, among other things, Seller agreed to sell, and Purchasers agreed to buy. the 
Assets, including an acute care hospital located in Victorville, California. 

B. On or about December 23, 2010 Seller and Purchasers amended the ASA 
pursuant to the Amendment to Asset Sale Agreement, dated December 23, 2010. 

c. On or about February 24, 201 1 Seller and Purchasers amended the ASA pun;uant 
to the Second Amendment to Asset Sale Agreement, dated February 24, 2011. 

D. On or about March 31, 2011 Seller and Purchasers amended the ASA pun;uant to 
the Third Amendment to Asset Sale Agreement, dated March 31, 2011. 

E. Seller and Purchasers desire to further amend the ASA as provided for herein. 

In consideration of the mutual covenants and agreements set forth herein and for other 
good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 
and intending to be legally bound hereby, Seller and Purchasers agree to amend the ASA as 
follows: 

AMENDMENT 

1. Section 1.1O(e) of the ASA is amended in its entirety to read as follows: 

(e) all liabilities of Seller relating to the Seller Cost Reports, other than 
and excluding liabilities relating to Medi-Cal cost reports and related liabilities, 
with respect to periods ending prior to the Effective Time; 

2. Section 1.2 of the ASA (purchase Price) is hereby amended in its entirety to read 
as follows: 

1.2 Purchase Price. Subject to the terms and conditions of this 
Agreement, the aggregate purchase price to be paid by Purchasers to Seller for the 
purchase of the Assets is up to a maximum amount of Thirty Seven Million 
Dollars ($37,000,000.00) (the "Purcbase Price''), subject to adjustments as 
provided for in this Agreement, including, without limitation. in Section 1.1Q(b). 
The Purchase Price is calculated as follows: (a) a cash component equal to the 
swn of (i) the Five Million Doll",. ($5,000,000) the remaining amount of which 
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is currently held by First American Title in escrow (the "Good Faith Deposif' or 
"Deposit''), after the Deposit was used as provided in paragraph 3(d) of the Order 
Authorizing the Sale of Substantially All of the Debtor's Assets Free and Clear of 
Liens, Claims, Encumbrances and Interests etc., resulting from a November 9, 
2010 hearing in the Bankruptcy Court without any requirement of replenishment 
by the Purchasers after such use, plus (ii) the additional amount of Ten Million 
Five Hundred Thousand Dollars ($10,500,000.00) (the "Additional Cash 
Amount'') minus (iii) the amount equal to the result of (1) Four Million Five 
Hundred Thousand Dollars ($4,500,000) minus (2) the amount outstanding at 
Closing on the Debtor-in-Possession Loan under a certain Post-Petition Revolving 
Credit and Security Agreement dated as of September 16, 2010 to which Seller is 
a party ("DIP Loan Agreement'), which amount outstanding currently is 
approximately Four Million Four Hundred Thousand Dollars ($4,400,000), and 
which amount shall also include any other unpaid additional advances made under 
the DIP Loan Agreement until Closing (the "Cash Purchase Price"), in cash paid 
on the calendar day immediately preceding the Effective Time (the "Operational 
Closing Date"); plus (b) a debt assumption component comprised of (1) the 
assumption of the balance due at Closing, up to Six Million One Hundred 
Thousand Dollars ($6,100,000), under the Medi-Cal Liability, plus (2) the 
assumption of the Accrued Payron and Accrued Paid Time Off owed at Closing 
by Seller, plus (3) the assumption of the Physicians' Hospital Secured Claim and 
the Corwin Secured Claim (the "Secured Claims") at Closing assumed by 
Purchasers (the aggregate amount of the debt assumption component in (b) is 
estimated to be approximately Fifteen Million, Five Hundred Thousand Dollars 
($15,500,000) and is referred to collectively as the "Assumed Debt'), plus (c) an 
Emergency Fund Note in the principal amount of Three Million Dollars 
($3,000,000) from Purchasers as obligors to Seller as holder in the fonn attached 
as Exbibit 1.2.1 (the "Emergency Fund Note'1 and a Blocked Fund Note in the 
principal amount of Three Million Dollars ($3,000,000) from Purchasers as 
obligors to Seller as holder in the fonn attached as Exbibit 1.2.2 (the "Blocked 
Fund Note," and together with the Emergency Fund Note, collectively, the 
"Notes''). To the extent the amount of the Assumed Debt is greater than 
$15,500,000 at Closing, each dollar increment above $15,500,000 shall reduce 
dollar for dollar the amount of the Additional Cash Amount. To the extent that, 
for whatever reason, Purchasers are mabIe to assume the Secured Claims and/or 
are unable to otherwise procure a full release for Seller with respect to the 
Secured Claims, the Cash Purchase Price shall be increased dollar for dollar for 
each dollar that must be paid by the Seller at Closing on account of the Secured 
Claims. The payment of the Cash Purchase Price at Closing shall be governed by 
Section 1.6.1. 

3. The following is hereby added to the ASA as a new Section 1.2.1: 

1.2.1 The Purchasers' obligations under the Blocked Fund Note shall be secured 
by the grant by Purchasers of a security interest in the Blocked Fund pursuant to a 
Security Agreement in the form attached as Exhibit ].2.3 (the "Blocked Fund Security 
Agreement',) and guaranteed by Kali P. Chaudhuri. M.D. pursuant to a Guaranty in the 
fonn attached as Exhibit 1.2.4 (the "Guaranty"). The Purchasers' obligations under the 
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Emergency Fund Note shall be secured by the grant by Purchasers of a security interest in 
the Emergency Fund pursuant to a Security Agreement in the form attached as Exhibit 
1.2.5 (the "Emergency Fund Security Agreement'). 

4. Section 1.5.7 of the ASA (Items to be Delivered by Seller at Closing) is hereby 
amended in its entirety to read as follows: 

1.5.7 The Blocked Fund Security Agreement in the form of Exhibit 1.2.3 and the 
Emergency Fund Security Agreement in the form of Exhibit 1.2.5; 

5. Section 1.6.7 of the ASA (Items to be Delivered by Purchasers at Closing) is 
hereby amended in its entirety to read as follows: 

1.6.7 the Notes in the Conn of Exhibits 1.2.1 and 1.2.2. the Blocked 
Fund Security Agreement in the fonn of Exhibit 1.2.3. the Guaranty in the fonn 
of Exhibit 1.2.4, and the Emergency Fund Security Agreement in the fonn of 
Exhibit 1.2.S; 

6. Section 2.7(b) of the ASA is amended by addition of the following to the 
end of this Section, and the representations in Section 2.7 and 2.5, as revised, are hereby 
remade and shall be deemed to be remade as of the Closing Date: 

The Hospital currently meets applicable requirement to have 100 beds or 
more as sufficient for the Hospital to be treated more favorably than hospitals 
with fewer than 100 beds for purposes of payments under the Medicare 
Disproportionate Share program, under applicable laws and regulations including 
without limitation pursuant to 42 U.S.C. § 139Sww(d)(S)(F). 

7. Article 7 (Conditions Precedent to Obligations of Seller) is bereby 
amended to add the following new Section 7.8: 

7.8 The Bankruptcy Court shall have entered an order on or prior to 
May 2011, in form and substance acceptable to Seller, in its reasonable --.J 

discretion, which order shall, among other things, (i) approve the Fourth 
Amendment to the Asset Sale Agreement dated May 16, 2011 (the "Fourth 
Amendment") and this Agreement as so amended and (ii) authorize the Sale 
pursuant to the tenns of this Agreement as so amended. by the Fourth 
Amendment, and such order shall have become a Final Order provided that the 
Seller may waive the requirement that the order be a Final Order. 

8. Article 8 (Conditions ,Precedent to Obligations of Purchasers) is hereby 
amended to add the following new Sections 8.8 and 8.9: 

8.8 Stipulated Order with Federal Govenunent. The Bankruptcy Court 
shall have entered an order, in fonn and substance satisfactory to the Purchasers 
in their reasonable discretion, approving a stipulated agreement, in fonn and 
substance satisfactory to the Purchasers in their reasonable discretion, by and 
among the Seller, the Purchasers and the Federal Government (the "eMS 
Settlement'') which provides for the asswnption by the SeHer and the assignment 
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to the Purchasers of the Seller's Medicare Provider Agreement and provider 
number (the "eMS Agreement") which is the subject of the Seller's pending 
assumption and assignment motion [dkt # 466). 

8.9 The Bankruptcy Court shall have entered an order on or prior to 
May -> 2011, in fonn and substance acceptable to the Pmchasers in their 
reasonable discretion, and which order shall, among other things, (i) include 
findings as to the good faith of the Purchasers and the fairness of the terms of the 
Sale transaction and this Agreement as amended by the Fowth Amendment, 
(ii) approve the Fourth Amendment and this Agreement as so amended, and 
(iii) authorize the Sale pursuant to the tenns of this Agreement as so amended by 
the Fowth Amendment, and such order shall have become a Final Order, 
provided that the Pmchasers may waive the requirement that the order be a Final 
Order. 

9. Section 1l.2.2(a)(v) of the ASA is amended by addition of the foHowing 
language to the end of this provision: 

; provided, however, that neither this Section 11 .2.2(al(v) nor Section 
11.2.2(a)(iv) shall limit or restrict any of Purchaser's indemnification rights related to, or 
based upon Medi-Cal cost reports and related liabilities, with respect to periods ending 
prior to the Effective Time. 

10. The ASA is hereby amended to insert attached Exhibit 1.2.1 into the ASA 
as Exhibit 1.2.1 to the ASA, to insert attached Exhibit 1.2.2 into the ASA as Exhibit 
1.2.2 to the ASA, to insert attached Exhibit 1.2.3 into the ASA as Exhibit 1.2.3 to the 
ASA, to insert attached Exhibit 1.2.4 into the ASA as Exhibit 1.2.4 to the ASA, and to 
insert attached Exhibit 1.2.S into the ASA as Exhibit 1.2.S to the ASA. 

II. For purposes of this Amendment and the ASA, the term Final Order shall 
mean an order or judgment entered by the Bankruptcy Court or any other court exercising 
jurisdiction over the subject matter and the parties: (i) that has not been reversed, 
rescinded, stayed, modified or amended; (ii) as to which no appeal, certiorari proceeding, 
petition for re-argument or review, or request for other review or rehearing has been filed, 
requested or is pending; and (iii) as to which the time for filing a notice of appeal or a 
request or petition for certiorari, review, re-argument or rehearing shall have expired. 

12. The effectiveness of this Amendment and of the obligations of the 
Purchasers hereunder and to close the Sale under the tenns of the ASA is contingent upon 
the entry of order on or prior to May -> 2011, in form and substance acceptable to 
Purchasers in their reasonable discretion, and which order shall, among other things, (i) 
include [mdings as to the good faith of the Purchasers and the fairness of the Sale 
transaction and the ASA as amended by this Amendment, (ii) approve this Amendment 
and the ASA as so amended, and (iii) authorize the Sale pursuant to the tenns oftbe ASA 
as so amended by this Amendment, and such order shall have become a Fina1 Order; 
provided that the Pmchasers may waive the requirement that the order be a Final Order. 
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13. Except to the extent expressly set forth in this Amendment, all of the 
provisions of the ASA are, and shall continue to be, in full force and effect in accordance 
with their respective terms, and each Seller and Purchasers shall remain obligated to 
comply with all ofsuch party's obligations contained in the ASA. 

14. This Amendment may be executed by one or more of the parties hereto on any 
number of separate counterparts (including by telecopy), and all of said counterparts taken 
together shal1 be deemed to constitute one and the same instrument. 

IN WITNESS WHEREOF, this Amendment has been duly executed by the parties set 
forth below as of the due first written above. 

PURCHASERS: SELLER: 

VICTOR V ALLEY HOSPITAL REAL EsTATE, LLC, VIcroR V ALLEY COMMUNITY HOSPITAL, 

a California limited liability corporation a California corporation 

By: By: 

Nrune: _______________________ Name: _______________________ 

Title: Its: 

VICTOR VALLEY HOSPITAL ACQUISITION, INc., 

a California corporation 

By: 

Narne: ________________________ 

Title: 
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EXHIBIT 1.2. I 


EMERGENCY FUND NOTE 


$3,000,000 May 31, 2011 
Victorville, California 

This EMERGENCY FUND NOTE (the "Note"), dated the date set forth above, is made 
and given by VICTOR VALLEY HOSPITAL REAL ESTATE, LLC, a California limited 
liability company and VICTOR VALLEY HOSPITAL ACQUISITION, INC., a California 
corporation (each, an "Obligor" and, collectively, the "Obligors"), in favor of VICTOR 
VALLEY COMMUNITY HOSPITAL, a California nonprofit public benefit corporation, or 
order (the "Holder"). 

1. Recitals. This Note is made with respect to the foll owing facts and circumstances: 

(a) Holder, as Seller, and Obligors, as Purchasers, are parties to that certain Asset 
Sale Agreement, dated as of October 29, 2010 (together with all amendments thereto, 
collectively, the "ASA") under which Holder is selling to Obligors and Obligors are purchasing 
from Holder certain property and assets, all as more particularly described in the ASA. 

(b) The sale of the property and assets pursuant to the ASA is subject to the consent 
of the Attorney General of the State of California (the "Attorney General"), and, on 
December 29, 2010, the Attorney General conditionally consented to the sale subject to the 
Attorney General's "Conditions to Approval of Sale of Victor Valley Community Hospital", a 
copy of which is attached hereto as Exhibit A, and on May 12, 2011 issued its conditional 
approval to the Fourth Amendment to ASA. a copy of which is attached hereto as Exhibit B 
(together with any modifications thereto, collectively, the "Conditions to Approval"). 

(c) Among the conditions imposed by the Attorney General in the Conditions to 
Approval is Condition XIV (the "Emergency Fund Condition'') whereby the Obligors are 
required to deposit and maintain an ongoing balance of $3,000,000 in a separate interest-bearing 
bank account (the "Emergency Fund") to be used only for emergency operating and capital 
needs of Victor Valley Community Hospital, all as more particularly set forth in the Emergency 
Fund Condition. 

(d) Obligors are giving this Note to Holder in exchange for a $3,000,000 reduction in 
the cash portion of the purchase price payable to Holder for the property and assets under the 
ASA. thereby enabling Obligors to fund the Emergency Fund. 

(e) This Note is to be secured by a security interest in the Emergency Fund to be 
granted by the Obligors pursuant to a Security Agreement, in the form attached to the ASA as 
Exhibit 1.2.4 (the "Security Agreement"), to be entered into simultaneously with the 
establishment of the Emergency Fund. 

2. Payment. The Obligors, for value received, promise to pay to the Holder at its principal 
executive office in the City of Victorville, State of California (or such oilier place or places 
indicated in writing by the Holder to the Obligors) at the times hereinafter provided the principal 
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sum of $3,000,000 (the "Principal Sum"), together with interest on the unpaid balance thereof 
as provided below. Principal and interest are payable in lawful money of the United States. 

(a) Interest. This Note shall bear interest on the Wlpaid Principal Sum from the date 
of this Note until paid in full at a rate of interest equal to the rate of interest being paid during 
each Interest Period (defined below) on the funds in the Emergency FWld during such Interest 
Period. Provided that the Attorney General consents to the withdrawal by Obligors of the 
interest earned on the Emergency Fund concurrent with each Interest Period, for pwposes of 
applying such withdrawn interest sums to such interest payments hereWlder, interest shall be paid 
not later than the 10th day of the calendar month immediately following the end of each Interest 
Period. A$ used in this Note, the tenn "Interest Period" means each period of 3 calendar 
months during the tenn of this Note ending on and including June 30, September 30, December 
31, and March 31, except that the first Interest Period shall corwnence on the date of this Note 
and end on and including JWle 30, 2011 and the last Interest Period shall end on and including 
the date when all amounts owing under this Note have been paid in full. If the Attorney General 
does not consent to the withdrawal by Obligors of the interest earned on the Emergency Fund 
concurrent with each Interest Period, as provided above, then all accrued and outstanding interest 
owing hereunder shall not be paid based on Interest Periods but shall accrue and be paid not later 
than the Maturity Date. 

(b) Principal. The unpaid Principal Sum, together with a11 accrued and unpaid 
interest thereon, shall be due and payable no later than 10 business days following the date on 
which the Attorney General releases Obligors from the requirement to maintain the Emergency 
Fund pursuant to the Emergency Fund Condition and all of the funds in the Emergency Fund are 
unconditionally released to Obligors ("Maturity Date',), which is expected to be the sixty­
second (62nd

) monthly anniversary of the Closing Date. Notwithstanding the foregoing to the 
contrary, the unpaid Principal Sum, together with all accrued and unpaid interest thereon, shall 
not be due and payable under this Section 2(b) on account of the withdrawal by Obligors of 
funds from the Emergency Fund for emergency operating and capital needs as pennitted by the 
Emergency Fund Condition. If Holder receives any payments directly from the Emergency 
Fund, such payments shall be fully credited toward the amounts owing under this Note. 

(c) Mandatory Prepayment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, tifty percent (50010) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 2011, received by Obligors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 2011, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable term of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied tirst to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 
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(d) Voluntary Prepayment. In any case, this Note may be pre·paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondly, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal Sum. 

3. Certain Covenants. Obligors agree as follows: 

(a) Reports. Until all amounts payable under this Note have been paid in full, 
Obligors shall provide to the Creditor Trust ("Creditor Trust") to be established pursuant to 
Holder's liquidation Plan of Reorganization in Holder's bankruptcy proceedings pending in the 
United States Bankruptcy Court. Central District of California, Riverside Division, Case No. 
6: 10·39537 CB ("Liquidation Plan''), copies of all of the reports which Obligors are required to 
provide to the Attorney General under the terms of the Emergency Fund Condition and 
Condition XVI of the Conditions to Approval. All such reports will be used solely by the 
Creditor Trust for the purpose of evaluating its interests under the Note, and will not be disclosed 
to any other persons or entities except to the extent otherwise required by applicable law, 
regulation or legal process or to extent the information contained therein has already become 
publicly know through no action of the Creditor Trust. 

(b) Board Member. Until all amounts payable under this Note have been paid in full, 
Holder shall have the right to have one representative seated on the local governing board of 
Victor Valley Community Hospital required to be established pursuant to Section 5.8 of the ASA 
(which will not be the corporate governing board of Victor Valley Hospital Acquisition, Inc.). 
subject to Obligor's reasonable approval of such representative. 

(c) Notice of Draws. Until all amounts payable under this Note have been paid in 
full, Obligors shall provide Holder with prior notice of any withdrawals of ftmds from the 
Emergency Fund, and Obligors agree to replenish the Emergency Fund following any such 
withdrawals as required for compliance with the Emergency Fund Condition, as may be 
amended or modified by the Attorney General. 

(d) Best Efforts. Obligors agree to use their best efforts to promptly provide the 
Attorney General, if and when operating self.sustainability is achieved, the proof of operating 
self·sustainability required by the Emergency Fund Condition. 

(e) Security Agreement. Simultaneously with the establishment of the Emergency 
Fund, Obligors agree to execute and deliver the Security Agreement. 

4. Default. If Obligors fail to make any payment of principal or interest on this Note when 
due, or if obligors fail to observe and perform any covenant or agreement to which they are 
bound under this Note, then, in addition to any other rights and remedies available to Holder 
hereunder, under the Security Agreement. or at law or in equity, Holder shall be entitled, at its 
option, to accelerate the entire Principal Sum hereof upon the giving of a written notice of 
acceleration to the Obligors; provided that Obligors shall have a period of thirty (30) days from 
such notice of acceleration to cure any non·monetary obligation or five (5) business days from 
such notice of acceleration to cure any monetary default and if such cure is timely completed the 
Note shall be reinstated and the acceleration nullified. 
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5. Maximum Interest. In no event shall the amount paid or agreed to be paid to the Holder 
as interest under this Note exceed the highest lawful rate allowed to be received by the Holder in 
the State of California. If, from any circumstance whatsoever, fulfillment of any provision in 
this Note or of any other agreement between the Obligors and the Holder related to this Note 
shall, at the time of such fulfillment, involve payment of interest in excess of that authorized to 
be received by the Holder under the law of the State of California, then the obligation to be 
fulfilled shall be reduced to the limits so authorized by law, and if from any circumstance the 
Holder shall ever receive a sum as interest in excess of that authorized to be received by the 
Holder under the law of the State of California, it shall not be deemed interest but shall be 
applied to reduce the Principal Sum. 

6. Costs of Collection. The Obligors further promise to pay a1l costs of collection, 
including, without limitation, reasonable anorneys' fees and costs incurred in the collection of 
this Note, and hereby waive diligence, presentment, protest, demand and notice of every kind, 
and hereby agree that no failure on the part of the Holder to exercise any power, right or 
privilege under this Note, or to insist upon prompt compliance with the terms of this Note shall 
constitute a waiver thereof. 

7. Assignment. Obligors may not assign, transfer or otherwise dispose of this Note or any 
of their obligations under this Note except that the obligations under this Note may be assigned 
to any purchaser, lessee, optionee or other transferee of Victor Valley Community Hospital 
provided that the purchaser, lessee, optionee or other transferee assumes and agrees to abide by 
the Emergency Fund Condition and Condition XVI of the Conditions to Approval and assumes 
the obligations of Obligors under this Note and the Security Agreement. The Holder may not 
assign, transfer or otherwise dispose this Note or its rights under this Note except to the Creditor 
Trust or The Community Foundation Serving Riverside and San Bernardino Counties as 
pennitted pursuant to the Plan of Liquidation. 

8. Coordination With Conditions to AODfoval. Nothing in this Note is intended to, or will, 
aJter the treatment of the Emergency Fund in compliance with the requirements of the 
Emergency Fund Condition and the Conditions to Approval and in the event of any conflict 
between the terms of this Note and the tenns of the Emergency Fund Condition or the Conditions 
to Approval, the terms of the Emergency Fund Condition and the Conditions to Approval shall 
control. 

9. Miscellaneous. This Note may not be amended, modified or changed except by an 
instrument in writing signed by the duly authorized officers or representatives of Holder and 
Obligors. The terms, provisions and conditions of this Note may not be waived either orally or 
by a course of conduct, but only by a written instrument specifically referring to the tenns, 
provisions or conditions being waived and signed by the duly authorized officer or representative 
of the Holder. This Note has been freely negotiated by the parties, each of whom has been 
represented by legal counsel of its choosing. Therefore, this Note shall be interpreted in 
accordance with its fair meaning and shall not be interpreted for or against either of the parties 
on the grounds that such party drafted or caused to be drafted this Note of any part of this Note. 
Any provision of this Note that is invalid, illegal or unenforceable shall be ineffective to the 
extent of such invalidity, illegality or unenforceability without invalidating, diminishing or 
rendering unenforceable the rights and obligations of the parties under the remaining provisions 
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of this Note. This Note shall be governed by and construed in accordance with the laws of the 
State of California. The obligations of the Obligors under this Note are joint and several . 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK, 
SIGNATURES ARE ON THE FOLLOWING PAGE) 
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Obligors have caused this Note to be duly executed by their respective duly authorized 
officers or representatives as of the date first set forth above 

VICTOR VALLEY HOSPITAL REAL ESTATE, VICTOR V ALLEY HOSPITAL ACQUISITION, 

LLC, INC., 

a California limited liability corporation a California corporation 


By: By: 

Name: _____________________Name: 


Title: Title: 
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Exhibit A 

To Emergency Fund Note 


Conditions to Approval of Sale of Victor Valley Community Hospital 


(See Attached) 
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EDMUND G. BROWN JR. 
Attorney Gener{li 

Sla/~ 0/California 

DEPARTMENT OF J USTICE 


300 SOl.m l SPRrNG STREET. SUITE 1702 
1.0 5 ANGEI.ES, CA 900 t 3 

Public: (213) 897·2000 
Telephone: (213)897-2 178 
Facsimile: (2\3) 897-7605 

E-Mail: wendi.horwitZ@doj.ca.gov 

December 29. 2010 

Charles E. Slyngslad, Esq. 
Burke, Wi lliams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles. CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally consents, pursuant to Corporations Code 
section 5914 et seq., to the sale of V ic lOT Valley Community Hospital to Victor Valley Hospital 
Real Estate. LLC, a California limited liability corporation, and Victor Valley Hospital 
Acquisition, Inc., as set forth in the Notice filed on November 19, 2010. Corporations Code 
section 5917 and section 999.5, subdivi sion (f), of title II of the California Code or Regulations. 
set forth factors that the Attorney General must consider in determining whether to consent to a 
proposed transaction between a nonprofit corporation and a for-profit corporation or entity. The 
Attorney General has considered such factors and consents to the proposed transaction subject to 
the attached conditions, whieh arc incorporated by reference herein. 

Thank you for your cooperation and that of your client and the purchasers throughout the 
review process. 

Sincerely. 

rOriginal Signed] 

WEND! A. HORWlTZ 
Deputy Attorney General 

For EDMUND G. BROWN JR. 
Attorney General 

Attachment 
ce: Bill Thomas, Esq. 
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Conditions to Approval of Sale of Victor Valley Community Hospital 

1. 

For the purposes of these conditions, and unless the context indicates otherwise, the term 
"Buyers" shall mean Victor Valley Hospital Real Estate, LLC, a California limited liability 
corporation, and Victor Valley Hospital Acquisition, Inc., a California for-profit corporation, the 
proposed aequiTers of Victor Valley Community Hospital1, any other subsidiary, parent, general 
partner, affiliate, successor, or assignee of Viclor Valley Hospital Real Estate, LLC or Victor 
Valley Hospital Acquisition, Inc., any entity succeeding thereto by consolidation, merger or 
acquisition of al1 or substantially all of the assets of Victor Valley Community Hospital or the 
real property on which Victor Valley Community Hospital is located, any entity owned by the 
Buyers that subsequently becomes the owner or licensed operator of Victor Valley Community 
Hospital or owner of the real property on which Victor Valley Community Hospital is located, 
any entity that owns Buyers that subsequently becomes the ov.mer or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located, any future entity that purchases Victor Valley Community Hospital or the 
real property on which Victor Valley Community Hospital is located from Buyers, and any entity 
owned by a future purchaser that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located. These conditions shall be legally binding on any and all current and future 
owners or operators of Victor Valley Community Hospital and owners of the real property on 
which Victor Valley Community Hospital is located. The term "Seller" shall mean Victor 
Valley Community Hospital, a California nonprofit public benefit corporation. 

II. 

The transaction approved by the Attorney General between Buyers and Seller consists of the 
Asset Sale Agreement dated October 29, 2010, Amendment to Asset Sale Agreement dated 
December 23,20]0, Interim Management and Lease Agreement dated on or about the time of 
the transaction closing, Good Faith Deposit Agreement dated December 17,2010, Limited 
Power of Attorney for Use of DEA Registration Numbers and DEA Order Forms dated on or 
about the time of the transaction closing. and any other documents referenced in Sections 1.5 and 
1.6 in the Asset Sale Agreement. Buyers and Seller shall fulfill the terms and conditions of the 
transaction. Buyers and Seller shall notify the Attorney General in writing of any proposed 
modification of the transaction, including a proposed modification or rescission of any of the 
above-enumerated agreements. Such notification shall be provided at least thirty (30) days prior 
to the effective date of such modification in order to allow the Attorney General to consider 

IThroughout this document, the term Victor Vailey Community BospitaJ shall mean the general 
acute care hospital currently called Victor Valley Community Hospital (located at 15248 11 th 
Street, Victorville, California), the Victor Valley Community Hospital Women's Health Center 
and Outpatient Imaging, and any other clinics, laboratories, units, services, or beds included on 
the license issued to Victor Valley Community Hospital by the California Department of Public 
Health to operate Victor Valley Community Hospital , effective November 1, 2010, unless 
otherwise indicated. 
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whether the proposed modification affects the factors set forth in Corporations Code section 
5917 . 

III. 

Buyers and all future owners or operators of Victor Valley Community Hospital shall be required 
to provide written notice to the Attorney General sixty (60) days prior to entering into any 
agreement or transaction to do either of the following: 

(A) Sell, transfer, lease, exchange, option, convey, or otherwise dispose of V ictor Valley 
Community Hospital. 

(8) Transfer control, responsibility, or governance of Victor Valley Community HospitaL The 
substitution of a new corporate member or members of Buyers that transfers the control of, 
responsibility for or governance of Buyers shall be deemed a transfer for purposes of this 
condition. The substitution of one or more members of the governing body of Buyers, or any 
arrangement, wrinen or oral, that would transfer voting control of the members of the governing 
body of Buyers, shall also be deemed a transfer for purposes of this Condition. 

IV. 

For five years from the date of the transaction closing, Buyers shall operate and maintain Victor 
Valley Community Hospital as a licensed general acute care hospital (as defined in California 
Health and Safety Code Section 1250) and shall maintain and provide the following health care 
servlces: 

a) Twenty-four hour emergency medical services as currently licensed (minimum of 13 
Emergency beds/stations) with the same types and levels of services as currently provided2

; 

b) Intensive Care Services as currently licensed (minimum of 10 Intensive Care beds) with the 
same lypes and levels of services as currently provided; 

c) Obstetrical services as currently licensed (minimum of9 Perinatal and 4 Labor, Delivery and 
Recovery beds) with the same types and levels of services as currently provided; 

d) Pediatric services as currently licensed (minimum of 16 Pediatric beds) with the same types 
and levels of services ar.; currently provided; 

Buyer:> shall not place all or any portion of its above-listed licensed-bed capacity in voluntary 
suspension or surrender its license lor any of these beds. 

V. 

For five years from the date ofthe transaction closing, Buyers shall operate the Victor Valley 
Community Hospital Women's Health Center and Outpatienl1maging and provide the same 
types and levels of services as currently provided. 

2 The term "currentl y provided" means types and levels of services provided as of November 1, 
2010. 
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VI. 

For five years from the date of the transaction closing, Buyers shall cause Victor Valley 
Community Hospital, and any other related structures, to be in compliance with all requirements 
of a general acute care hospital under the Alfred E. Alquist Hospital Facilities Seismic Safety 
Act of 1983 , as amended by the California H ospital Facilities Seismic Safety Act, (Health & Saf. 
Code, § 129675-130070). 

VII. 

For five years from the date of the transaction closing, Buyers shall : 

a) Be certified to participate in the Medi-Cal program. 

b) Accept assigrunent of the Inland Empire Health Plan's current contract and amendments with 
Victor Valley Community Hospital, a California nonprofit public benefit corporation, (which 
expires December 31, 2011) and shall not terminate the contract without cause until a new 
contract has been entered into with the Inland Empire Health Plan, on the same terms and 
conditions as other similarly-situated hospitals offering substantially the same services for Medi­
Cal, Healthy Families, Healthy Kids, and Inland Empire Health Plan's Medicare Special Needs 
Plan, to provide the same types and levels of emergency and non-emergency services at Victor 
Valley Community Hospital to Medi-Cal beneficiaries as required in these Conditions, and shall 
maintain such a contract with the Inland Empire Health Plan; 

c) Provide the same types and levels of emergency and non-emergency services at Victor Valley 
Community Hospital to Medi-Cal beneficiaries (Traditional Medi-Cal and Medi-Cal Managed 
Care) as required in these Conditions. 

d) Have a Medicare Provider Number to provide the same types and levels of emergency and 
non-emergency services at Victor Valley Conununity Hospital to Medicare beneficiaries (both 
Traditional Medicare and Medicare Managed Care) as required in these Conditions. 

VIII. 

For five years from the date of the transaction closing, Buyers shall maintain the foJJawing 
contracts and amendments, without interruption of service or diminution in quality, unless 
tenninated for cause, and shall provide the same services specified in the contracts: San 
Bernardino County Superintendant of Schools- Regional Occupational Program Agreement for 
Affiliation; San Bernardino County Department of Public Health-Automated Birth Registration 
Program (Automated Vital Statistics System); County of San Bernardino Department of Child 
Support Services-Paternity Opportunity Program Agreement; County of San Bernardino 
Transitional Assistance Department-Outstationed Medi-Cal Eligibility Worker Services; lnland 
Counties Emergency Medical Agency-Hospital Preparedness Program; Hospital Association of 
Southern California Restatement of Reddinet Master Agreement-Emergency Communications 
System; and County of San Bernardino Arrowhead Regional Medical Center-Medically Indigent 
Adult Medical Care Program. 
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IX. 


For five years from the date of the transaction closing, 'Buyers shall provide an annual amount of 
Charity Care (as defined below) at Victor Va1ley Community Hospital equal to or greater than 
$1,380,000 (the "Minimum Charity Care Amount"). For purposes hereof, the term "Charity 
Care" shall mean the amount of charity care costs (not charges) incurred by Buyers in connection 
with the operation and provision of services at Victor Valley Community Hospital. The 
definition and methodology for calculating "charity care" and the methodology for calculating 
"cost" shall be the same as that used by the California Office of Statewide Health Planning and 
Development ("OSHPD") for annual hospital reporting purposes. 3 Buyers shall use charity care 
and collection policies that comply with Federal and California law. Creation of, and any 
subsequent changes to, the charity care and collection policies and charity care services provided 
at Victor Valley Community Hospital shall be decided upon in conjunction with input from the 
Local Governing Board referenced in Condition XII. 

Buyers ' obligation under this condition for the period from the transaction closing date through 
the end of Buyers ' first fiscal year following the transaction closing date shall be prorated on a 
daily basis if the transaction closing date is a date other than the first day of Buyers' fiscal year. 

For each calendar year after 2011, the Minimum Charity Care Amount shall be increased (but 
not decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months 
Percent Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982· 
84=100·' (CP1-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of Charity Care provided by Buyers at Victor Valley Community Hospital 
for any calendar year is less than the Minimum Charity Care Amount (as adjusted pursuant to the 
above-referenced Consumer Price Index) required for such year, Buyers shall pay an amount 
equal to the deficiency to the "Victor Valley Community Hospital Health Fund" specified in 
Condition XV. Buyers shall pay the deficiency described in the preceding sentence not morc 
than four (4) months following the end of such calendar year. 

X. 

For five years from the date of the transaction closing, Buyers shall provide community benefit 
services at Victor Valley Community Hospital at an annual cost of $27,500 (hereafter "the 
Minimum Community Benefit Services Arnount"). Community benefit commitments shall be 
decided upon in conjunction with input from the Local Governing Board referenced in Condition 
Xli. 

3 OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD, 
"the determination ofwhal is classified as ... charity care can be made by establishing whether or 
not the patient has the ability 10 pay. The patient's accounts receivCl.ble must be written off as 
bad debt if the patient has the ability but is unwilling to pay off the account." 
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The Minimum Community Benefit Services Amount shall be annually increased (but nOl 
decreased) by an amount equal to the Aru1Ua] Percent increase, if any, in the .<] 2 Months Percent 
Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84~100" (CP1-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of community benefit services provided by Buyers at Victor Valley 
Community Hospital for any year is less than the Minimum Community Benefit Services 
Amount (as adjusted pursuant 10 the above-referenced Consumer Price Index) for such year, 
Buyers shall pay the deficiency to the "Victor Valley Community Hospital Health Fund" 
specified in Condition XV. Buyers shall pay the deficiency described in the preceding sentence 
not more than four (4) months following the end of such calendar year. 

XI. 

For five years from the date of the transaction closing, Buyers shall spend no less than 
$25,000,000 at Victor Valley Community Hospital for capital improvements, equipment, 
information technology, infrastructure improvements, andlor working capital; of said amount, no 
less than $15,000,000 shall be designated for capital improvements, equipment, information 
technology, infrastructure improvements a1 Victor Valley Community Hospital. For calendar 
years 2011, 2012 and 2013, Buyers shall spend no less than $4,000,000 per year for capital 
improvements, equipment, information teclmology, and infrastructure improvements at Victor 
Valley Community Hospital. Buyers shall consult with the Local Governing Board, referenced 
in Condition XlI, prior to spending funds for capital improvements, equipment, information 
technology, and infrastructure improvements. 

XII. 

For five years from the date of the transaction closing, Buyers shall maintain a Local Governing 
Board, as set forth in Section 5.8 of the Asset Sale Agreement. (Exhibit 1) Said Board should 
include physicians from the medical staff at Victor Valley Community Hospital, the Chief of 
Staff at Victor Valley Community Hospital, and community representatives from Victor Valley 
Community Hospital's service area (as described on page 24 of the Healthcare Impact Report 
authored by Medical Development Specialists, dated December 1,20) 0 and attached here to as 
Exhibit 2). In addition to the duties of the Local Governing Board designated in Section 5.8 of 
the ASSt'!1 Sale Agreement, Buyers shall consult with the LocaJ Governing Board prior to 
spending funds for capita] improvements, equipment, infonnation technology, and infrastructure 
improvements, making any withdrawals from the separate interest-bearing bank account required 
in Condition XIV, making any changes to medical services, making any changes 10 community 
benefit programs, and making any changes to the charity care and collection policies and charity 
care services provided at Victor Valley Community Hospital. Such consultation shall occur at 
least thirty (30) days prior to the effective date of such changes or actions unless done so based 
upon an emergency. The Local Governing Board shall also approve any rcports submi tted to the 
Attorney General regarding compliance with these Conditions. 
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XIII. 


Within 30 days of the date of the transaction closing, Seller shall transfer all remaining restricted 
charitable funds held by Victor Valley Community Hospital, a California nonprofit public 
benefit corporation, to "The Community Foundation Serving Riverside and San Bernardino 
Counties," a. California nonprofit public benefit corporation, to be used in accordance with the 
purposes for which said funds are restricted . 

XIV. 

Within 30 days of the date of the transaction closing, Buyers shall deposit and maintain an 
ongoing fimd balance of $3 million in a separate interest·bearing bank account, to be used only 
for emergency operating and capital needs of Victor Valley Community Hospital , until such time 
as Victor Valley Community Hospital achieves operating self-sustainability> demonstrated by: 1) 
a positive "Adjusted Net Revenue" per the calculation and methodology shown in Exhibit 3 (i.e., 
an «Adjusted Net from Operations" that is greater than 5% of Total Operating Revenue), for 
three consecutive quarters, and 2) a positiv.e cash flow shown by the total cash collections by 
Victor Valley Community Hospital for categories related to Net Patient Revenue, as defined by 
OSHPD, are equal to or greatfr than Net Patient Revenue, as defined and reported to OSHPD, 
for three consecutive quarters. The Local Governing Board referenced in Condition XII, shall be 
consulted prior to any withdrawals. Withdrawals are limited to $1.5 million for any quarter. 
Any withdrawals must be redeposited into the account within 30 days of the date the withdrawal 
is made. Within 14 days of the end of each quarter, Buyers shall provide to the Attorney General 
quarterly reports including, but not limited to, statements concerning this account from the bank 
in which the separate interest-bearing bank account is established .. Once Victor Valley 
Community Hospital achieves operating self-sustainability as defined herein and proof is 

. provided to the Attorney General, the Attorney General will release Buyers from the requirement 
to maintain this ongoing fund. 

xv. 

As soon as practicable, but no more than sixty (60) days after entry of an order closing the 
bankruptcy matter entitled In re: VICTOR VALLEY COMMUNITY HOSPITAL (U.S . 
Bankruptcy Court, Central Districts, Riverside Division Case No. 6:10-39537 CB), Seller 
shall transfer all net proceeds from the transaction (expected to be $1,700,000) and any 
unrestricted charitable assets (expected to be $320,325) to the "The Community Foundation 
Serving Riverside and San Bernardino Counties" for deposit in a Donor-Advised Pass-Through 
Fund called "Victor Valley Community Hospital Health Fund" for the purpose of making grants 
to charitable healthcare facilities and clinics exempt from taxation pursuanl10 IRe §501 (c )(3) to 
provide healthcare services to residents in Victor Valley Community Hospital's service area (11 
ZIP codes) as described on page 24 of the Healthcare Impact Report authored by Medical 
Development Specialists, dated December 1,2010. (Exhibit 2) These funds shall be maintained 
and used for a period of at least five years but not more than 10 years from the date of the 
transaction closing. Seller shall select the initial members of the Advisory Comrninee to the 
Donor-Advised Pass-Through Fund which will include the Vice-President of Grant Programs of 
"The Community Foundation Serving Riverside and San Bernardino Counties ." 
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XVI. 


Within 30 days of the date of the traosaction closing, Buyers shall deposit the sum of $3 million 
in a separate interest-bearing blocked bank or other financial institution account satisfactory to 
the Attorney General. Such account shall be held by the bank or other financial institution in 
trust for the benefit of "The Community Foundation Serving Riverside and San Bernardino 
Counties ." The owner of the account shall be the bank or other fmancial institution. The 
beneficiary of the account shall he "The Community Foundation Serving Riverside and San 
Bernardino Counties." Buyers shall retain no interest in the account other than the reversionary 
interest described below. The initial $3 million deposit and any interest earned shall be retained 
in the separate interest-bearing blocked account until the earlier of the following: (J) April 30, 
2016, (2) the dale on which the Buyers close, sell, transfer, lease, exchange, option, convey, or 
otherwise dispose of Victor Valley Community Hospital, or (3) the date on which Buyers file for 
bankruptcy. If on or before April 30, 2016, Buyers close, sell, transfer,lease, exchange, option, 
convey, or otherwise dispose of Victor Valley Community Hospital or file for bankruptcy, the 
funds held in the account shall be paid, at the direction of "lbe Community Foundation Serving 
Riverside and San Bernardino Counties," to the Victor Valley Community Hospital Health Fund, 
as described in Condition XIV, for the uses specified therein. If on or before April 30, 2016, 
Buyers have not closed, sold, transferred, leased, exchanged, optioned, conveyed, or otherwise 
disposed o[Victor Valley Community Hospital, or filed for bankruptcy, Buyers shall be entitled 
to request return of the funds in the account after April 30, 2016. Within 14 days of the end of 
each quarter, Buyers shall provide to the Attorney General quarterly reports that include, but are 
nollirnited to, statements concerning this account from the bank or financial institution in which 
the separate interest~bearing blocked account is established. 

XVII. 

For five years from the date of the transaction closing, Buyers shall submit to the Attorney 
General, no later than four (4) months after the conclusion of each calendar year, a report 
describing in detail its compliance with each Condition set forth herein including, but not limited 
to, an itemization and the actual costs of the capital improvements, equipment, information 
technology, and infrastructure improvements . The Chief Executive Officers and Chief Financial 
Officers of Buyers shall certify that the report is true and correct and provide documentation of 
approval by the Local Governing Board for Victor Valley Community Hospital. 

XVIll. 

At the request of the Attorney General, Buyers and Seller shall provide such information as is 
reasonably necessary for the Attorney General to monitor compliance with the terms and 
conditions of the transaction as set forth herein. The Attorney General shall, a1 the request of a 
party and to the extent provided by law, keep confidential any information so produced to the 
extent that such information is a trade secret, or is privileged under state or federal law, or if the 
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure. 
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XIX. 


The Attorney General reserves the right to enforce each and every Condition set forth herein to 
the fullest extent provided by law. Pursuant to Government Code section 12598, the Anorney 
General's office shall also be entitled to recover its anorney fees and costs incurred in remedying 
each and every violation. 
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Operational Closing Date or such more liberal Of generous policies and practices on charity care 
as Purchasers may have in effect or implement from time to time, (b) continue to provide care to 
indigent and low-income patients at levels similar to or more generous than those historically 
provided by the Hospital and (c) assure access to high-quality healthcare services to all persons 
seeking medical care, regardless of their ability to pay. 

5.7 Medical Staff. To ensure continuity of care in the community, Purchasers agree 
that the Hospital's medical staff members in good standing as of the Effective Time shall 
maintain medical staff privileges at the Hospital as of the Effective Time. On and after the 
Effective T ime, the medical staff will be subject to the Hospital's Medical Staff Bylaws then in 
effect. 

5.8 Local GoveminQ. Board. 

(a) Immediately after the Effective Time, Purchasers shall form a local 
governing board at the Hospital in accordance with the terms of this Section 5.8. Such local 
governing board shall be an advisory committee to the board of directors of Purchasers 
comprised of medical staff members, community leaders and the Hospital's Chief Executive 
Officer. The local governing board shall be subject to the authority of Purchasers' board of 
directors and the terms of Purchasers' Articles oflncorporation, Bylaws and other organizational 
documents. The individuals on the local governing board should (i) represent the Hospi tal in the 
community and represent the views of the community to the local governing board in its 
deliberations, (ii) participate in Purchasers' community outreach programs and (iii) supervise the 
Hospital's charity care policies and practices. 

(b) The local governing board of the Hospital shall have responsibilities that 
are consistent with similar local governing boards at other hospitals, or in other markets, 
respectively, which are owned directly or indirectly by affiliates of Purchasers . Purchasers shall 
consult with Seller or a successor established by Seller as to the appointment of community 
members to serve as members of the local governing board. 

5.9 Capital Expenditures. During the period commencing on the Operational Closing 
Date and ending on the five (5) year anniversary date of the Closing, Purchasers agree that they 
will invest no less than Twenty-Five Mill ion Dollars ($25,000,000.00) for capital improvements, 
equipment , information technology, infrastructure improvements, and/or working capital at the 
Hospital with no less than Fifteen Million Dollars ($15,000,000.00) of saId amount being spent 
on capital improvements, equipment, information technology, and infrastTucture improvements. 

5.10 Maintenance of Services. Purchasers agree that fo llowing the Closing, Purchasers 
will operate the Hospital as a licensed acute care hospital with essential services including labor 
and delivery, and open and accessible emergency departments. Obstetrics and pediatrics services 
shall be maintained by Purchasers a1 the hospital facili ty for five years following the Closing, 
prOVided, however, thai Purchasers have nOI yel entered into any agreements to provide such 
servi ces or agreed on any particular rates. 

35 


http:15,000,000.00
http:25,000,000.00


Exhibit 2 




•• 

:___ ~ER\II_CE~~".TIE~ ORIG~N~~_5~ BYZiJ> C_OD~:_~D9~,
Cumulative _ _ .... ~ ~ '. ; 

" _ ,;' '" . WCH %:01 ' %;of ~, " 'Total •. Markel ' 
~' ','.-<, _'.",','1 
. .'ZIP CDdeS 

,,' 

, .~ ,~ommunity 
,

' 
_ 

, Dischar:ges 
y 

. Discharges ':Dlsctuirges . Discharges <' ;Share ; 

92345 Hesperia 1,270 17.9% 17.9% 9,193 14% 
92392 Victorville 1,131 16.0% 33,9% 6,573 17% 
92395 Victorville 543 11.9% 45.8% 4,409 19% 
92301 Adelanto 778 11.0% 56.8% 3,174 25% 
92307 Apple Valley 611 8.6% 65.4% 5,032 12% 
92308 Apple Va lley 547 7.7% 73.1% 4,904 11% 

92394 Victorville 542 7.6% 80.8% 2,603 21% 
92371 Phelan 138 1.9% 82.7% 1,025 13% 

92356 Lucerne Valley 108 1.5% 84.2% 836 13% 
92344 Hesperia 90 1.3% 85.5% 1,256 7% 
92368 Oro Grande 23 0.3% 85.8% 103 22% 

Sub T otal 6,160 85.8% 39,843 15.5% 
Other ZIPs 177 14.2% 100% 


Total 
 7,085 100% 

SOOfce: OSHPD Patient Discharge Database 

. 
. . '. ; 

" _ ,;' '" . WCH %:01 ' %;of ~, " 'Total •. Markel ' 
~' ,,' ,_ y ','.-<, _'.",','1 
. .'ZIP CDdeS , .~ ,~ommunity ' , Dischar:ges . Discharges ':Dlsctuirges . Discharges <' ;Share ; 

92345 Hesperia 1,270 17.9% 17.9% 9,193 14% 
92392 Victorville 1,131 16.0% 33,9% 6,573 17% 
92395 Victorville 543 11.9% 45.8% 4,409 19% 
92301 Adelanto 778 11.0% 56.8% 3,174 25% 
92307 Apple Valley 611 8.6% 65.4% 5,032 12% 
92308 Apple Va lley 547 7.7% 73.1% 4,904 11% 

92394 Victorville 542 7.6% 80.8% 2,603 21% 
92371 Phelan 138 1.9% 82.7% 1,025 13% 

92356 Lucerne Valley 108 1.5% 84.2% 836 13% 
92344 Hesperia 90 1.3% 85.5% 1,256 7% 
92368 Oro Grande 23 0.3% 85.8% 103 22% 

Sub T otal 6,160 85.8% 39,843 15.5% 
Other ZIPs 177 14.2% 100% 


Total 
 7,085 100% 

SOOfce: OSHPD Patient Discharge Database 

VICTOR VALLEY COMMUNITY HOSPITAL SERVICE AREA ANALYSIS 

Victor Valley Community Hospital 's Service Area Definition 

The Hospital's service area is composed of 11 ZIP Codes, from which approximal~ly 86% of the 
Hospital's discharges originated in 2009. Almost 57% of the Hospital's discharges were from 
the top four ZIP Codes, located in Victorville , Hesperia, and Adelanto. 

M:)S
24 N."""" ......-.1..« ..... ' 
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Condition XIV: Calculation of Adjusted Net Revenue (FN ].) 

FISCAL YEAR 2nd QTR 
2009 2010 

Total Operating Revenue $ 56,561,319 $ 14,969,074 
Minus Tota l Operating Expenses $ (55,256,254) $ (15,603,030) 

Equals Net from Operations $ 1,305,065 $ (633,956) 

Minus 1' rovision for Bad Debts $ (7,817,703) $ (1,706,554) 

Plus Amortization and Depreciation (FN 2.) $ 1,749,268 $ 588,600 

Equals Adjusted Net from Ogerations $ (4,763,370) $ (1,751,910) 

Adjusted Net from Operations $ (4,763,370) $ (l,751,910) 
Minus 5% of Total Operating Revenue $ (2,828,066) $ (748,454) 

Equals Adjusted Net Revenue $ (7,591,436) $ (2,500,364) 

Fn. 1: The definit ion and methodology for calculating the terms in bold 
shall be Ihe same as that used by the Cal ifomia Office of Statewide 
Health Planning and Development ("OSHPD") for annual hospital 
reporting purposes. The amounts used for the terms in bold shall be the 
same as those reported to OSHPD on a quarterly basis (Quarterly 
Financilll Data). The FY 2009 figures were based upon the FY 2009 
OSHPD Annual Financial Disclosure Report and Independently Audited 
Financial Statements dated September 30, 2009. 

Fn.2: Amortization and Depreciation shall be obtained from the 
internally prepared quarterly fman cial statements using methods 
acceptable under Generally Accepted Accounting Principles. 
Amortization and Deprcciation can only be added back in if the Total 
Operating Expenses reported to OSHPD included Amorti7..ation and 
Depreciation. 'I11e definilion and methodology for calculating the term 
"Depreciation" shall bc the same as that used by OSHPD for allnual 
hospital reporting purposes. 

Page 1 



Exhibit B 

To Emergency Fund Note 


Conditional Approval to the Fourth Amendment to ASA 


(See Attached) 
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KAMALA D. HARRIS 
Attorney Gelleral 

Stale ofCalifornia 

DEPARTMENT OF JUSTICE 


300 SO UTH SPIUNG STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897-2000 
Telephone: (213) 897-2178 
Facsimile: (213) 897-7605 

E-Mail: wendi.horwitZ@doj.ca.gov 
May 12. 2011 

Sent bv Internet and U.S. Mail 
Charles E. Slyngstad. Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles. CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller, Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a California limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following; 

1. The transaction must close on or before June 1, 2011. 

2. Section (2 ) (c) and (2) (d) ofthe Emergency Fund Note must state in full as follows: 

"(c) Mandatory Prepayment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 20 11 , received by Obligors, or either of them during 
calendar years 20 II or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 20 II and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 20 11, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable term of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 

mailto:wendi.horwitZ@doj.ca.gov


Charles E. Slyngstad 
May 12,2011 
Page 2 

(d) Voluntary Prepayment In any case, this Note may be pre-paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondly, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhibit I.) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" for the Emergency Fund Note. (See Exhibit 1.) 

4. Buyers and Seller must execute all documents attached as Exhibit 1 on or before June 1, 
2011. 

5. The following clarifications are made to the referenced terms in the Conditions 
incorporated in the Attorney General's Decision dated December 29, 2010 : 

a. The use of the term "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring immediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgcted expenses." 

b. With respect to Condition XIV, the Attorney General agrees to also release 
Buyers [Tom the requirement to maintain the fund at any time after five years from the date of the 
transaction closing, whether or not self-sustainability has been achieved. 

c. With respect to Condition XIV, total withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a California bank or a California branch of a National bank. 

e. The term "April 30, 2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date ofthc transaction closing." 

f. With respect to Condition XVl, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank. or California financial institution or a California branch of a National bank or 
National financial institution. 

g. Assignment pursuant to Condition VJl(b) can be accomplished as follows: Before 
the transaction closes, (J) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and IEHP Health Access, to become effective on the date on which Buyers are issued 
a license to operate Victor ValJey Community Hospital as a general acute care hospital by the 
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California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current IEHP and IEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that IEHP and IEHP Health 
Access at all times remain contracted with the owners of Victor Valley Conununity Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing. 

h. Any references to a contract with IEHP in Condition VIJ(b) shall mean a contract 
with IEHP and IEHP Health Access . 

Sincerely, 

[Original Signed] 

WEND! A. HORWrTZ 
Deputy Attorney General 

For KAMALA D. HARRIS 
Attorney General 

cc: Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (via Internet) 



EXHIBIT 1.2.2 

BLOCKED FUND NOTE 

$3,000,000 May 31, 2011 
Victorville, California 

This BLOCKED FUND NOTE (the "'Note"), dated the date set forth above, is made and 
given by VICTOR V ALLEY HOSPITAL REAL ESTATE, LLC, a California limited liability 
company and VICTOR VALLEY HOSPITAL ACQUISITION, INC., a California corporation 
(each, an "Obligor" and, collectively, the "Obligors"), in favor of VICTOR VALLEY 
COMMUNITY HOSPITAL, a California nonprofit public benefit corporation, or order (the 
"Holder"). 

10. Recitals. This Note is made with respect to the following facts and circumstances: 

(a) Holder, as Seller, and Obligors, as Purchasers, are parties to that certain Asset 
Sale Agreement, dated as of October 29, 2010 (together with all amendments thereto, 
collectively, the "ASA") under which Holder is selling to Obligors and Obligors are purchasing 
from Holder certain property and assets, all as more particularly described in the ASA. 

(b) The sale of the property and assets pursuant to the ASA is subject to the consent 
of the Attorney General of the State of California (the "Attorney General"), and, on 
December 29, 2010, the Attorney General conditionally consented to the sale subject to the 
Attorney General's "Conditions to Approval of Sale of Victor Valley Community Hospital", a 
copy of which is attached hereto as Exhibit A, and on May 12, 2011 issued its conditional 
approval to the Fourth Amendment to ASA, a copy of which is attached hereto as Exhibit B 
(together with any modifications thereto, collectively, the "Conditions to Approval"). 

(c) Among the conditions imposed by the Attorney General in the Conditions to 
Approval is Condition XVI (the "Blocked Fund Condition") whereby the Obligors are required 
to deposit the sum of $3,000,000 in an interest-bearing, blocked bank or other financial 
institution account satisfactory to the Attorney General (the "Blocked Fund") to be held in trust 
for the benefit of The Community Foundation Serving Riverside and San Bernardino Counties 
(the "Community Foundation"), all as more particularly set forth in the Blocked Fund 
Condition. 

(d) Obligors are giving this Note to Holder in exchange for a $3,000,000 reduction in 
the cash portion of the purchase price payable to Holder for the property and assets under the 
ASA, thereby enabling Obligors to fund the Blocked Fund. 

(e) The obligations of Obligors under this Note are guaranteed by Kali P. Chaudhuri. 
M.D. under the tenns of a Guaranty dated the date hereof (the "Guaranty"). 

II. Payment. The Obligors, for value received, promise to pay to the Holder at its principal 
executive office in the City of Victorville, State of California (or such other place or places 
indicated in writing by the Holder to the Obligors) at the times hereinafter provided the principal 

LA .4834-3529-7033 v6 



sum of $3,000,000 (the "Principal Sum"), together with interest on the unpaid balance thereof 
as provided below. Principal and interest are payable in lawful money of the United States. 

(a) Interest. This Note shall bear interest on the unpaid Principal Sum from the date 
of this Note until paid in full at a rate of interest equal to the rate of interest being paid during 
each Interest Period (defined below) on the funds in the Blocked Fund during such Interest 
Period. Provided that the Attorney General consents to the withdrawal by Obligors of the 
interest earned on the Blocked Fund concurrent with each Interest Period, for pwposes of 
applying such withdrawn interest sums to such interest payments hereunder, interest shall be paid 
not later than the 10th day of the calendar month immediately following the end of each Interest 
Period. As used in this Note, the teon "Interest Period" means each period of 3 calendar 
months during the teon of this Note ending on and including June 30, September 3D, December 
31, and March 31, except that the first Interest Period shall commence on the date of this Note 
and end on and including June 30,2011 and the last Interest Period shall end on and including 
the date when all amounts owing under this Note have been paid in full. If the Attorney General 
does not consent to the withdrawal by Obligors of the interest earned on the Blocked Fund 
concurrent with each Interest Period, as provided above, then all accrued and outstanding interest 
owing hereunder shall not be paid based on Interest Periods but shall accrue and be paid not later 
than the Maturity Date. 

(b) Principal. The Principal Sum, together with all accrued and unpaid interest 
thereon, shall be due and payable on a maturity date ("Maturity Date") consisting of the first to 
occur of the following: (i) not later than 10 business days following the date on which the 
Blocked Fund Condition expires and the funds therein are unconditionally released in their 
entirety to the Obligors in accordance with the Blocked Fund Condition, which is expected to be 
the sixty-second (62nd

) monthly anniversary of the Closing Date (the "Release Date"); (ii) except 
as provided in the immediately following paragraph, not later than 60 days following the date on 
which the funds in the Blocked Fund are released, at the direction of the COrIUTIunity Foundation, 
to the Victor Valley Community Hospital Health Fund (the "Hospital Health Fund") in 
accordance with the terms and conditions of the Blocked Fund Condition (that is, Obligors close, 
sell, transfer, lease, exchange, option, convey, or otherwise dispose of Victor Valley Community 
Hospital (a "Hospital Disposition"); (iii) not later than 60 days following the date on which 
Obligors file for bankruptcy; and (iv) not later than 10 business days following the date on which 
all of the funds in the Blocked Fund are for any other reason unconditionally released to 
Obligors. Notwithstanding the foregoing to the contrary, the Principal Sum, together with all 
accrued and unpaid interest thereon., shall not be due and payable under clause (ii) of this Section 
2(b) on account of a Hospital Disposition (other than a closure) if (A) the Attorney General 
waives or modifies the Blocked Fund Condition such that the Blocked Fund is maintained and 
the funds held therein are not paid, at the direction of the Community Foundation, to the Hospital 
Health Fund, (B) the purchaser, lessee. optionee or other transferee assumes and agrees to abide 
by the Blocked Fund Condition and Condition XIV of the Conditions to Approval, (C) the 
obligations under this Note are assigned to and assumed by the purchaser, lessee, optionee or 
other transferee, and (D) the Attorney General's waiver or modification of the Blocked Fund 
Condition does not extend the Release Date set forth in the Blocked Fund Condition. If Holder 
receives any payments directly from the Blocked Fund, such payments shall be fully credited 
toward the amounts owning under this Note. 
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In any case, thi s Note may be pre-paid in whole or in part. in the Obligors discretion, 
without penalty or fee. 

12. Certain Covenants. Obligors agree as follows: 

(a) Reoorts. Until all amounts payable under this Note have been paid in full , 
Obligors shall provide to the Creditor Trust (the "Creditor Trust'') to be established pursuant to 
Holder's Liquidating Plan of Reorganization on file in Holder's bankruptcy proceedings pending 
in the United States Bankruptcy Court, Central District of California, Riverside Division, Case 
No. 6:10-39537 CB ("Plan of Liquidation"), copies of all of the reports which Obligors are 
required to provide to the Attorney General under the terms of the Blocked Fund Condition and 
Condition XlV of the Conditions to Approval. Such reports shall be provided to the Creditor 
Trust at the same time as the same are provided to the Attorney General. All such reports will be 
used solely by the Creditor Trust for the purpose of evaluating its interests under the Note, and 
will not be disclosed to any other persons or entities except to the extent otherwise required by 
applicable law, regulation or legal process or to extent the information contained therein has 
already become publicly know through no action of the Creditor Trust. 

(b) Board Member. Until all amounts payable under this Note have been paid in full, 
Holder shall have the right to have one representative seated on the local governing board of 
Victor Valley Community Hospital required to be established pursuant to Section 5.8 of the ASA 
(which will not be the corporate governing board of Victor Valley Hospital Acquisition, Inc.), 
subject to Obligor's reasonable approval of such representative. 

13. Default. If Obligors fail to make any payment of principal or interest on this Note when 
due, or if obligors fail to observe and perform any covenant or agreement to which they are 
bound under this Note, then, in addition to any other rights and remedies available to Holder 
hereunder, under the Guaranty. or at law or in equity, Holder shall be entitled, at its option, to 
accelerate the entire Principal Sum hereof upon the giving of a written notice of acceleration to 
the Obligors; provided that Obligors shall have a period of thirty (30) days from such notice of 
acceleration to cure any non-monetary obligation or five (5) business days from such notice of 
acceleration to cure any monetary default and jf such cure is timely completed the Note shall be 
reinstated and the acceleration nullified. 

14. Maximum Interest. In no event shall the amount paid or agreed to be paid to the Holder 
as interest under this Note exceed the highest lawful rate allowed to be received by the Holder in 
the State of California. If, from any circumstance whatsoever. fulfillment of any provision in 
this Note or of any other agreement between the Obligors and the Holder related to this Note 
shall, at the time of such fulfillment. involve payment of interest in excess of that authorized to 
be received by the Holder under the law of the State of California, then the obligation to be 
fulfilled shall be reduced to the limits so authorized by law, and if from any circumstance the 
Holder shall ever receive a sum as interest in excess of that authorized to be received by the 
Holder under the law of the State of California, it shall not be deemed interest but shall be 
applied to reduce the Principal Sum. 

15. Costs of Collection. The Obligors further promise to pay all costs of collection. 
including, without limitation. reasonable attorneys' fees and costs incurred in the collection of 
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this Note, and hereby waive diligence, presentment, protest, demand and notice of every kind, 
and hereby agree that no failure on the part of the Holder to exercise any power, right or 
privilege under this Note, or to insist upon prompt compliance with the terms of this Note shall 
constitute a waiver thereof. 

16. Assignment. Except for an assignment in accordance with Section 2(b), Obligors may 
not assign, transfer or otherwise dispose of this Note or any of their obligations under this Note. 
The Holder may not assign, transfer or otherwise dispose this Note or its rights under this Note 
except to the Creditor Trust or Community Foundation as permitted pursuant to the Plan of 
Liquidation. 

17. Coordination With Conditions to Approval. Nothing in this Note is intended to, or will, 
alter the treatment of the Blocked Fund in compliance with the requirements of the Blocked 
Fund Condition and the Conditions to Approval and in the event of any conflict between the 
terms of this Note and the terms of the Blocked Fund Condition or the Conditions to Approval, 
the terms oftbe Blocked Fund Condition and the Conditions to Approval shall control. 

18. Miscellaneous. This Note may not be amended, modified or changed except by an 
instrument in writing signed by the duly authorized officers or representatives of Holder and 
Obligors. The terms, provisions and conditions of this Note may not be waived either orally or 
by a course of conduct, but only by a written instrument specifically referring to the terms, 
provisions or conditions being waived and signed by the duly authorized officer or representative 
of the Holder. This Note has been freely negotiated by the parties, each of whom has been 
represented by legal counsel of its choosing. Therefore, this Note shall be interpreted in 
accordance with its fair meaning and shall not be interpreted for or against either of the parties 
on the grounds that such party drafted or caused to be drafted this Note of any part of this Note. 
Any provision of this Note that is invalid, illegal or unenforceable shall be ineffective to the 
extent of such invalidity, illegality or unenforceability without invalidating, diminishing or 
rendering unenforceable the rights and obligations of the parties under the remaining provisions 
of this Note. This Note shall be governed by and construed in accordance with the laws of the 
State of California. The obligations of the Obligors under this Note are joint and several. 

Obligors have caused this Note to be duly executed by their respective duly authorized 
officers or representatives as of the date first set forth above 

VICTOR V ALLEY HOSPITAL REAL ESTATE, VICTOR VALLEY HOSPITAL ACQUISITION, 

LLC, INC., 

a California limited liability corporation a California corporation 


By: By: 

Name: Name: 

Title: Title: 
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Exhibit A 
To Blocked Fund Note 


Conditions to Approval of Sale of Victor Valley Community Hospital 


(See Attached) 
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EDMUND G. BROWN JR. 
Alfomey General 

State ofCalifomia 

DEPARTMENT OF JUSTICE 


300 SOUIlI SPRING STREET. surn~ 1702 
LOS ANGELES. CA 90013 

Public: (213) 897-2000 
Telephone: (213) 897-2178 
facsimile: (213) 897-7605 

E-Mail: wcndi.horwitZ@doj .ca.gov 

December 29. 201 0 

Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Strcet, Suite 2400 
Los Angeles, CA 9007 1 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally consents, pursuant to Corporations Code 
section 5914 er seq., to the sale of Victor Valley Community Hospital to Victor Valley Hospital 
Real Estate, LLC, a California limited liability corporation, and Victor Valley Hospital 
Acquisition, Inc., as set forth in the Notice filed on November 19,2010. Corporations Code 
section 5917 W1d section 999.5 , subdivision (f), of title II of the California Code of Regulations, 
set forth factors that the Attorney General must consider in detennining whether to consent to a 
proposed transaction between a nonprofit corporation and a for-profit corporation or entity. The 
Attomcy General has considcred such facto rs and consents to the proposed transacti on subject to 
the attached conditions, which arc incorporated by reference herein. 

Thank you for your cooperation and that of your client and the purchasers throughout the 
review process. 

Sincerely, 

[Original Signed] 

WEND! A. HORWITZ 
Deputy Attorney Gencral 

For EDMUND G. BROWN JR. 
Attomey General 

Attachment 
cc: Bill Thomas, Esq. 
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Conditions to Approval of Sale of Victor Valley Community Hospital 

I. 

For the purposes of these conditions, and unless the context indicates otherwise, the term 
"Buyers" shall mean Victor Valley Hospital Real Estate, LLC, a California limited liability 
corporation, and Victor VaUey Hospital Acquisition, Inc., a California for-profit corporation, the 
proposed acquirers of Victor Valley Community Hospital J, any other subsidiary, parent, general 
partner, affiliate, successor, or assignee of Victor Valley Hospital Real Estate , LLC or Victor 
Valley HospitaJ Acquisition, Inc., any entity succeeding thereto by consolidation, merger or 
acquisition of all or substantially all of the assets of Victor Valley Community Hospital or the 
real property on which Victor Valley Community Hospital is located, any entity owned by the 
Buyers that subsequently becomes the owner or licensed operator of Victor Valley Community 
Hospital or owner of the real property on which Victor Valley Community Hospital is located, 
any entity that owns Buyers that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located, any future entity that purchases Victor Valley Conununity Hospital or the 
real property on which Victor Valley Community Hospital is located from Buyers, and an y entity 
owned by a future purchaser that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located. These conditions shall be legally binding on any and all current and future 
owners or operators of Victor Valley Community Hospital and owners of the real propelt y on 
which Victor Valley Community Hospital is located. The term "Seller" shall mean Victor 
VaUey Community Hospital , a California nonprofit public benefit corporation. 

II. 

The transaction approved by the Attorney General between Buyers and Seller consists of the 
Asset Sale Agreement dated October 29, 2010, Amendment to Asset Sale Agreement dated 
December 23, 2010, Interim Management and Lease Agreement dated on or about the time of 
the transaction closing, Good Faith Deposit Agreement dated December] 7,2010, Limited 
Power of Attorney for Use of DEA Registration Numbers and DEA Order Forms datcd on or 
about the time of the transaction closing, and any other documents referenced in Sections 1.5 and 
1.6 in the Asset Sale Agreement. Buyers and Seller shall fulfill the terms and conditions of the 
transaction. Buyers and Seller shall notify the Attorney Gcneral in writing of any proposed 
modification of the transaction, including a proposed modification or rescission of any of the 
above·enumerated agreements. Such notification shall be provided at least thirty (30) days prior 
to the effective date of such modification in order to allow the Anorney General to consider 

I"Throughout this document, the term Victor Valley Community Hospital shall mean the general 
acute care hospi tal currently called Victor Valley Community Hospital (located at 15248 11 th 
Street, Victorville, California), the Victor Valley Community Hospital Women 's Health Center 
and Outpatient Imaging, and any other clinics, laboratories, units, services, or beds included on 
the license issued to Victor Valley Community Hospital by the Cal ifornia Department of Public 
Health to operate Victor Valley Community Hospital , effective November 1,2010, unless 
otherwise indicated. 
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whether the proposed modification affects the factors set fOlth in Corporations Code section 
5917. 

Ill. 

Buyers and all future owners or operators of Victor Valley Community Hospital shall be required 
to provide written notice to the Attorney General sixty (60) days prior to entering into any 
agreement or transaction to do either of the following: 

(A) Sell, transfer, lease, exchange, option, convey, or otherwise dispose of Victor Valley 
Community Hospital. 

(B) Transfer control, responsibility, or governance of Victor Valley Community Hospital. The 
substitution of a new corporate member or members of Buyers that transfers the control of, 
responsibility for or governance of Buyers shall be deemed a transfer for purposes of this 
condition. Tbe substitution of one or more members of the governing body of Buyers, or any 
arrangement, written or oral, that would transfer voting control of the members of the governing 
body of Buyers, shall also be deemed a transfer for purposes of this Condition. 

IV. 

For five years from the date of the transaction closing, Buyers shall operate and maintain Victor 
Valley Community Hospital as a licensed general acute care hospital (as defined in California 
Health and Safety Code Section 1250) and shall maintain and provide the following health care 
services: 

a) Twenty-four hour emergency medical services as currently licensed (minimum of 13 
Emergency beds/stations) with the same types and levels of services as currently provided2

; 

b) Intensive Care Services as currently licensed (minimum of 10 lntensive Care beds) with the 
same types and levels of services as currently provided; 

c) Obstetrical services as currently licensed (minimum of 9 Perinatal and 4 Labor, Delivery and 
Recovery beds) with the same types and levels of services as currently provided; 

d) Pediatric services as currently licensed (minimum of 16 Pediatric beds) with the same types 
and levels of services as currently provided; 

Buyers shall not place all or any portion of its above-listed licensed-bed capacity in volw1tary 
suspension or surrender its license for any of these beds. 

v. 
For five ycars from the date of the transaction closing, Buyers shall operate the Victor Valley 
Community Hospital Women's Health Center and Outpatien11maging and provide the same 
types and levels of services as currently provided. 

2 The tenn "currently provided" means types and levels of services provided as ofNovemher 1, 
2010. 
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VI. 

For five years from the date of the transaction closing, Buyers shall cause Victor Valley 
Community Hospital, and any other related structures, 10 be in compliance with all requirements 
of a general acute care hospital under the Alfred E. Alquist Hospital Facilities Seismic Safety 
Act of 1983, as amended by the California Hospital Facilities Seismic Safety Act, (Health & Saf. 
Code, § 129675·130070). 

VII. 

For five years from the dale of the transaction closing, Buyers shall: 

a) Be certified to participate in the Medi-Cal program. 

b) Accept assignment of the Inland Empire Health Plan 's current contract and amendments with 
Victor Valley Communi ty Hospital, a California nonprofit public benefit corporation, (which 
expires December 31 , 201 ]) and shall not terminate the contract without cause until a new 
contract has been entered into with the Inland Empire Health Plan, on the same terms and 
conditions as other similarly~situated hospitals offering substantially the same services for Medi· 
Cal, Healthy Families, Healthy Kids. and Inland Empire Health Plan ' s Medicare Special Needs 
Plan, to provide the same types and levels of emergency and non-emergency services at Victor 
Valley Community Hospital to Medi-Cal beneficiaries as required in these Conditions, and shall 
maintain such a contract with the Inland Empire Health Plan; 

c) Provide the same types and levels of emergency and non-emergency services at Victor Valley 
Community Hospital to Medi-Cal beneficiaries (Traditional Medi-Cal and Medi-Cal Managed 
Care) as required in these Conditions. 

d) Have a Medicare Provider Number to provide the same types and levels of emergency and 
non·emergency services at Victor Valley Community Hospital to Medicare beneficiaries (both 
Traditional Medicare and Medicare Managed Care) as required in these Conditions. 

VIll. 

For five years from the date of the transaction closing, Buyers shall maintain the following 
contracts and amendments, without interruption of service or diminution in quality, unless 
terminated for cause, and shall provide the same services specified in the contracts: San 
Bernardino County Superintendant of Schools· Reglonal Occupational Program Agreement for 
Affiliation; San Bernardi no County Department of Publ ic Health-Automated Birth Registration 
Program (Automated Vital Statistics System); County of San Bernardino Department of Child 
Support Services·Paternity Opportunity Program Agreement; County of San Bernardino 
Transitional Assistance Department-Outstat ioned Medi-Cal Eligibility Worhr Services; Inland 
Counties Emergency Medical Agency-Hospital Preparedness Program; Hospital Association of 
Southern California Restatement of Reddinet Master Agreement-Emergency Communications 
System; and Count)' of San Bernardino Arrowhead Regional Medical Center-Medically Indigent 
Adult Medical Care Program. 
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IX. 


For five years from the date of the transaction closing, 'Buyers shall provide an annual amount of 
Charity Care (as defined below) at Victor Valley Community Hospital equal to or greater than 
$1,380,000 (the "Minimum Charity Care Amount"). For purposes hereof, the term "Charity 
Care" shall mean the amount of charity care costs (not charges) incurred by Buyers in connection 
with the operation and provision of services a1 Victor Valley Community Hospital. The 
definition and methodology for calculating "charity care" and the methodology for calculating 
"cost" shall be the same as that used by the California Office of Statewide Health Planning and 
Development ("OSHPD") for annual hospital reporting purposes,) Buyers shall use charity care 
and collection policies that comply with Federal and California law. Creation of, and any 
subsequent changes to, the charity care and collection policies and charity care services provided 
at Victor Valley Community Hospital shall be decided upon in conjunction with input from the 
Local Governing Board referenced in Condition XII. 

Buyers' obligation under this condition for the period from the transaction closing date through 
the end of Buyers' fust fiscal year following the transaction closing date shall be prorated on a 
daily basis if the transaction closing date is a date other than the first day of Buyers' fiscal year. 

For each calendar year after 2011, the Minimum Charity Care Amount shall be increased (but 
not decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months 
Percent Change: All Items Consumer Price index for All Urban Consumers in the Los Angeles ­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84~!oO·' (CPI-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of Charity Care provided by Buyers at Victor Valley Community Hospital 
for any calendar year is less than the Minimum Charity Care Amount (as adjusted pursuant to the 
above-referenced Consumer Price Index) required for such year, Buyers shall pay an amount 
equal 10 the deficiency to the "Victor Valley Community Hospital Health Fund" specified in 
Condition xv. Buyers shall pay the deficien cy described in the preceding sentence not more 
than four (4) months following the end of such calendar year. 

X. 

For five years from the date of the transaction closing, Buyers shall provide community benefit 
services at Victor Valley Community Hospital a1 an annual cost of $27,500 (hereafter "the 
Minimum Community Benefit Services Amount"). Community benefit commitments shall be 
decided upon in conjunction with input from the Local Governing Board referenced in Condition 
XII. 

3 OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD, 
"the determination of what is classified as ... charity care can be made by establishing whether or 
not the patient has the ability to pay. The patient's accounts receivable must be written ofi' as 
bad debt if the patient has the ability but is unwilling to pay off the account." 
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The Minimum Community Benefit Services Amount shall be arulUally increased (but not 
decreased) by an amount equal to the Annual Percent increase. if any. in the" 12 Months Percent 
Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84=100" (CPJ-LA, as published by the U.S. Bureau ofLabor Stat1stics). 

If the actual amount of community benefit services provided by Buyers al Victor Val ley 
Community Hospital for any year is less than the Minimum COllllmmity Benefit Services 
Amount (as adjusted pursuant to the above-referenced Consumer Price Index) for such year. 
Buyers shall pay the deficiency to the "Victor Valley Community Hospital Health Fund" 
specified in Condition XV. Buyers shall pay the deficiency described in the preceding sentence 
not more tban four (4) months following the end of such calendar year. 

XI. 

For five years from the date of the transaction closing, Buyers shall spend no less than 
$25,000,000 at Victor Valley Community Hospital for capital improvements, equipment, 
information technology, infrastructure improvements, and/or working capital; of said amount, no 
less than $15,000,000 shall be designated for capital improvements, equipment, information 
technology, infrastructure improvements at Victor Valley Community Hospital. For calendar 
years 2011,2012 and 2013, Buyers shall spend no less than $4,000,000 per year for capital 
improvements, equipment, information technology, and infrastructure improvements at Victor 
Valley Community Hospital. Buyers shall consult with the Local Governing Board, referenced 
in Condition Xll, prior to spending funds for capital improvements, equipment, information 
technology, and infrastructure improvements. 

XII. 

For five years from the dale of the transaction closing, Buyers shall maintain a Local Governing 
Board, as set forth in Section 5.8 of the Asset Sale Agreement. (Exhibit 1) Said Board should 
include physicians from the medical staff at Vietor Valley Community Hospital, the Chief of 
Staff at Victor Valley Community Hospital, and conununity representatives from Victor Valley 
Community Hospital's service area (as described on page 24 of the Healtbcare Impact Repon 
authored by Medical Development Specialists, dated December 1. 2010 and attached here to as 
Exhibit 2). In addition to the duties of the Local Governing Board designated in Section 5.8 of 
the Asset Sale Agreement, Buyers shall consult with the Local Governing Board prior to 
spending funds for capital improvements, equipment, information technology. and infrastructure 
improvements, making any withdrawals from the separate interest-bearing bank account required 
in Condition XlV. making any changes to medical services, making any changes 10 community 
benefit programs, and making any changes to the charity care and collection policies and charity 
care services provided at Victor Valley Community Hospital. Such consultation shall occur at 
least thirty (30) days prior to the effective date of such changes or actions unless done so based 
upon an emergency. 'The Local Governing Board shall also approve any reports submitted to the 
Attorney General regarding compliance with these Conditions. 
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XlII. 

Within 30 days of the date of the transaction closing, Seller shall transfer all remaining restricted 
charitable funds held by Victor Valley Community Hospital, a California nonprofit public 
benefit corporation, to "The Community Foundation Serving Riverside and San Bernardino 
Counties," a California nonprofit public benefit corporation, to be used in accordance with the 
purposes for which said funds are restricted. 

XlV. 

Within 30 days of the date of the transaction closing, Buyers shall deposit and maintain an 
ongoing fund balance of $3 million in a separate interest-bearing bank account, to be used only 
for emergency operating and capital needs of Victor Valley Community Hospital , until such time 
as Victor Valley Community Hospital achieves operating self-sustainability, demonstrated by: 1) 
a positive "Adjusted Net Revenue" per the calculation and methodology shown in Exhibit 3 (i.e., 
an "Adjusted Net from Operations" that is greater than 5% of Total Operating Revenue), for 
three consecutive quarters, and 2) a positive cash flow shown by the total cash collections by 
Victor Valley Community HospitaJ for categories related to Net Patient Revenue, as defmed by 
OSHPD, are equal to or greater than Net Patient Revenue, as defIned and reported to OSHPD, 
for three consecutive quarters. The Local Governing Board referenced in Condition XII, shall be 
consulted prior to any withdrawals. Withdrawals are limited to $1.5 million for any quarter. 
Any withdrawals must be redeposited into the account within 30 days of the date the withdrawal 
is made. Within 14 days of the end of each quaner, Buyers shall provide to the Attorney General 
quarterly reports including, but not limited to, statements concerning this account from the bank 
in which the separate interest-bearing bank account is established. Once Victor Valley 
Community Hospital achieves operating self-sustainability as defined herein and proof is 
provided to the Attorney General, the Attorney GeneraJ will release Buyers from the requirement 
to maintain this ongoing fund. 

XV. 

As soon as practicable, but no more than sixty (60) days after entry of an order closing the 
bankruptcy matter entitled In re: VICTOR VALLEY COMMUNITY HOSPITAL (U.S. 
Bankruptcy Court, Central Districts, Riverside Division Case No.6: I0-3953 7 CB), Seller 
shall transfer all net proceeds from the transaction (expected to be $1,700,000) and any 
unrestricted charitable assets (expected to be $320,325) to the "The Community Foundation 
Serving Riverside and San Bernardino Counties" for deposit in a Donor-Advised Pass-Through 
Fund called "Victor Valley Community Hospital Health Fund" for the purpose of making grants 
to charitable health care facilities and clinics exempt from taxation pursuant to IRe §SOI (c )(3) to 
provide healthcare services to residents in Victor Valley Community Hospital's service area (1] 
ZIP codes) as described on page 24 of the Healthcare Impact Report authored by Medical 
Development Specialists, dated December 1,2010. (Exhibit 2) These funds shall be maintained 
and used for a period of at least five years but not more than 10 years from the date of the 
transaction closing. Seller shall select the initial members of the Advisory Comminee to the 
Donor-Advised Pass· Through Fund which will include the Vice-President of Grant Programs of 
"The Community Foundation SCn'ing Riverside and San Bernardino Counties." 
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XVI. 


Within 30 days of the date of the transaction closing, Buyers shaU deposit the sum of $3 million 
in a separate inlerest~bearing blocked bank or other financial institution account satisfactory to 
the Anomey General. Such account shall be held by the bank or other financial institution in 
trust for the benefit af"The Commuruty Foundation Serving Riverside and San Bernardino 
Counties." The owner of the account shal1 be the bank or other financial institution. The 
beneficiary aflhe account shall be "The Community Foundation Serving Riverside and San 
Bernardino Counties." Buyers shall retain no interest in the accounl other than the reversionary 
interest described below. The initial $3 million deposit and any interest earned shall be retained 
in the separate interest-bearing blocked account until the earlier of the following: (1) April 30, 
2016, (2) the date on which the Buyers close, sell, transfer,lease, exchange, option, convey, or 
otherwise dispose of Victor Valley Community Hospital, or (3) the date on which Buycrs file for 
bankruptcy. If on or before April 30, 2016, Buyers close, sell, transfer, lease, exchange, option, 
convey, or otherwise dispose of Victor Valley Community Hospital or file for bankruptcy, the 
funds held in the account shall be prud, at the direction ofuThe Corrununity Foundation Serving 
Riverside and San Bernardino Counties," to the Victor Valley Community Hospital Health Fund, 
as described in Condition XIV, for the uses specified therein. If on or before April 30, 2016, 
Buyers have not closed, sold, transferred, leased, exchanged, optioned, conveyed, or otherwise 
disposed of Victor Valley Community Hospital, or filed for bankruptcy, Buyers shall be entitled 
to request return of the funds in the account after April 30, 20 16. Within 14 days of the end of 
each quarter, Buyers shall provide to the Attorney General quarterly reports that include, but are 
not limited to, statements concerning this account from the bank or financial institution in which 
the separate interest-bearing blocked account is established. 

xvn. 
For five years from the date of the transaction closing, Buyers shall submit to the Attorney 
General, no later than four (4) months after the conclusion of each calendar year, a report 
describing in detail its compliance with each Condition set forth herein including, but not limited 
to, an itemization and the actual costs of the capital improvements, equipment, information 
technology, and infrastructure improvements. The Chief Executive Officers and Chief Financial 
Officers of Buyers shall certify that the report is true and correct and provide documentation of 
approval by the Local Governing Board for Victor Valley Community Hospital. 

XVIIJ. 

At the request of the Attorney General, Buyers and Seller shall provjde such information as is 
reasonably necessary for the Attorney General to monitor compliance with the terms and 
conditions ofthe transaction ac; set forth herein. The Attorney General shall, at the request of a 
party and to the extent provided by law, keep confidential any information so produced to the 
extent that such information is a trade secret, or is privileged under state or federal law, or if the 
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure. 
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XIX. 


The Attorney General reserves the right to enforce each and every Condition set forth herein to 
the fullest extent provided by law. Pursuant to Government Code section 12598 , the Attorney 
General's office shall also be entitled to recover its attorney fees and costs incurred in remedying 
each and every violation. 
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Operational Closing Date or such more liberal or generous policies and practices on charity care 
as Purchasers may have in effect or implement from time to time, (b) cont inue to provide care to 
indigent and ,low·income patients at levels similar to or more generous than those historically 
provided by the Hospital and (c) assure access to bigh·quality healthcare services to all persons 
seeking medical care, regardless of their ability 10 pay. 

5.7 Medical Staff. To ensure continuity of care in the community, Purchasers agree 
that the Hospital'S medical staff members In good standing as of the Effective Time shall 
maintain medical staff privileges at the Hospital as of the Effective Time. On and after the 
Effective Time, the medical staff will be subject to the Hospital' s Medical Staff ilylaws then in 
effect. 

5.8 Local Governing Board. 

(a) Immediately after the Effective Time, Purchasers shall form a local 
governing board at the Hospital in accordance with the terms of this Section 5.8. Such local 
governing board shall be an advisory committee to the board of directors of Purchasers 
comprised of medical staff members, community leaders and the Hospital's Chief Executive 
Officer. The local governing board shall be subject to the authority of Purchasers' board of 
directors and the terms of Purchasers' Articles of Incorporation, Bylaws and other organizational 
documents. The individuals on the local governing board should (i) represent the Hospital in the 
community and represent the vlews of the community to the local governing board in its 
deliberations, (jj) participate in Purchasers ' community outreach programs and (iii) supervise the 
Hospital's charity care policies and practices. 

(b) The local governing board of the Hospital shall have responsibilities that 
are consistent with similar local governing boards at other hospitals, or in other markets, 
respectively , which are owned directly or indirectly by affIJiates of Purchasers. Purchasers shall 
consult with Seller or a successor established by Seller as to the appointment of community 
members to serve as members of the local governing board. 

5.9 Capital Expenditures. During the period commencing on the Operational Closing 
Date and ending on the five (5) year anniversary date of the Closing. Purchasers agree that they 
will invest no less than Twenty·Five Million Dollars ($25,OOO,OOO .OO) for capital improvements, 
equipment, information technology, infrastructure improvements, andlor working capital at the 
Hospital with no less than Fifteen Million Dollars ($15,000,000.00) of said amount being spent 
on capital improvements, equipment, information technology, and infrastTucture improvements. 

5.) 0 Maintenance of Services. Purchasers agree that following the Closing, lJurchasers 
will operate the Hospital as a licensed acute care hospital with essential services including labor 
and delivery, and open and accessible emergency departments. Obstetrics and pediatrics services 
shall be maintained by Purchasers at the hospital facility for five years following the Closing, 
provided, however, that Purchasers have not yet entered into any agreements to provide such 
services or agreed on any particular rates. 
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Exhibit 2 




VICTOR VALLEY COMMUNITY HOSPITAL SERVICE AREA A NALYSIS 


Victo r Valley Community Hospital 's S ervice Area Definition 

The HospitaJ's service area is composed of 11 ZIP Codes, from which approximately 86% of the 
Hospital's discharges originated in 2009. Almost 57% of the Hospital's discharges were from 
the top four ZiP Codes, located in Victorville, Hesperia, and Adelanto . 

, SERVICE AREA'PATIENT ORIGIN MARKET SHARE BYZlP CODE: 2009 . , 
~- - -" --:- __ ....0- .-~' - • ---:-" - ._- -- - ~ ~:~ "-cumulative--- ---~- ..~ '-'~i 

i':. . " - - -" 'WCH . % :of % ~f Tntal . 'Market 
I" ZIP ,Codes ' I' :, :communi '" llischar,ges .Discharges ;Discharges DisChar,ges $hare I 

92345 Hesperia 1,270 17.9% 17.9% 9,193 14% 

92392 Victorville 1,131 16.0% 33.9% 6,573 17% 
92395 Victorville 843 11.9% 45.8% 4.409 19% 
92301 Adelanto 778 11.0% 56.8% 3,174 25% 
92307 Apple Valley 611 8.6% 65.4% 5,032 12% 

92308 Apple Valley 547 7 .7% 73.1% 4,904 11% 

92394 Victorville 542 7.6% 80.8% 2 ,603 21% 
92371 Phelan 138 1.9% 82.7% 1,025 13% 

92356 Lucerne Valley 106 1.5% 84.2% 836 13% 

92344 Hesperia 90 1.3% 85.5% 1,256 7% 
92366 Oro Grande 23 0.3% 85.8% 103 22% 

Sub Total 6 ,160 85.8% 39,643 15.5% 
Other ZIPs 177 14.2% 100% 

Total 7,085 100% 

Source: OSHPD Palienl Discharge Dalabase 

MJS 
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Condition XIV: Calculation of Adiusted Net Revenue (FN 1.) 

FISCAL YEAR 
 2nd QTR 
2009 
 2010 

Total Operating Revenue $ 56,561,3 J9 $ 14,969,074 
Minus Total Operating Expenses $ (5 5,256,254) $ (15,603 ,030) 

Equals Net from Operations $ 1,305 ,065 $ (633,956) 
Minus Provision for Bad Debts $ (7,817,703) $ (1,706,554) 

Plus Amortization and Depreciation (FN 2.) $ 1,749,268 $ 588,600 

Eguals Adjusted Net from Ogerations $ (4,763,370) $ (1,751,910) 


Adjusted Net from Operations $ (4,763,370) 
 $ (1,751,910) 

Minus 5% of Total Operating Revenue $ (2,828,066) 
 $ (748,454) 


Eguals Adjusted Net Revenue $ (7,591,436) 
 $ (2,500,364) 


Fn. I: The definition and methodology for calculating the terms in bold 
shall be the same as that used by the California Office of Statewide 
Health Planning and Development ("OSHPD") for annual hospital 
reporting purposes. The amounts used for the terms in bold shall be the 
same as those reported to OSHPD on a quarterly basis (Quarterly 
Financial Data). The FY 2009 figures were based upon the FY 2009 
OSHPD Annual Financial Disclosure Report and Independently Audited 
Financial Statements dated September 30, 2009. 

FO.2: Amortization and Depreciation shall be obtained from the 
internally prepared qU<lrterly financial statements using methods 
acceptable under Genera lly Accepted Accounting Principles. 
Amortization and Depreciation can only be added back in if the Total 
Operating Expenses reported to OSHPD included Amortization and 
Depreciation . Tht definition and methodology for calculating the term 
"Dtpreciation" shall be the same as thai used by OSHPD for annual 
hospital reporting purposes. 
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Exhibit B 

To Blocked Fund Note 


Conditionru Approval to the Fourth Amendment to ASA 


(See Attached) 
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' . 'KAMALA D, HARRIS State ofCalifornia ~ ' '''. .Attomey General DEPARTMENT OF JUSTICE 

300 SOUTH SPRING STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897·2000 
Telephone: (213) 897-2178 
Facsimile: (213) 897-7605 

E-Mail: wendi .horwitZ@doj.ca.gov 
May 12, 2011 

Sent bv Internet and U.S. Mail 
Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Artomey General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller, Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a California limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following: 

1. The transaction must close on or before June 1,2011. 

2. Section (2) (c) and (2) (d) of the Emergency Fund Note must state in full as follows : 

"(c) Mandatorv Prepavment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on qual ity assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 20 11, received by Obl igors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify a!location of funds applicable to calendar 
year 2011, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable term of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 
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(d) Voluntary Prepayment. In any case, this Note may be pre-paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondly, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhibit I .) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" for the Emergency Fund Note. (See Exhibit I.) 

4. Buyers and Seller must execute all documents attached as Exhibit I on or before June 1, 
2011. 

5. The following clarifications are made to the referenced terms in the Conditions 
incorporated in the Attorney General's Decision dated December 29, 2010: 

a. The use of the tenn "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring immediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgeted expenses." 

b. With respect to Condition XIV, the Attorney General agrees to also release 
Buyers from the requirement 10 maintain the fund at any time after five years from the date of the 
transaction closing, whether or not self-susta.inability has been achieved. 

c. With respect to Condition XIV, total withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a California bank or a California branch of a National bank. 

e. The term "April 30, 2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date of the transaction closing." 

f. With respect to Condition XVI, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank or California financial institution or a California branch of a National bank or 
National financial institution. 

g. Assignment pursuant to Condition VlJ(b) can be accomplished as follows: Before 
the transaction closes, (I) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and IEHP Health Access, to become effective on the date on which Buyers are issued 
a license to operate Victor Valley Community Hospital as a general acute care hospital by the 
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California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current IEHP and rEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that IEHP and lEHP Health 
Access at all times remain contracted with the owners of Victor Valley Community Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing. 

h. Any references to a contract with IEHP in Condition VII(b) shall mean a contract 
with IEHP and IEHP Health Access . 

Sincerely, 

[Original Signed] 

WEND! A. HORWITZ 
Deputy Attorney General 

For KAMALA D. HARRlS 
Attorney General 

cc: Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (via Internet) 



EXHIBIT 1.2.3 

SECURITY AGREEMENT 
(Blocked Fund) 

This SECURJTY AGREEMENT (the "Agreement") is entered into and effective as of 
===~_~~~.' 2011 by and between VICTOR VALLEY COMMUNITY 
HOSPITAL. a California nonprofit public benefit corporation (the "Secured Party"), and 
VICTOR V ALLEY HOSPITAL REAL ESTATE. LLC, a California limited liability company 
and VICTOR VALLEY HOSPITAL ACQUISITION, INC., a California cO!]loration (each, a 
"Debtor" and, collectively, the "Debtors"), who agree as follows: 

I. Recitals. This Agreement is made with respect to the following facts and circumstances: 

Secured Party, as Seller, and Debtors, as Purchasers, are parties to that certain Asset Sale 
Agreement, dated as of October 29, 20ID (together with all amendments thereto, collectively, the 
"ASA") under which Secured Party sold to Debtors and Debtors purchased from Secured Party 
certain property and assets, all as more particularly described in the ASA. 

The sale of the property and assets pursuant to the ASA was subject to the consent of the 
Attorney General of the State of California (the "Attorney General"), and, on December 29, 
2010, the Attorney General conditionally consented to the sale subject to the Attorney General's 
"Conditions to ApprovaJ of Sale of Victor Valley Community Hospital", a copy of which is 
attached hereto as Exhibit A. and on May 12, 2011 issued its conditional approval to the Fourth 
Amendment to ASA, a copy of which is attached hereto as Exhibit B (together with any 
modifications thereto, collectively, the "Conditions to Approval"). 

Among the conditions imposed by the Attorney General in the Conditions to Approval 
was Condition XVI (the "Blocked Fund Condition") whereby the Debtors were required to 
deposit and maintain $3,000,000 in a separate interest-bearing blocked bank account, all as more 
particularly set forth in the Blocked Fund Condition. 

Debtors have now established Account No. (the "Blocked Fund 
Account") with [INSERT NAME & ADDRESS OF BANK] (the "Bank") and have made the 
$3,000,000 deposit to the Blocked Fund Account as required by the Blocked Fund Condition. 

In connection with the purchase of the property and assets pursuant to the ASA, Debtors 
gave a Blocked Fund Note (the "Note"; unless otherwise defined herein, tenns defined in the 
Note are used herein as therein defined), dated May 31, 2011, to Secured Party in exchange for a 
$3,000,000 reduction in thc cash portion of the purchase price payable to Secured Party for the 
property and assets under the ASA, thereby enabling Debtors to fund the Blocked Fund. 

In order to secure their obligations under the Note, the Debtors agreed to pledge to and 
grant Secured Party a security interest in certain Collateral (as defined below), and the parties are 
entering into this Agreement for the purpose of creating such security interest. 

2. Security Interest. Debtors hereby pledge and grant to Secured Party a continuing security 
interest in the Collateral (as defined in Section 3) to secure the Note and each and every one of 
Debtors' obligations and liabilities under this Agreement and the Note. The security interest 
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granted herein, and this Agreement, shall terminate upon full performance by Debtors of their 
obligations and liabilities under the Note. 

3. Collateral. The tenn "Collateral" as used in this Agreement means (i) the Blocked Fund 
Account, (ii) all funds on deposit in the Blocked Fund Account, (iii) aU interest accruing thereon, 
(iv) all renewals and replacements thereof (whether or not any such renewal or replacement is 
evidenced by a certificate or other evidence of deposit), (v) any and all certificates of deposit or 
other instruments that may constitute a part of or an investment of funds in, or that may replace 
all or any part of, the Blocked Fund Account, and (vi) all proceeds of any of the foregoi ng. 

4. Representations and Warranties. Debtors represent, warrant and covenant as follows: 

Debtors each have all requisite power and authority to execute and deliver this 
Agreement. 

This Agreement and the Note have each been duly authorized, executed and delivered by 
Debtors, and each constitutes a legal, valid and binding obligation of the Debtors, enforceable 
against the Di btors, and each of them, in accordance with its terms. 

Debt rs have not, either individually or jointly, made any pledge of, or granted or placed 
any security nterest, lien or other encumbrance with respect to, any of the Collateral, other than 
the pledge d security interest granted to Secured Party under this Agreement and the rights of 
the Attorney General and/or The Community Foundation Serving Riverside and San Bernardino 
Counties (th "Community Foundation") pursuant to the Conditions to Approval. 

Provi ed the Attorney General has approved this Agreement and the granting of a 
security inte st in the Collateral, neither the execution and delivery of this Agreement, nor the 
taking of an action in compliance with it, will (i) violate or breach any law, regulation, rule, 
order, decre or judicial action binding on Debtors, or either of them, or any agreement or 
instrument t which Debtors, or either of them, are a party or are subject, or (ii) result in the 
creation of y lien or encumbrance against the Collateral, except that created by this 
Agreement. 

which constitutes, or which with the giving of notice or the 
passage of' e, or both, would constitute, a default under this Agreement. 

5. Covenants. Until each and every one of Debtor's obligations and liabilities under this 
Agreement hltve been fully performed and discharged, Debtor covenants that it will: 

Pay ld perfonn each and every one of Debtor's obligations under this Agreement and 
the Note as 1 d when they are due. 

Pay ~l expenses, including attorneys' fees and costs, incurred by Secured Party in 
connection ~th the enforcement and exercise of its rights under this Agreement and the Note. 

Indemnify, protect and hold harmless Secured Party, and its officers, agents and 
employees, against and from all claims, losses, liabilities, actions, judgments and expenses 
(including attorneys' fees and costs) which they, or any of them, may suffer or incur, arising out 
of or in any way relating to this Agreement or the Note or Secured Party's interest in the 
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Collateral, except with respect to any claims, losses, liabilities, actions, judgments and expenses 
(including attorneys' fees and costs) arising out of or in any way relating to any gross negligence 
or willful misconduct by Secured Party or any of its officers, agents and employees. 

Give Secured Party notice of any pending or threatened claim or litigation that may 
concern or affect the Collateral. 

Not permit any liens or encumbrances on the Collateral, except only for the pledge and 
security interest created under this Agreement and other liens or encwnbrances in favor of 
Secured Party and the rights of the Attorney General andlor the Community Foundation under 
the Conditions to ApprovaL 

Notify Secured Party of any event which constitutes, or which with the giving of notice 
or the passage of time, or both, would constitute a default under this Agreement, or any 
development that might have an adverse effect on the Collateral or any part of it. 

Promptly and duly execute and deliver to Secured Party all financing statements and 
other documents and instruments that Secured Party reasonably requests in order to establish 
and/or maintain a perfected first priority security interest in the Collateral. 

6. Deposit Account Control Agreement. In order to perfect Secured Party's security interest 
in the Collateral by means of control, Debtors' agree to enter into, execute and deliver a Deposit 
Account Control Agreement (the "Control Agreement"), by and among Debtor, Secured Party 
and Bank, in substantially the form attached hereto as Exhibit C, with such changes or 
modifications thereto as may be approved by Secured Party or required by Bank. Secured Party 
agrees to provide notice of termination of the Control Agreement to the Bank promptly upon 
termination of this Agreement. 

7. Defaults. The occurrence of anyone or more of the following shall constitute a default 
by Debtors: 

Debtors fail to make any payment required by the Note when due, which is not cured 
within any applicable cure period, whether at stated maturity, on acceleration or otherwise. 

Debtors fail to fully perform when due any other obligation or agreement under this 
Agreement or the Note, or under any present or future amendment, rider or supplement to this 
Agreement or the Note, and such failure is not cured within any applicable cure period. 

Any covenant, warranty, representation or statement, made by or on behalf of Debtors in 
or with respect to this Agreement or the Note. is materially false. 

There is any seizure or attachment of, or any levy on, the Collateral or any part of it. 

8. Remedies. Upon the occurrence and during the continuance of any default by Debtors, 
Secured Party shall have all rights and remedies provided by law, the Agreement and the Note, 
including, without limitation, all of the rights and remedies of a secured party under the 
California Commercial Code. Debtors hereby authorize Secured Party, upon the occurrence of a 
default, to take whatever actions may be necessary to realize upon the Collateral and to apply the 
proceeds realized in accordance with the Note. Debtors expressly authorize such action by 
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Secured Party in advance of and to the exclusion of any realization upon any other collateral 
securing any indebtedness of Debtors to Secured Party, and hereby waive as to the Secured Party 
any right of subrogation or marshalling of any such other collateral. Notwithstanding the 
foregoing, subject to the tenns of the Note, Secured Party shall not be obligated to take action to 
realize upon the Collateral prior to exercising any other rights or remedies it may have as 
provided by law, the Note or this Agreement. 

9. Notices. Any notice, demand or communication required, permitted, or desired to be 
given hereunder shall be deemed effectively given when personally delivered, when received by 
telegraphic or other electronic means (including facsimile) or overnight courier, or five (5) 
calendar days after being deposited in the United States mail, with postage prepaid thereon, 
certified or registered mail, return receipt requested, addressed as follows: 

If to Seller: 	 Victor VaHey Community Hospital 
15428 11 til Street 
Victorville, California 92392 
Attention: Chief Executive Officer 
Facsimile No. (760) 843-6020 

With a copies to: Burke Williams & Sorensen, LLP 
(which copies shall 444 S. Flower Street, Suite 2400 
not constitute notice) Los Angeles, California 90071 

Attention: Charles E. Slyngstad, Esq. 
Facsimile No. (213) 236-2700 

Pachulski Stang Ziehl & Jones 
10100 Santa Monica Boulevard, 11 th Floor 
Los Angeles, California 90067 
Attention: Samuel R. Maizel, Esq. 
Facsimile No. (310) 201 -0760 

If to Purchasers: 	 Victor Valley Hospital Acquisition, Inc. 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
FaCSimile No. : (951) 782-8850 

Victor Valley Hospital Real Estate, LLC 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No. : (951) 782-8850 
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Witb a copy to: Hooper, Lundy & Bookman, P.C. 
(which copy shall 1875 Century Park East, Suite 1600 
not constitute notice) Los Angeles, California 90067 

Attention: Todd E. Swanson, Esq. 
Facsimile No.: (310) 551 -8181 

A copy of any notices to Seller 

or Purcbasers shall also be 

provided to: Wendi Horwitz 


Dcputy Attorney General 
Department ofJustice 
Office of the Attorney General 
300 S. Spring St., Suite 1702 
Los Angeles, CA 90013 
Facsimile No.: (213) 897-7605 

or at such other address as one party may designate by notice hereunder to the other parties. 

10. Severability of Provisions. Any provision of this Agreement that is invalid, illegal or 
unenforceable shall be ineffective to the extent of such invalidity, illegality or unenforceability 
without invalidating, diminishing or rendering unenforceable the rights and obligations of the 
parties under the remaining provisions of this Agreement. 

11. Survival of Agreements. All agreements, covenants, representations and warranties in 
this Agreement, or made in writing by or on behalf of the Debtors in connection with the 
transactions contemplated by this Agreement, shall survive the execution and delivery of this 
Agreement and the Note and any investigation at any time made by Secured Party or on its 
behalf. 

12. Successors and Assi2ns: Assismment. Except as otherwise expressly provided in this 
Agreement, the provisions of this Agreement shall inure to the benefit of, and be binding upon, 
the successors and assigns of the parties to this Agreement; provided, however, no assignment of 
this Agreement or of Debtors' rights or obligations hereunder may be made by Debtors, or either 
of them, at any time except that the Debtors' rights and obligations under this Agreement may be 
assigned to any pennitted assignee of Debtor's obligations under the Note, in accordance with 
any such assignment penni ned under the Note. The Secured Party may not assign any of its 
rights or obligations under this Agreement except to the Creditor Trust or Community 
Foundation as permitted pursuant to the Plan of Liquidation, in connection with a concurrent 
permitted assignment of Secured Party's rights under the Note. 

13. Entire Agreement. This Agreement, the Note and the ASA constitute the full and entire 
understanding and agreement between the parties with regard to the subject matter hereof and 
thereof, and supersede all prior and contemporaneous agreements and understandings of the 
parties whether written or oral. 

14. Amendments and Waivers. No term or provision of this Agreement or the Note may be 
amended, altered, modified or waived orally or by a course of conduct, but only by an instrument 
in writing signed by a duly authorized official, officer or representative of the party against 
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which enforcement of such amendment, alteration, modification or waiver is sought. Any 
amendment, alteration, modification or waiver shall be for such period and subject to such 
conditions as shall be specified in the written instrument effecting the same. Any waiver shall be 
effective only in the spec ific instance and for the purpose for which given. 

IS. No Waiver: Remedies Cumulative. No delay or omission to exercise any right, power or 
remedy accruing to the Secured Party on any default by Debtors under this Agreement or the 
Note shall impair any such right, power or remedy of the Secured Party nor shall it be construed 
as a waiver of or acquiescence in any such default. or of or in any similar default occurring later; 
nor shall any waiver of any single default be deemed a waiver of any other default occurring 
before or after that waiver. All remedies, either under this Agreement or by law or otherwise 
afforded to the Secured Party shall be cumulative and not alternative. 

16. Counterparts. This Agreement may be executed in several counterparts, each of which 
shall be deemed an original, but all of which together shall constitute one and the same 
instrument. 

17. Headings. The various headings of this Agreement are for convenience of reference 
only, shall not affect the meaning or interpretation of this Agreement, and shall not be considered 
in construing this Agreement. 

18. Joint and Several. The agreements, covenants, warranties, representations, obligations 
and liabilities of Debtors under this Agreement are joint and several. 

19. Governing Law. This Agreement shall be governed and construed in accordance with the 
laws of the State of Cali fa mia. 

20. Coordination With Conditions to Approval. Notwithstanding any other provision in this 
Agreement, nothing in this Agreement is intended to, or will, alter the treatment of the Blocked 
Fund Account in compliance with the requirements of the Blocked Fund Condition and the 
Conditions to Approval and in the event of any conflict between the terms of this Agreement and 
the terms of the Blocked Fund Condition or the Conditions to Approval, the terms of the Blocked 
Fund Condition and the Conditions to Approval shall control. 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 
[SIGNATURE PAGE FOLLOWS] 
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IN WITNESS WHEREOF, this Agreement has been duly executed by the parties set 
forth below as of the due first wrinen above. 

DEBTORS: 


VICTOR VALLEY HOSPITAL REAL ESTATE, LLC, 

a California limited liability corporation 


By: 


Name: ______________________ __ 


Title: 


VICTOR VALLEY HOSPITAL ACQUISITION, INC., 

a California corporation 

By: 


Name: ________________________ 


Title: 

SECURED PARTY: 


VICroR V ALLEY COMMUNITY HOSPITAL, 


a California corporation 


By: 


Name: _______________________ 


Its: 
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Exhibit A 

To Security Agreement 


Conditions to Approval of Sale of Victor Valley Community Hospital 


(See Attached) 
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..... .' .-', -.. ,... . ,
EDMUND G. BROWN JR. Siale o/California 

" ~ .... ~ 
Attorney General DEPARTMENT OF JUSTICE 

300 SOUTII SPRING SrREET. SUITE 1702 
LOS AKGEtES, CA 90013 

Public: (213) 897·2000 
Telephone: (213) 897·2178 
Facsim ile: (213) 897-7605 

E-Mai l: wend i.horwilZ@doj.ca.gov 

December 29, 2010 

Charles E. Slyngslad, Esq. 
Burke, Wi lliams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
l.os Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally consents, pursuant to Corporations Code 
section 5914 et seq., to the sale ofVictOT Valley Community Hospital to Victor Valley lIospital 
Real Estate, LLC. a California limited liability corporation, and Victor Valley I Iospital 
Acquisition, Inc ., as set forth in the Notice filed on November 19, 2010. Corporations Code 
section 5917 and scction 999.5 , subdivision (f), of titlc II afthe California Code of R~gulations. 
set forth factors that the Anorney General must consider in detennining whether to consent to a 
proposed transaction between a nonprofit eorp<>ration and a for-profit corporation or entity. The 
Anorney General has considcred such factors and consents to the proposed transaction subject to 
the attached conditions, which arc incorporated by reference herein. 

lnank you for your cooperation and that of your client and the purchasers throughout the 
revIew process. 

Sincerely, 

[Original Signed] 

WENDI A. HORWITZ 
Deputy Anorney General 

For EDMUND G. BROWN JR. 
Attorney General 

Attachment 
cc: Bill Thomas, Esq. 
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Conditions to Approval of Sale of Victor Valley Community Hospital 

1. 

For the purposes of these conditions, and unJess the context indicates otherwise, the term 
"Buyers" shall mean Victor Valley Hospital Real Estate, LLC, a California limited liability 
corporation, and Victor Valley Hospital Acquisition, Inc. , a California for-profit corporation, the 
proposed acquirers of Victor Valley Community Hospital] , any other subsidiary, parent, general 
partner, affiliate, successor, or assignee ofYictor Valley Hospital Real Estate, LLC or Victor 
Valley Hospital Acquisition, Inc., any entity succeeding thereto by consolidation, merger or 
acquisition of all or substantially all of the assets of Victor Valley Community Hospital or the 
real property on which Victor Valley Community Hospital is located, any entity owned by the 
Buyers that subsequently becomes the owner or licensed operator of Victor Valley Community 
Hospital or owner of the rcal property on which Victor Valley Community Hospital is located, 
any entity that owns Buyers that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located, any future entity that purchases Victor Valley Conununity Hospital or the 
real property on which Victor Valley Community Hospital is located from Buyers, and any entity 
owned by a future purchaser that subsequently becomes the owner or licensed operator of Victor 
Valley CommW1ity Hospital or owner of the real property on which Victor Valley Community 
Hospital is located. These conditions shall be legally binding on any and all current and future 
owners or operators of Victor Valley Conununity Hospital and owners of the real propelty on 
which Victor Valley Community Hospital is located. The tean "Seller" shall mean Victor 
Valley Community Hospital, a California nonprofit public benefit corporation. 

II. 

The transaction approved by the Attorney General between Buyers and Seller consists of the 
Asset Sale Agreement dated October 29, 201 0, Amendment to Asset Sale Agreement dated 
December 23, 20]0, Interim Management and Lease Agreement dated on or about the time of 
the transaction closing, Good Faith Deposit Agreement dated December] 7, 2010, Limited 
Power of Attorney for Use of DEA Registration Numbers and DEA Order Forms dated on or 
about the time of the transaction closing, and any other documents referenced in Sections 1.5 and 
1.6 in the Asset Sale Agreement. Buyers and Seller shall fulfill the terms and conditions of the 
transaction. Buyers and Seller shall notify the Attorney General in writing of any proposed 
modification of the transaction, including a proposed modification or rescission of any of the 
abovc~cnumcrated agreements. Such notification shall be provided at least thirty (30) days prior 
to the effective date of such modification in order to allow the Attorney General to consider 

l'Olroughout this document, the term Victor Valley Community Hospital sha!l mean the general 
acute care hospital currently called Victor Valley Community Hospital (located at 15248 11th 
Street, Victorville, California), the Victor Valley Community Hospital Women 's Heal th Center 
and Outpatient Imaging, and any other clinics, laboratories, units, services, or beds included on 
the license issued to Victor Valley Community Hospital by the Cali forn ia Department of Public 
Health 10 operate Victor Valley Community Hospital, effective November 1, 2010, unless 
otherwise indicated. 
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whether the proposed modification affects the factors set forth in Corporations Code section 
5917. 

III. 

Buyers and all future owners or operators of Victor Valley Community Hospital shall be required 
to provide written notice to the Attorney General sixty (60) days prior to entering into any 
a&,'Teement or transaction to do either of the following: 

(A) Sell, transfer,lease, exchange, option, convey, or otherwise dispose of Victor Valley 
Community Hospital. 

(B) Transfer control, responsibility, or governance of Victor Valley Community Hospital. The 
substitution of a new corporate member or members of Buyers that transfers the control of, 
responsibility for or governance of Buyers shall be deemed a transfer for purposes of this 
condition. The substitution of one or more members of the governing body of Buyers, or any 
arrangement, written or oral, that would transfer voting control of the members of the governing 
body of Buyers, shall also be deemed a transfer for purposes of this Condition. 

IV. 

For five years from the date of the transaction closing, Buyers shall operate and maintain Victor 
Valley Community Hospital as a licensed general acute care hospital (as defined in California 
Health and Safety Code Section 1250) and shall maintain and provide the following health care 
servl ces: 

a) Twenty-four hour emergency medical services as currently licensed (minimum of 13 
Emergency beds/stations) with the same types and levels of services as currently provided2

; 

b) Intensive Care Services as currently licensed (minimum of 10 Intensive Care beds) with the 
same types and levels of services as currentl y provided; 

c) Obstetrical sen/ices as currently licensed (minimum of 9 Perinatal and 4 Labor, Delivery and 
Recovery beds) with the same types and levels of services as currently provided; 

d) Pediatric services as currently licensed (minimum of J6 Pediatric beds) with the same types 
and levels of services as currently provided; 

Buyers shall not place al l or any portion of its above-listed licensed-bed capacity in voluntary 
suspension or surrender its license for any of these beds. 

v. 
For five years from the date of the transaction closing, Buyers shall operate the Victor Valley 
Community Hospital Women 's Health Center and Outpatient Imaging and provide thc same 
types and levels of services as currently provided. 

2 The term "currently provided" means types and levels of services provided as of November 1, 
2010. 

2 



VI. 

For five years from the date of the transaction closing, Buyers shall cause Victor Valley 
Community Hospital , and any other related structures, to be in compliance with all requirements 
of a general acute care hospital under the Alfred E. Alquist Hospital Facilities Seismic Safety 
Act of 1983, as amended by the California Hospital Facilities Seismic Safety Act, (Health & SaL 
Code, § 129675-130070). 

VII. 

For five years from the date of the transaction closing, Buyers shall: 

a) Be certified to participate in the Medi-Cal program. 

b) Accept assignment of the Inland Empire Health Plan's current contract and amendments with 
Victor Valley Community Hospital, a California nonprofit publ ic benefit corporation, (which 
expires December 31,2011) and shall not terminate the contract without cause until a new 
contract has been entered into with the Inland Empire Health Plan, on the same tenus and 
conditions as other similarly-situated hospitals offering substantially the same services for Medi­
Cal, Healthy Families, Healthy Kids, and lnland Empire Health Plan's Medicare Special Needs 
Plan, to provide the same types and levels of emergency and non-emergency services at Victor 
Val ley Community Hospital to Medi-Cal beneficiaries as required in these Conditions, and shall 
maintain such a contract with the Inland Empire Health Plan; 

c) Provide the same types and levels of emergency and non-emergency services at Viclor Valley 
Community Hospital to Medi-Cal beneficiaries (Traditional Medi-Cal and Medi-Cal Managed 
Care) as required in these Conditions. 

d) Have a Medicare Provider Number to provide the same types and levels of emergency and 
non-emergency services at Victor Valley Community Hospital to Medicare beneficiaries (both 
Traditional Medicare and Medicare Managed Care) as required in these Conditions. 

VIII. 

For five years from the date of the transaction closing, Buyers sha1l maintain the following 
contracts and amendments, withou1 interruption of service or diminution in quality, unless 
tenninated for cause, and shall provide the same services specified in the contracts: San 
Bernardino County Superintendant of Schools- Regional Occupational Program Agreement for 
Affiliation; San Bernardino County Department of Public Health-Automated Birth Registration 
Program (Automated Vital Statistics System); County of San Bernardino Department of Child 
Support Services~Paternity Opportunity Program Agreement; County of San Bernardino 
Transitional Assistance Department-Outstationed Medi-Cal Eligibility Worker Services; Inland 
Counties Emergency Medical Agency-Hospital Preparedness Program; Hospital Association of 
Southern California Restatement ofReddinet Master Agreement-Emergency Communications 
System; and County of San Bernardino Arrowhead Regional Medical Center-Medically lndigent 
Adult Medical Care Program. 
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IX. 


For five years from the date of the transaction closing, 'Buyers shall provide an annual amount of 
Charity Care (as defined below) at Victor Valley Community Hospital equal to or greater than 
$1,380,000 (the "Minimum Charity Care Amount"). FOT purposes hereof, the term "Charity 
Care" shall mean the amount of charity care costs (not charges) incurred by Buyers in connection 
with the operation and provision of services at Victor Valley Community Hospital . The 
definition and methodology for calculating "charity care" and the methodology for calculating 
"cost" shall be the same as that used by the California Office of Statewide Health Planning and 
Development ("OSHPD") for annual hospital reporting purposes .) Buyers shall use charity care 
and collection policies that comply with Federal and California law. Creation of, and any 
subsequent changes to, the charity care and collection policies and charity care services provided 
at Victor Valley Community Hospital shall be decided upon in conjunction with input from the 
Local Governing Board referenced in Condition XIL 

Buyers ' obligation under this condition for the period from the transaction closing date through 
the end of Buyers' first fiscal year following the transaction closing date shall be prorated on a 
daily basis if the transaction closing date is a date other than the first day of Buyers' fiscal year. 

For each calendar year after 2011, the Minimum Charity Care Amount shall be increased (but 
not decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months 
Percent Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84=100" (CPI-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of Charity Care provided by Buyers at Victor Valley Community Hospital 
for any calendar year is less than the Minimum Charity Care Amount (as adjusted pursuant to the 
above-referenced Consumer Price Index) required for such year, Buyers shall pay an amount 
equal to the deficiency to the "Victor Valley Community Hospital Health Fund" specified in 
Condition XV. Buyers shall pay the deficiency described in the preceding sentence not more 
than four (4) months fo llowing the end of such calendar year. 

X. 

For five years from the date of the transaction closing, Buyers shall provide community benefit 
services al Victor Valley Community Hospital at an annual cost of$27,500 (hereafter "the 
Minimum Community Benefit Services Amount"). Community benefit commitments shall be 
decided upon in conjunction with input from the Local Governing Board referenced in Condition 
XU. 

3 OSHPD defines charity care by contrasting charity care and bad debt. According 10 OSHPD, 
"the determination of what is classified as ... charity care can be made by establishing whether or 
not the patient has the ability to pay. The patient 's accounts T!;ceivable muSl be written off as 
bad debt if the patient has the ability but is unwilling to pay off the account." 
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The Minimum Community Benefit Services Amount shall be annually increased (but not 
decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months Percent 
Change: Aliltems Consumer Price Index fo r All Urban Consumers in the Los Angeles­
Riverside·Orange County Consolidated Metropolitan Statistical Area Base Period: 1982· 
84=100" (CPJ·LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of community benefit services provided by Buyers at Victor Valley 
Community Hospital for any year is less than the Minimum Community Benefit Services 
Amount (as adjusted pursuant to the above·referenced Consumer Price Index) for such year, 
Buyers shall pay the deficiency to the "Victor Valley Community Hospital Health Fund" 
specified in Condition XV. Buyers shall pay the deficiency described in the preceding sentence 
not more than four (4) months following the end of such calendar year. 

Xl. 

For five years from the date of the transaction closing, Buyers shall spend no less than 
$25,000,000 at Victor Valley Community Hospital for capital improvements, equipment, 
information technology, infrastructure improvements, and/or working capital; of said amount, no 
less than SI5,000,000 shall be designated for capital improvements, equipment, information 
technology, infrastructure improvements at V ictor Valley Community Hospital. For calendar 
years 20 11, 2012 and 20J 3, Buyers shall spend no less than $4,000,000 per year for capital 
improvements, equipment, information technology, and infrastructure improvements at Victor 
Valley Community Hospital. Buyers shall consult with the Local Governing Board, referenced 
in Condition XlI, prior to spending funds for capital improvements, equipment, information 
technology, and infrastructure improvements . 

XII. 

For five years from the date of the transaction closing, Buyers shall maintain a Local Governing 
Board, as set forth in Section 5.8 of the Asset Sale Agreement. (Exhibit 1) Said Board should 
include physicians from the medical staff at Victor Valley Community Hospital, the Chief of 
Staff at Victor Valley Community Hospital, and community representatives from Victor Valley 
Community Hospital's service area (as described on page 24 of the Healthcare Impact Report 
authored by Medical Development Specialists, dated December 1, 2010 and attached here to as 
Exhibit 2). In addition to the duties of the Local Governing Board designated in Section 5.8 of 
the Asset Sale Agreement, Buyers shall consult with the Local Governing Board prior to 
spending funds for capital improvements, equipment, information technology, and infrastructure 
improvements, making any withdrawals from the separate interest·bearing bank account required 
in Condition XIV, making any changes to medical services, making any changes to community 
benefit programs, and making any changes to the charity care and collection policies and charity 
care services provided at Victor Valley Community Hospital. Such consultation shall occur at 
least thirty (30) days prior to the effective date of such changes or actions unless done so based 
upon an emergency. The LocaJ Governing Board shall also approve any rep0l1s submitted to the 
Attorney General regarding compliance wi th these Conditions. 

5 




XIII. 


Within 30 days of the date of the transaction closing, Seller shall transfer all remaining restricted 
charitable funds held by Victor Valley Community Hospital, a California nonprofit public 
benefit corporation, to "The Community Foundation Serving Riverside and San Bernardino 
Counties," a. California nonprofit public benefit corporation, to be use~ in accordance with the 
purposes for which said funds are restricted. 

XIV. 

Within 30 days of the date of the transaction closing, Buyers shal l deposit and maintain an 
ongoing fund balance of $3 million in a separate interest-bearing bank account, to be used only 
for emergency operating and capital needs of Victor Valley Community H ospital, until such time 
as Victor Valley Community Hospital achieves operating self-sustainability, demonstrated by: 1) 
a positive "Adj usted Net Revenue" per the calculation and m ethodology shown in Exhibit 3 (i .e., 
an "Adjusted Net from Operations" that is greater than 5% of Total Operating Revenue), for 
three consecutive quarters, and 2) a positiv.e cash flow shown by the total cash collections by 
Victor Valley Community Hospital for categories related to Net Patient Revenue, as defined by 
OSHPD, are equal to or greater than Net Patient Revenue, as defmed and reported to OSHPD, 
for three consecutive quarters. The Local Governing Board referenced in Condition XII, shall be 
consulted prior to any withdrawals. Withdrawals are limited to $1.5 million for any quarter. 
Any withdrawals must be redeposited into the account within 30 days of the date the withdrawal 
is made. Within 14 days of the end of each quarter, Buyers shall provide to the Attorney General 
quarterly reports including, but not limited to, statements concerning this account from the bank 
in which the separate interest~bearing bank account is established. Once Victor Valley 
Community Hospital achieves operating self~sustainabil ity as defmed herein and proof is 
provided to the Attorney General, the Attorney General will release Buyers from the requirement 
to maintain this ongoing fund. 

xv. 

As soon as practicable, but no more than sixty (60) days after entry of an order closing the 
bankruptcy matter entitled In re: VICTOR VALLEY COMMUNITY HOSPITAL (U.S. 
Bankruptcy Court, Central Districts, Riverside Division Case No. 6: IO~39537 CB), Seller 
shall transfer all net proceeds from the transaction (expected to be $1,700,000) and any 
unrestricted charitable assets (expected to be $320,325) to the "The Community Foundation 
Serving Riverside and San Bernardino Counties" for deposit in a Donor~Advised Pass~Through 

Fund called "Victor Valley Community Hospital Health Fund" for the purpose of making grants 
to chari table healthcare fac ilities and clinics exempt from taxation pursuant to IRe §50 1 (c )(3) to 
provide healthcare services to residents in Victor Valley Community l-lospital ' s service area (1] 
ZIP codes) as described on page 24 or tbe Healthcare Impact Report authored by Medical 
Development Specialists, dated December 1, 2010. (Exhibit 2) These funds shall be maintained 
and used for a period of at least five years but not more than 1 () years from the date of the 
transaction closing. Seller shall select the initial members of the Advisory Committee to the 
Donor~Advised Pass:fbrough Fund which wi!! include the Vice-President of Grant Programs of 
"The Community Foundation Serving :Riverside and San Bernardino Counties." 
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XVI. 


Within 30 days of the date of the transaction closing, Buyers shall deposit the sum of $3 million 
in a separate interest-bearing blocked bank or other financial institution account satisfactory to 
the Attorney GeneraL Such account shall be held by the bank or other financial institution in 
trust for th~ benefit afuThe Community Foundation Serving Riverside and San Bernardino 
Counties." The owner of the account shall be the bank or other fmancial institution. The 
beneficiary oftbe account shall be "The Community Foundation Serving Riverside and San 
Bernardino Counties." Buyers shall retain no interest in the account other than the reversionary 
interest described below. The initial $3 million deposit and any interest earned shall be retained 
in the separate interest-bearing blocked account until the earlier of the following: (J) April 30, 
2016, (2) the date on which the Buyers close, sell, transfer, lease, exchange, option, convey. or 
otherwise dispose of Victor Valley Community Hospital, or (3) the date on which Buyers file for 
bankruptcy. if on or before April 30,2016, Buyers close, sell, transfer,lease, exchange, option, 
convey, or otherwise dispose of Victor Valley Community Hospital or file for banlauptcy, the 
funds held in the account shall be paid, at the direction of "The Community Foundation Serving 
Riverside and San Bernardino Counties," to the Victor Valley Community Hospital Health Fund, 
as described in Condition XIV, for the uses specified therein. If on or before April 30, 2016, 
Buyers have not closed, sold, transferred, leased, exchanged, optioned, conveyed, or otherwise 
disposed ofVictor Valley Community Hospital, or filed for bankruptcy, Buyers shall be entitled 
to request return of the funds in the account after April 30, 2016. Within 14 days of the end of 
each quarter, Buyers shaH provide to the Attorney General quarterly reports that include, but are 
not limited to, statements concerning this account from the bank or financial institution in which 
the separate interest~bearing blocked account is established. 

XVII. 

For five years from the date of the transaction closing, Buyers shall submit to the Attorney 
General, no later than four (4) months after the conclusion of each calendar year, a report 
describing in detail its compliance with each Condition set forth herein including, but not limited 
10, an itemization and the actual costs of the capital improvements, equipment, information 
technology, and infrastructure improvements. The Chief Executive Officers and Chief Financial 
Officers of Buyers shaU certify that the report is true and correct and provide documentation of 
approval by the Local Governing Board for Victor Valley Community Hospital. 

XVIII. 

At the request of the Attorney General, Buyers and Seller shall provide such information as is 
reasonably necessary for the Attorney General to monitor compliance with the terms and 
conditions of the transaction as set forth herein. The Attorney General shall, at the request of a 
party and to the extent provided by law, keep confidential any infonnation so produced to the 
extent that such information is a trade secret, or is privileged under state or federal law, or ifthe 
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure. 
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XIX. 


The Attorney General reserves the right to enforce each and every Condition set forth herein 10 

the fullest extent provided by law. Pursuant to Government Code section 12598, the Attorney 
General's office shall also be entitled to recover its attorney fees and costs incurred in remedying 
each and every violation. 
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Operational Closing Date or such more liberal Dr generous policies and practices on charity care 
as Purchasers may have in effect Dr implement from time to time, (b) continue to provide care to 
indigent and low-income patients at levels similar to or more generous than those historically 
provided by the Hospital and (c) assure access to high-quality healthcare services to all persons 
seeking medical care, regardless of their ability to pay. 

5.7 Medical Staff. To ensure continuity of care in the community, Purchasers agree 
that the Hospital's medical staff members in good standing as of the Effective Time shall 
maintain medical staff privileges at the Hospital as of the Effective Time. On and after the 
Effective Time, the medIcal staff will be subject to the Hospital's Medical Staff Bylaws then in 
effect. 

5.8 Local Governing Board. 

(a) lmmediately after the Effective Time, PW'chasers shall form a local 
governing board at the Hospital in accordance with the terms of this Section 5.8. Such local 
governing board shall be an advisory comminee to the board of directors of Purchasers 
comprised of medical staff members, community leaders and the Hospital's Chief Executive 
OffIcer. The local governing board shall be subject to the authority of Purchasers' board of 
directors and the terms of Purchasers' Articles ofIncorporation, Bylaws and other organizational 
documents. The individuals on the local governing board should (i) represent the Hospi tal in the 
community and represent the views of the community to the local governing board in its 
deliberations, (ii) participate in Purchasers' community outreach programs and (iii) supervise the 
Hospital's charity care policies and practices. 

(b) The local governing board of the Hospital shall have responsibilities that 
are consistent with similar local governing boards at other hospitals, or in other markets, 
respectively, which are owned directly or indirectly by affiliates of Purchasers. Purchasers shall 
consult with Seller or a successor established by Seller as to the appointment of community 
members to serve as members of the local governing board. 

5.9 Capital Expenditures. During the period commencing on the Operational Closing 
Date and ending on the five (5) year anniversary date of the Closing, Purchasers agree that they 
will invest no less than Twenty-Five Million Dollars ($25,000,000.00) for capital improvements, 
equipment, information teclmology, infrastructure improvements, andlor working capital at the 
Hospital with no less than Fifteen Million Dollars ($15,000,000.00) of said amount being spent 
on capital improvements, equipment, information technology, and infrastTucture improvements. 

5.10 Maintenance of Services. Purchasers agree that following the Closing, Purchasers 
will operate the Hospital as a licensed acute care hospital with essential services including labor 
and delivery, and open and accessible emergency departments. Obstetrics and pediatrics services 
shall be maintained by Purchasers at the hospital facility for five years following the Closing, 
proVided, however, that Purchasers have not yet entered into an y agreements to provide such 
services or agreed on any particular rates. 
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VICTOR VALLEY COMMUNITY HOSPITAL SERVICE AREA ANALYSIS 

Victor Valley Community Hospital's Service Area Definition 

The Hospital's service area is composed of 11 ZIP Codes, from which approximately 86% of the 
Hospital ' s discharges originated in 2009. Almost 57% of the Hospital's discharges were from 
the top four ZIP Codes, located in Victorville, Hesperia, and Adelanto. 

r- - -SER~IC~.~I'II.1]E!frORIGIN~RKETCS..H~i~CC:lI)l5=_~~D~ - ----, 
, . VVC-H '%o m '''/o:of ' - ,:oml ": -Market ' 
! irP"Codes ':"-· ...Com"muni£y',' - !lIschar:ges Discharges ";Discharge's .'Dlschar,9~~-' ;5fll'ir.e . 

92345 Hesperia 1.270 17.9% 17.9% 9,193 14% 

92392 Victorville 1.131 16.0% 33.9% 6.573 17% 
92395 Victorville 843 11 .9% 45.8% 4 .409 19% 
92301 Adelanto 778 11 .0% 56.8% 3.174 25% 
92307 Apple Valley 611 8.6% 65.4'% 5.032 12% 
92308 Apple Valley 547 7.7% 73.1% 4.904 11% 
92394 Victorville 542 7.6% 80.8% 2.603 21% 
92371 Phelan 138 1.9% 82.7% 1.025 13% 

92356 Lucerne Valley 108 1.5% 84.2% 836 13% 

92344 Hesperia 90 1.3% 85.5% 1.256 7% 

92368 Oro Grande 23 0.3% 85.8% 103 22% 
Sub Total 6.160 85.8% 39,843 15.5% 
Other ZIPs 177 14.2% 100% 

Total 7,085 100% 
Source: OSHPD Patient Discharge Database 

M:)5
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Condition XIV: Calculation of Ad iusted Net Revenue (FN 1.) 

FISCAL YEAR 
 2nd QTR 
2009 
 2010 

Total Operating Revenue $ 56,561,319 
 $ 14,969,074 
Minus Total Operating Expenses $ (55,256,254) 
 $ (15,603,030) 

Equals Net f rom Operations $ 1,305,065 $ (633,956) 
Minus Provision for Bad Debts $ (7,817,703) $ (1,706,554) 

Plus Amonization and Depreciation (FN 2.) $ 1,749,268 $ 588,600 

Equals Ad justed Net from Og;erations $ (4,763,370) 
 $ (1,751,910) 


Adjusted Net from Operations $ (4,763,370) $ (1,751,910) 
Minus 5% of Total Operati ng Revenue $ (2,828,066) $ (748,454) 

Equals Adjusted Net Revenue $ (7,591,436) $ (2,500,364) 

Fn. I: The defmition and methodology for calculating the terms in bold 
shan be the same as that used by the Califomia Office of Statewide 
Health Planning and Development ("OSHPD") for annual hosp ital 
reponing purposes. The amounts used for the terms in bold shall be the 
same as those reported to OSHPD on a quarterly basis (Quarterly 
Financial Data). The FY 2009 figures were based upon the FY 2009 
OSHPD Annual Financial Disclosure Report and Independently Audited 
Financial Statements dated September 30, 2009. 

fn.2: Amortization and Depreciation shall be obtained from the 
internally prepared quarterly financial statements using methods 
acceptable under Generally Accepted Accounting Principles. 
Amortization and Depreciation can only be added back in if the Total 
Operating Expenses reported to OSHPD included Amortization and 
Depreciation. TIle defll1ition and methodology for calculating the term 
"Depreciation" shall be the same as thai used by OSHPD for annual 
hospital reporting purposes. 
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Exhibit B 
To Security Agreement 


Conditional Approval to the Fourth Amendment to ASA 


(See Attached) 
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"',,;~"...•'. 
KAMALA D. HARRIS State ofCalifornia 

''''..
Attorney General DEPARTMENT OF JUSTICE •300 SOUTH SPRING STREET, SUITE 1702 

LOS ANGELES, CA 90013 

Public: (213) 897-2000 
Telephone: (213) 897-2178 
Facsimile: (213) 897-7605 

E-Mail: wendi.horwi!Z@doj .ca.gOY 
May 12,2011 

Sent bv Internet and U.S. Mail 
Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Ange les, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller. Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a Cal ifornia limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following: 

I. The transaction must closc on or before June 1, 2011. 

2. Section (2) (c) and (2) (d) of the Emergency Fund Note must state in full as follows : 

"(c) Mandatory Prepayment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 2011, received by Obligors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 mill ion of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation app lies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 201 1, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable term of the QAF Legislation. Such prepayments shall be 
made within ten (1 0) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Princ ipal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 

mailto:wendi.horwi!Z@doj.ca.gOY


Charles E. Slyngstad 
May 12, 2011 
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Cd) Voluntary Prepayment. In any case, this Note may be pre-paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first , in payment of any fees and costs payable by Obligors to Holder under this Note, secondly, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhibit 1.) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" for the Emergency Fund Note. (See Exhibit 1.) 

4. Buyers and Seller must execute all documents attached as Exhibit 1 on or before June I, 
2011. 

5. The following clarifications are made to the referenced tenus in the Conditions 
incorporated in the Attorney General's Decision dated December 29, 2010: 

a. The use of the term "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring immediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgeted expenses." 

b. With respect to Condition XIV, the Attorney General agrees to also release 
Buyers from the requirement to maintain the fund at any time after five years from the date of the 
transaction closing, whether or not self-sustainabiJity has been achieved. 

c. With respect to Condition XIV, total withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a California bank or a Cal ifornia branch of a National bank. 

e. The tenn "April 30, 2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date of the transaction closing." 

f. With respect to Condition XVI, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank or California financial institution or a California branch of a National bank or 
National financial institution. 

g. Assignment pursuant to Condition VIICb) can be accomplished as follows: Before 
the transaction closes, (1 ) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and IEHP Hcalth Access , to become effective on the date on which Buyers are issued 
a license to operate Victor Valley Community Hospital as a general acute care hospital by the 



Charles E. Slyngstad 
May 12, 2011 
Page 3 

California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current IEHP and IEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that IEHP and IEHP Health 
Access at all times remain contracted with the owners of Victor Valley Community Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing~ 

h. Any references to a contract with IEHP in Condition VnCb) shall mean a contract 
with IEHP and IEHP Health Access . 

Sincerely, 

[Original Signed] 

WEND! A. HORWITZ 
Deputy Attorney General 

For KAMALA D. HARRIS 
Attorney General 

cc: Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (via Internet) 



Exhibit C 

To Security Agreement 


DEPOSIT ACCOUNT CONTROL AGREEMENT 

(Blocked Fund) 


This Deposit Account Control Agreement (the "Agreement") is made and entered into as 
of , 2011, by and among , a 
("BanklFinancial Institution"), VICTOR VALLEY HOSPITAL REAL ESTATE, LLC, a 
California limited liability company and VICTOR V ALLEY HOSPITAL ACQUISITION, INC., 
a California corporation (each, a "Debtor" and, collectively, the "Debtors"), and VICTOR 
VALLEY COMMUNITY HOSPITAL, a California nonprofit public benefit corporation (the 
"Secured Party"), who agree as follows: 

I. Recitals. This Agreement is made with reference to the following facts and 
circumstances: 

(a) Secured Party, as Selier, and Debtors, as Purchasers, are parties to that certain 
Asset Sale Agreement, dated as of October 29, 2010 (together with all amendments thereto, 
collectively, the " ASA") under which Secured Party sold to Debtors and Debtors purchased from 
Secured Party certain property and assets, all as more particularly described in the ASA. 

(b) The sale of the property and assets pursuant to the ASA was subject to the consent 
of the Attorney General of the State of California (the "Attorney General"), and, on December 
29, 2010, the Attorney General conditionally consented to the sale subject to the Attorney 
General's "Conditions to Approval of Sale of Victor Valley Community Hospital", a copy of 
which is attached hereto as Exhibit 1, and on May 12,201 1 issued its conditional approval to the 
Fourth Amendment to ASA, a copy of which is attached hereto as Exhibit 2 (together with any 
modifications thereto, collectively. the "Conditions to Approval"), . 

(c) Among the conditions imposed by the Attorney General in the Conditions to 
Approval was Condition XVI (the "Blocked Fund Condition") whereby the Debtors were 
required to deposit and maintain an ongoing balance of$3,OOO,000 in a separate interest-bearing 
account with a bank or financial institution satisfactory to the Attorney General, all as more 
particularly set forth in the Blocked Fund Condition. 

(d) Debtors have now established Account No. (the "Deposit 
Account") with BanklFinanciallnstitution and have made the $3,000,000 deposit to the Deposit 
Account as required by the Blocked Fund Condition. 

(e) In connection with the purchase of the property and assets pursuant to the ASA, 
Debtors gave a Blocked Fund Note (the "Note"), dated May 31, 2011, to Secured Party in 
exchange for a $3,000,000 reduction in the cash portion of the purchase price payable to Secured 
Party for the property and assets under the ASA, thereby enabling Debtors to fund the Deposit 
Account. 
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(f) The parties hereto are entering into this Agreement in order to set forth their 
respective rights and duties with respect to the Deposit Account and all funds on deposit therein 
from time to time. 

2. Security Interest. Pursuant to a Security Agreement dated as of the date hereof, Debtors 
have pledged and granted to Secured Party a continuing security interest in (i) the Deposit 
Account, (ii) all funds on deposit in the Deposit Account, (iii) all interest accruing thereon, (iv) 
all renewals and replacements thereof (whether or not any such renewal or replacement is 
evidenced by a certificate or other evidence of deposit), (v) any and all certificates of deposit or 
other instruments that may constitute a part of or an investment of funds in, or that may replace 
all or any part of, the Deposit Account, and (vi) all proceeds of any of the foregoing. 

3. Control of Deposit Account. The Deposit Account shall be under the sole dominion and 
control of Secured Party and BanklFinancial Institution will comply with Secured Party's 
instructions directing disposition of the funds in the Deposit Account without the necessity of 
consent by Debtors; provided however, that BanklFinancial Institution shall provide the Debtors 
and the Attorney General with at least ten ( 10) days' advance written notice (including a copy of 
the applicable Secured Party's instructions) before honoring any instructions by Secured Party 
which would result in disbursement or depletion of any of the funds held in the Deposit Account. 

4. Statements and Other Information. Upon Secured Party's request, BanklFinancial 
Institution shall provide Secured Party with copies of the regular monthly bank statements 
provided to Debtors and such other information relating to the Deposit Account as shall 
reasonably be requested by Secured Party. BanklFinancial Institution shall also deliver a copy of 
all notices and statements required to be sent to Debtors pursuant to any agreement governing or 
related to the Deposit Account to Secured Party at such times as provided therein. 

5. Fees. Debtors agree to pay all service charges, transfer fees, account maintenance fees 
and other fees and charges (collectively, "Fees'') o f BanklFinanciaI Institution in connection with 
the Deposit Account and this Agreement. Secured Party shall not have any responsibility or 
liability for the payment ofany Fees. 

6. Setoff. Bank/Financial Institution agrees that it will not exercise or claim any right of 
setoff or security interest or banker's lien against the Deposit Account or any funds on deposit 
therein, and until all amounts owing to Secured Party under the Note have been irrevocably paid 
to Secured Party, BanklFinanciaJ Institution waives any such right or lien that it may have 
against the Deposit Account or any funds on deposit therein. 

7. Exculpation of BanklFinancial Institution; Indemnification. Debtors and Secured Party 
agree that Bank/Financial Institution shall have no liability to any of them for any loss or damage 
that they or any of them may claim to have suffered or incurred, either directly or indirectly, by 
reason of this Agreement or any transaction or service contemplated by its provisions, unless 
occasioned by the negligence or wiIlful misconduct of BanklFinancial Institution. In no event 
shall BanklFinancial Institution be liable for losses or delays resulting from computer 
malfunction, interruption of communication facilities, labor difficulties, fire or other casualty, or 
other causes beyond BanklFinancial Institution's reasonable control or for indirect, special or 
consequential damages. Debtors, and each of them, agree to indenmify BanklFinanciaI 
Institution and hold it harmless from and against any and all claims, losses, damages, liabilities, 
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actions, judgments costs and expenses (including reasonable attorneys' fees and costs). other 
than those resulting from Bank/Financial Institution's negligence or willful misconduct, which 
BankfFinancial Institution may suffer or incur as a result of any transaction conducted or service 
performed as contemplated by this Agreement or as a result of BanklFinancial Institution's 
compliance with the terms of this Agreement. 

8. Termination. This Agreement may be terminated by Debtors only upon delivery to 
Bank/Financial Institution of a written notification jointly executed by Debtors and Secured 
Party. This Agreement may be terminated by Secured Party at any time, with or without reason 
or cause, upon its delivery of written notice to Debtors and Bank/Financial Institution. This 
Agreement may be terminated by BanklFinanciallnstitution at any time on not less than 30 days' 
prior written notice delivered to Debtors and Secured Party. Upon delivery or receipt of such 
notice of termination to or by Bank/Financial Institution, BanklFinaneial Institution will 
immediately transmit to such account as Secured Party may direct all funds, if any, then on 
deposit in, or otherwise to the credit of, the Deposit Account. 

9. Irrevocable Agreements. Debtors acknowledge that the agreements made by them and 
the authorizations granted by them in Sections 2 and 3 are irrevocable and that the authorizations 
granted in Sections 3 and 4 are powers coupl ed with an interest. 

10. Notices. Any notice. demand or communication required, pennitted, or desired to be 
given hereunder shall be deemed effectively given when personally delivered, when received by 
telegraphic or other electronic means (including facsimile) or overnight courier, or five (5) 
calendar days after being deposited in the United States mail , with postage prepaid thereon, 
certified or registered mail, return receipt requested, addressed as follows: 

If to Secured Party: Victor Valley Community Hospital 
15428 II" Stree, 
Victorville, California 92392 
Attention: Chief Executive Officer 
Facsimile No. (760) 843-6020 

If to Debtors: Victor Valley Hospital Acquisition, Inc. 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No.: (951) 782-8850 

Victor Valley Hospital Real Estate, LLC 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No.: (951) 782-8850 
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If to Bank/Financial 
Institution: 

Attention: ,---_________ 

Facsimile No.: ________ 


A copy of any notices to 
Secured Party, Debtor, or 
BanklFinanciallnstitution 
shall also be provided to: Wendi Horwitz 

Deputy Attorney General 
Department of Justice 
Office of the Attorney General 
300 S. Spring St., Suite 1702 
Los Angeles, CA 90013 
Facsimile No.; (213) 897-7605 

or at such other address as one party may designate by notice hereunder to the other parties. 

11 . Severability of Provisions. Any provision of this Agreement that is invalid, illegal or 
unenforceable shall be ineffective to the extent of such invalidity, illegality or unenforccability 
without invalidating, diminishing or rendering unenforceable the rights and obligations of the 
parties under the remaining provisions of this Agreement. 

12. Successors and Assigns. Except as otherwise expressly provided in this Agreement, the 
provisions of this Agreement shall inure to the benefit of, and be binding upon, the successors 
and assigns of the parties to this Agreement; provided, however, no assignment of this 
Agreement or of Debtors' rights or obligations hereunder may be made by Debtors, or either of 
them, at any time. The Secured Party may transfer its rights and duties under this Agreement 
only to a transferee to which all of Secured Party's rights and duties under the Security 
Agreement are also concurrently transferred, as permitted under the Security Agreement. 

13. Amendments and Waivers. No term or provision of this Agreement may be amended, 
altered, modified or waived orally or by a course of conduct, but only by an instrument in writing 
signed by a du1y authorized official, officer or representative of the party against which 
enforcement of such amendment., alteration, modification or waiver is sought. Any amendment, 
alteration, modification or waiver shall be for such period and subject to such conditions as shall 
be specified in the written instrument effecting the same. Any waiver shall be effective only in 
the specific instance and for the purpose for which given. This Agreement does not amend or 
otherwise modify any of the other agreements between the Debtors and the Secured Party 
including without limitation the ASA, the Note or the Security Agreement. 

14. Counterparts. This Agreement may be executed in several coWlterparts, each of which 
shall be deemed an original, but all of which together shall constitute one and the same 
instrument. 
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IS. Headings. The various headings of this Agreement are for convenience of reference 
only, shall not affect the meaning or interpretation of this Agreement, and shall not be considered 
in construing this Agreement. 

16. Governing Law. This Agreement shall be governed and construed in accordance with the 
laws of the State of California. 

17. Coordination With Conditions to Approval. Etc .. Notwithstanding any other provision in 
this Agreement, nothing in this Agreement is intended to, or will, alter the treatment of the 
Blocked Fund in compliance with the requirements of the Blocked Fund Condition and the 
Conditions to Approval and in the event of any conflict between the terms of this Agreement and 
the terms of the Blocked Fund Condition or the Condition to Approval, the terms of the Blocked 
Fund Condition and the Conditions to Approval shall control. Secured Party agrees to exercise 
its control over the Deposit Account only as is consistent with and in compliance with the 
Security Agreement, the Note and the tenns of the Blocked Fund Condition and the Conditions 
to Approval. 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK 
SIGNATURES ARE ON THE FOLLOWING PAGEl 
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IN WI1NESS WHEREOF, this Agreement has been duly executed by the parties set 
forth below as of the due first written above. 

DEBTORS: 

Victor Valley Hospital Real Estate, LLC, a 
California limited liability corporation 

By:_ __________ _ _ 
Name: 
Title: ------------ ­

Victor Valley Hospital Acquisition, Inc., a 
California corporation 

By:___ _ _ _____ _ _ 
Name: 
Title: - -----------­

SECURED PARTY: 

Victor Valley Community Hospital, a California 
corporation 

By:,_ _ ___ _ _ _ ____ _ 
Name: ___ _ ___ ____ _ 
Its: ___ _ ___ ______ 

BANK: 


By: _ _________ _ _ 


Name:
Title: ------------ ­
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Exhibit I 

To Deposit Account Control Agreement 


Conditions to Approval of Sale of Victor Valley Community Hospital 


(See Attached) 
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EDMUND C. BROWN JR. 
Attorney Generlll 

State of California 

DEPARTMENT OF JUSTICE 


300 SOUTI rSPRfNG STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897-2000 
Telephone: (213) 897-2178 
Facsimile: (2 13) 897-7605 

E-Mail: wendi.horwilZ@doj .ca.gov 

December 29, 2010 

Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospi tal 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally consents. pursuant to Corporations Code 
section 5914 ef seq., to the sale of Victor Valley Community Hospital to Victor Valley Ilospital 
Real Estate, LLC, a California limited liability corporation, and Victor Valley Ilospital 
Acquisition, Inc., as set forth in the Notice filed on November 19, 2010. Corporations Code 
section 5917 and section 999.5, subdivision (f), of title II of the California Code of Regulations, 
set forth factors that the Attorney General must consider in determining whether to consent to a 
proposed transaction benveen a nonprofit corporation and a for-profit corporation or entity. The 
Attorney General has considered such factors and consents 10 the proposed transaction subject to 
the attached conditions, which are incorporated by reference herein . 

Thank you for your cooperation and that of your client and the purchasers throughout the 
review process. 

Sincerely. 

[Original Signed1 

WEND! A. HORWITZ 
Deputy Anomey General 

For EDMUND G. BROWN JR. 
Anomcy General 

Attachment 
cc: Bill Thomas, Esq. 
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Conditions to Approval of Sale of Victor Valley Community Hospital 

l. 

For the purposes of these conditions, and unless the context indicates otherwise, the term 
"Buyers" shall mean Victor Valley Hospital Real Estate. LLC, a California limited liability 
corporation, and Victor Valley Hospital Acquisition, Inc. , a California for-profit corporation, the 
proposed acquirers of Victor Valley Community Hospital!, any other subsidiary, parent, general 
partner, affiliate, successor, or assignee of Victor Valley Hospital Real Estate, LLC or Victor 
Valley Hospital Acquisition, Inc., any entity succeeding thereto by consolidation, merger or 
acquisition of aU or substantially all of the assets of Victor Valley Community Hospital or the 
real property on which Victor Valley Conununity Hospital is located, any entity owned by the 
Buyers that subsequently becomes the owner or licensed operator of Victor Valley Community 
Hospital or owner of the real property on which Victor Valley Community Hospital is located, 
any entity that owns Buyers that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Conununity 
Hospital is located, any future entity that purchases Victor Valley Community Hospital or the 
real property on which Victor Valley Community Hospital is located from Buyers, and any entity 
owned by a future purchaser that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located. These conditions shall be legally binding on any and all current and future 
owners or operators of Victor Valley Community Hospital and owners of the real property on 
which Victor Valley Community Hospital is located. The term "Seller" shall mean Victor 
Valley Community Hospital, a California nonprofit public benefit corporation. 

II. 

The transaction approved by the Attorney General between Buyers and Seller consists of the 
Asset Sale Agreement dated October 29, 2010, Amendment to Asset Sale Agreement dated 
December 23, 2010, Interim Management and Lease Agreement dated on or about the time of 
the transaction closing, Good Faith Deposit Agreement dated December 17 ,2010, Limited 
Power of Attorney for Use of DEA Registration Numbers and DEA Order Forms dated on or 
about the time of the transaction closing, and any other documents referenced in Sections 1.5 and 
] .6 in the Asset Sale Agreement. Buyers and Seller shall fulfill the terms and conditions of the 
transaction. Buyers and Seller shall notify the Anorney General in writing of any proposed 
modification of the transaction, including a proposed modification or rescission of any of the 
above-enumerated agreements. Such notification shall be provided a1 least thirty (30) days prior 
to the effective date of such modification in order to allow the Attorney General to consider 

lThroughout this document, the term Victor Valley Community F!ospita] shall mean the general 
acute care hospital currently called Victor Valley Community Hospital (located at 15248 1] th 
Street, Victorville, California), the Victor Valley Community Hospital Women's Health Center 
and Outpatient Imaging, and any other clinics, laboratories, units, services, or beds included on 
the license iSSll;Cd to Victor Valley Community Hospital by the California Department of Public 
Health to operate Victor Valley Community Hospital, effective November 1,2010, unless 
otherwise indicated. 
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whether the proposed modification affects the factors set fOith in Corporations Code section 
5917. 

III. 

Buyers and all future owners or operators of Victor Valley Community Hospital shall be required 
to provide written notice to the Attorney General sixty (60) days prior to entering into any 
agreement or transaction to do either of the following: 

(A) Sell, transfer. lease, exchange. option, convey, or otherwise dispose of Victor Valley 
Community Hospital. 

(B) Transfer control, responsibility, or governance of Victor Valley Community Hospital. The 
substitution of a new corporate member or members of Buyers that transfers the control of, 
responsibility for or governance of Buyers shall be deemed a transfer for purposes of this 
condition. The substitution of one or more members of the governing body of Buyers, or any 
arrangement, written or oral, that would transfer voting control of the members of the governing 
body of Buyers, shall also be deemed a transfer for purposes of this Condition. 

IV. 

For five years from the date of the transaction closing, Buyers shall operate and maintain Victor 
Valley Community Hospital as a licensed general acute care hospitaJ (as defined in California 
Health and Safety Code Section 1250) and shall maintain and provide the following health care 
services: 

a) Twenty-four hour emergency medical services as currently licensed (minimum of 13 
Emergency beds/stations) with the same types and levels of services as currently provided2

; 

b) Intensive Care Services as currently licensed (minimum of 10 Intensive Care beds) with the 
same types and levels of services as currently provided; 

c) Obstetrical services as currently licensed (minimum of9 Perinatal and 4 Lahor, Delivery and 
Recovery beds) with the same types and levels of services as currently provided; 

d) Pediatric services as currently licensed (minimum of 16 Pediatric beds) with the same types 
and levels of services as currently provided; 

Buyers shall not place all or any portion of its above-listed licensed-bed capacity in voluntary 
suspension or surrender its license for any of these beds. 

V. 

For five years fTOm the date of the transaction closing, Buyers shall operate the Victor Valley 
Community Hospital Women's Health Center and Outpatient Imaging and providc the same 
types and levels of services as currently provided. 

2 The term "currently provided" means types and levels of services provided as ofNovember 1, 
2010. 
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VI. 

For five years from the date of the transaction closing, Buyers shall cause Victor Valley 
Community Hospital, and any other related structures, 10 be in compliance with all requirements 
of a general acute care hospital under the Alfred E. Alquist Hospital Facilities Seismic Safety 
Act of] 983, as amended by the California Hospital Facilities Seismic Safety Act, (Health & SaL 
Code, § 129675·130070). 

VII. 

For five years from the date oftbe transaction closing, Buyers shall: 

a) Be certified to participate in the Medi-Cal program. 

b) Accept assignment of the Inland Empire Health Plan 's current contract and amendments with 
Victor Valley Community Hospital, a California nonprofit public benefit corporation, (which 
expires December 31, 2011) and shall not terminate the contract without cause muil a new 
contract has been entered into with the Inland Empire Health Plan, on the same terms and 
conditions as other similarly· situated hospitals offering substantially the same services for Medi· 
Cal, Healthy Families, Healthy Kids, and Inland Empire Health Plan's Medicare Special Needs 
Plan, to provide the same types and levels of emergency and non-emergency services at Victor 
Valley Community Hospital to Medi-Cal beneficiaries as required in these Conditions, and shall 
maintain such a contract with the Inland Empire Health Plan; 

c) Provide the same types and levels of emergency and non-emergency services at Victor Valley 
Community Hospital to Mew-Cal beneficiaries (Traditional Medi-Cal and Medi-Cal Managed 
Care) as required in these Conditions. 

d) Have a Medicare Provider Number to provide the same types and levels of emergency and 
non-emergency services at Victor Valley Community Hospital to Medicare beneficiaries (both 
Traditional Medicare and Medicare Managed Care) as required in these Conditions. 

VlIi. 

For five years from the date of the transaction closing, Buyers shall maintain the following 
contracts and amendments, without interruption of service or diminution in quality, unless 
tem1inated for cause, and shall provide the same services specified in the contracts: San 
Bernardino County Superintendant of Schools- Regional Occupational Program Agreement for 
Affiliation; San Bernardino County Department of Public Health-Automated Birth Registration 
Program (Automated Vital Statistics System); County of San Bernardino Department of Child 
Suppon Services-Paternity Opportunity Program Agreement; County of San Bernardino 
Transitional Assistance Department-Outstationed Medi-Cal Eligibility Worker Services; Inland 
Counties Emergency Medical Agency-Hospital Preparedness Program; Hospital Association of 
Southern California Restatement ofReddinet Master Agreement-Emergency Communications 
System; and County of San Bernardino Arrowhead Regional Medical Center·Medically Indigent 
Adult Medical Care Program. 
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IX. 


For five years [rom the date of the transaction closing, -Buyers shall provide an arumal amount of 
Charity Care (as defined below) at Victor Valley Community Hospital equal 10 or greater than 
$1,380,000 (the "Minimum Charity Care Amount"). For purposes hereof, the term "Charity 
Care" shall mean the amount of charity care costs (not charges) incurred by Buyers in connection 
with the operation and provision of services at Victor Valley Community Hospital. The 
definition and methodology for calculating "charity care" and the methodology for calculating 
"cost" shall be the same as that used by the California Office of Statewide Health Plarming and 
Development ("OSHPD") for annual hospital reporting purposes.) Buyers shall use charity care 
and collection policies that comply with Federal and California law. Creation of, and any 
subsequent changes to, the charity care and collection policies and charity care services provided 
at Victor Valley Community Hospital shall be decided upon in conjunction with input from the 
Local Governing Board referenced in Condition XlI. 

Buyers' obligation under this condition for the period from the transaction closing date through 
the end of Buyers ' fITst fiscal year following the transaction closing date shall be prorated on a 
daily basis if the transaction closing dale is a date other than the first day of Buyers' fiscal year. 

For each calendar year after 20 II, the Minimum Charity Care Amount shall be increased (but 
not decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months 
Percent Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles ­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84=100" (CPI-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of Charity Care provided by Buyers at Victor Valley Conununity Hospital 
for any calendar year is less than the Minimum Charity Care Amount (as adjusted pursuant to the 
above-referenced Consumer Price Index) required for such year, Buyers shall pay an amount 
equal to the deficiency to the "Victor Valley Community Hospital Health Fund" specified in 
Condition XV. Buyers shall pay the deficiency described in the preceding sentence not more 
than four (4) months following the end of such calendar year. 

X. 

For five years from the dale of the transaction closing, Buyers shall provide community benefit 
services at Victor Valley Community Hospital at an annual cost of $27,500 (hereafter "the 
Minimum Community Benefit Services Amount"). Community benefit commitments shall be 
decided upon in conjunction with input from the Local Governing Board referenced in Condition 
XII . 

3 OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD, 
"the determination of what is classified as ... charity care can be made by establishing whether or 
not the patient has the ability to pay. The patient's accounts receivable must be wrinen off as 
bad debt if the patient has the ability but is unwilling to pay off the account." 
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The Minimum Community Benefit Services Amount shall be annually increased (but not 
decreased) by an amount equal to the AruluaJ Percent increase, if any, in the "12 Months Percent 
Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles. 
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84~1 00" (ePI.LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of community benefit services provided by Buyers at Viclor Valley 
Community Hospital for any year is less than the Minimum Community Benefit Services 
Amount (as adjusted pursuant to the above-referenced Consumer Price Index) for such year, 
Buyers shall pay the deficiency to the "Victor Valley Community Hospital Health Fund" 
specified in Condition -XV. Buyers shall pay the deficiency described in the preceding sentence 
not more than four (4) months following the end of such calendar year. 

X!. 

For five years from the date of the transaction closing, Buyers shall spend no less than 
$25,000,000 at Victor Valley Community Hospital for capital improvements, equipment, 
information technology, infrastructure improvements, andlor working capital; of said amount, no 
less than $15,000,000 shall be designated for capital improvements, equipment, information 
technology, infrastructure improvements at Victor Valley Community Hospital. For calendar 
years 2011,2012 and 2013, Buyers shall spend no less than $4,000,000 per year for capital 
improvements, equipment, information technology, and infrastructure improvements at Victor 
Valley Community Hospita1. Buyers shall consult with the Local Governing Board, referenced 
in Condition XII, prior to spending funds for capital improvements, equipment, information 
technology, and infrastructure improvements. 

XII. 

For five years from the date of the transaction closing, Buyers shall maintain a Local Governing 
Board, as set forth in Section 5.8 of the Asset Sale Agreement. (Exhibit 1) Said Board should 
include physicians from the medical staff at Victor Valley Community Hospital, the Chief of 
Staff at Victor Valley Community Hospital, and conununity representatives from Victor Valley 
Community Hospital's service area (as described on page 24 of the Healthcarc Impact Report 
authored by Medical Development Specialists, dated December 1, 2010 and attached here to as 
Exhibit 2). In addition to the duties of the Local Governing Board designated in Section 5.8 of 
the Asset Sale Agreement, Buyers shall consult with the Local Governing Board prior to 
spending funds for capital improvements, equipment, information technology, and infrastructure 
improvements, making any withdrawals from the separate interest-bearing bank account required 
in Condition XIV, making any changes to medical services, making any changes to community 
benefit programs, and making any changes to the charity care and collection policies and charity 
care services provided at Viclor Valley Community Hospital. Such consultation shall occur at 
least thirty (30) days prior to the effective date of such changes or actions unless done so based 
upon an emergency. The Local Governing Board shall also approve any reports submitted to the 
Attorney General regarding compliance with these Conditions. 
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XIII. 


Within 30 days of the date of the transaction closing, Seller shall transfer all remaining restricted 
charitable funds held by Victor Valley Community Hospital, a California nonprofit public 
benefit corporation, to "The Community Foundation Serving Riverside and San Bernardino 
Counties," a California nonprofit public benefit corporation, to be used in accordance with the 
purposes for which said funds are restricted. 

XIV. 

Within 30 days of the date of the transaction closing, Buyers shall deposit and maintain an 
ongoing fund balance of$3 million in a separate interest·bearing bank account, to be used only 
for emergency operating and capital needs of Victor Valley Community Hospital , until such time 
as Victor Valley Community Hospital achieves operating self-sustainability, demonstrated by: I) 
a positive "Adjusted Net Revenue" per the calculation and methodology shown in Exhibit 3 (i.e., 
an "Adjusted Net from Operations" that is greater than 5% ofTota! Operating Revenue), for 
three consecutive quarters, and 2) a positiv.e cash flow shown by the total cash collections by 
Victor Valley Community Hospital for categories related to Net Patient Revenue, as defined by 
OSHPD, are equal to or greater than Net Patient Revenue, as defmed and reported to OSHPD, 
for three consecutive quarters. The Local Governing Board referenced in Condition XII, shall be 
consulted prior to any withdrawals. Withdrawals are limited to $1.5 million for any quarter . 
..<\ny withdrawals must be redeposited into the account within 30 days of the date the withdrawal 
is made. Within 14 days of the end of each quarter, Buyers shall provide to the Attorney General 
quarterly reports including, but not limited to, statements concerning this account from the bank 
in which the separate interest·bearing bank account is established. Once V ictor Valley 
Community Hospital achieves operating self·sustainability as defined herein and proof is 
provided to the Attorney General, the Attorney General will release Buyers from the requirement 
to maintain this ongoing fund. 

xv. 

As soon as practicable, but no more Ulan sixty (60) days after entry of an order closing the 
bankruptcy maner entitled In re: VICTOR VALLEY COMMUNITY HOSPITAL (U.S. 
Bankruptcy Court, Central Districts, Riverside Division Case No.6: 10·3953 7 CB), Seller 
shall transfer all net proceeds from the transaction (expected to be $1,700,000) and any 
unrestricted charitable assets (expected to be $320,325) to the "The Community Foundation 
Serving Riverside and San Bernardino Counties" for deposit in a Donor-Advised Pass-Through 
Fund called "Victor Valley Community Hospital Health Fund" for the purpose of making grants 
to charitable healthcare facilities and clinics exempt from laxation pursuant t o IRe §501(c )(3) to 
provide healthcare services to residents in Victor Valley Community Hospital's service area (11 
ZIP codes) as described on page 24 of the ]-lealthcare lmpacl Report authored by Medical 
Development Specialists, dated December 1,20] O. (Exhibit 2) These funds shall be maintained 
and used for 1:1 period of at least five years but not more than Jayears from the date of the 
transaction closing. Seller shall select the initial members of the Advisory Committee to the 
Donor·Advised Pass·Through Fund which will include the Yice·President of Grant Programs of 
"The Community Foundation Serving Riverside and San Bernardino Counties." 
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XVI. 


Within 30 days of the date of the transaction closing, Buyers shall deposit the sum of $3 million 
in a separate interest-bearing blocked bank or other financial institution account satisfactory to 
the Attorney GeneraL Sucb account shall be held by the bank or other financial institution in 
trust for the benefit of "The Community Foundation Serving Riverside and San Bernardino 
Counties." The owner of the account shall be the bank or other financial institution. The 
beneficiary of the account shall be "The Community Foundation Serving Riverside and San 
Bernardino Counties." Buyers shall retain no interest in the account other than the reversionary 
interest described below. The initial $3 million deposit and any interest earned shall be retained 
in the separate interest-bearing blocked account until the earlier of the following: (1) April 30, 
2016, (2) the date on which the Buyers close, sell, transfer, lease, exchange, option, convey, or 
otherwise dispose of Victor Valley Community Hospital, or (3) the date on which Buyers file for 
bankruptcy. If on or before April 30, 2016, Buyers close, sell , transfer, lease, exchange, option, 
convey, or otherwise dispose of Vic tor Valley Community Hospital or file for bankruptcy, the 
funds held in the account shall be paid, at the direction of "Tbe Community Foundation Serving 
Riverside and San Bernardino Counties," to the Victor Valley Community Hospital Health Fund, 
as described in Condition XIV, for the uses specified therein. If on or before April 30, 20] 6, 
Buyers have not closed, sold, transferred, leased, exchanged, optioned, conveyed, or otherwise 
disposed of Victor Valley Community Hospital, or filed for bankruptcy, Buyers shall be entitled 
to request return of the funds in the account after April 30, 2016. Within 14 days of the end of 
each quarter, Buyers shall provide to the Anorney General quarterly reports that include, but are 
not limited to, statements concerning this account from the bank or financial institution in which 
the separate interest -bearing blocked accOlmt is established. 

XVII. 

For five years from the date of the transaction closing, Buyers shall submit to the Attorney 
General , no later than four (4) months after the conclusion of each calendar year, a report 
describing in detail its compliance with each Condition set forth herein including, but not limited 
to, an itemization and the actual costs of the capital improvements, equipment, information 
technology, and infrastructure improvements. The Chief Executive Officers and Chief Financial 
Officers of Buyers shall certify that the report is true and correct and provide documentation of 
approval by the Local Governing Board for Victor Valley Community Hospital. 

XVIII. 

At the request of the Attorney General, Buyers and Seller shall provide such infonnation as is 
reasonably necessary for the Attorney General to monitor compliance with the terms and 
conditions of the transaction as set forth herein. The Attorney General shall , at the request of a 
party and to the extent provided by law, keep confidential any information so produced to the 
extent that such information is a trade secret, or is privileged under state or federal law, or if the 
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure . 
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XIX. 


The Attorney General reserves the right 10 enforce each and every Condition set forth herein to 
the fullest extent provided by law. Pursuant to Government Code section 12598, the Anorney 
General's office shall also be entitled to recover its anorney fees and costs incurred in remedying 
each and every violation. 
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Operational Closing Date or such more liberal or generous policies and practices on charity care 
as Purchasers may have in effect or implement from time to time, (b) continue to provide care to 
indigent and low-income patients at levels similar to Or more generous than those historically 
provided by the Hospital and (c) assure access to high-quality healthcare services to all persons 
seeking medical care, regardless of their ability to pay. 

5.7 Medical Staff. To ensure continuity of care in the community, Purchasers agree 
that the Hospital's medical staff members in good standing as of the Effective Time shall 
maintain medical staff privileges a1 the Hospital as of the Effective Time. On and after the 
Effective Time, the medical staff will be subjeclto the Hospital's Medical Staff Bylaws then in 
effect. 

5.8 Local Governing Board. 

(a) Immediately after the Effective Time, PW'chasers shall form a local 
governing board at the Hospital in accordance with the terms of this Section 5.8. Such local 
governing board shall be an advisory commiuee to the board of directors of Purchasers 
comprised of medical staff members, community leaders and the Hospital's Chief Executive 
Officer. The local governing board shall be subject to the authority of Purchasers' board of 
directors and the terms of Purchasers' Articles oflncorporation, Bylaws and other organizational 
documents . The individuals on the local governing board should (j) represent the Hospital in the 
community and represent the views of the community to the local governing board in its 
deliberations, (ii) participate in Purchasers' community outreach programs and (iii) supervise the 
Hospital's charity care policies and practices. 

(b) The local governing board of the Hospita1 shall have responsibilities thai 
are consistent with similar local governing boards at other hospitals, or in other markets, 
respectively, which are owned directly or indirectly by affiliates of Purchasers. Purchasers shall 
consult w ith Seller or a successor established by Seller as to the appointment of community 
members to serve as members of the local governing board. 

5.9 Capital Expenditures. During the period commencing on the Operational Closing 
Date and ending on thc five (5) year anniversary date of the Closing, Purchasers agree that they 
will invest no less than Twenty-Five Million Dollars ($25,000,000.00) for capital improvements, 
equipment, information technology, infrastructure improvements, and/or working capital a1 the 
Hospital with no less than Fifteen Million Dollars ($15,000,000. 00) of said amount being spent 
on capital improvements, equipment, information technology, and infrastructure improvements. 

5.10 Maintenance of Services. Purchasers agree thai following the Closing, Purchasers 
will operate the Hospital as a licensed acute care hospital with essential services including labor 
and delivery, and open and accessible emergency departments. Obstetrics and pediatrics services 
shall be maintained by Purchasers at the hospital facility for five years following the Closing, 
prOVided, however, that Purchasers have not yet enterc:.d into any agreements to provide such 
services or agreed on any panicular rates. 
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VICTOR VALLEY COMMUNITY HOSPITAL SERVICE AREA ANALYSIS 

Victor Valley Community Hospital's Service Area Definition 

The Hospital's service area is composed of 1] ZIP Codes, from which approximately 86% of the 
HospitaJ's discharges originated in 2009. AlmoS157% of the Hospital's discharges were from 
the top four ZIP Codes, located in Victorville, Hesperia, and Adelanto. 

, SERVICE AREA PATIENT ORIGIN MARKET SHARE BYZJP eOOE: 2009 . ,
[" -- " -- ----.-:- ----.~"'- -- : -- -_. - --"CumuJiitIv~~-~--~-- .~-." _.---~ 

, , wp+t ":% ~lf . %;,( : 1;otal ,. , Mark!~ , 
2lP C.odes ~ . 'Community ) Dischar:ges 'DIScharges "DIScharges Dischar,ges · Share , 

92345 Hesperia 1,270 17.9% 17.9% 9,193 14% 
92392 Victorville 1,131 16.0% 33.9% 6,573 17% 
92395 Victorville 843 11.9% 45.8% 4 ,409 19% 
92301 Adelanto 778 11.0% 56.8% 3,174 25% 
92307 Apple Valley 61 1 8.6% 65.4% 5,032 12% 
92308 Apple Valley 547 7.7 % 73.1% 4,904 11% 
92394 Victorville 542 7.6% 80.8% 2,603 21% 
92371 Phelan 138 1.9% 82.7% 1,025 13% 

92356 Lucerne Valley 108 1.5% 84.2% 836 13% 
92344 Hesperia 90 1.3% 85.5% 1,256 7% 
92368 Oro Grande 23 0,3% 85.8% 103 22% 

Sub Total 6,160 85,8% 39,843 15.5% 
Other ZIPs 177 14.2% 100% 

T otal 7,085 100% 

Source: OSHPO Patient Discharge Database 

M~S 
24 "'...,.. .....-., .. ,~....., 



Exhibit 3 




Condition XIV: Calculation of Adjusted Net Revenue (FN 1.) 

FISCAL YEAR 2nd QTR 
2009 2010 

Total O perating Revenue $ 56,561,319 $ 14,969,074 
Minus Total Operating Expenses $ (55,256,254) $ (15,603,030) 

Equal s Net from Operations $ 1,305,065 $ (633,956) 
Minus Provision for Bad Debts $ (7,817,703) $ (1,706,554) 

Plus Amortization and Depreciation (FN 2.) $ 1,749,268 $ 588,600 

Equals Adjusted Net from Operations $ (4,763,370) $ (1,751,910) 

Adjusted Nel from Operations $ (4,763,370) $ (1,751,910) 
Minus 5% of Tota l Operating Revenue $ (2,828,066) $ (748,454) 

Equals Adjusted Net Revenue $ (7,591,436) $ (2,500,3 64) 

Fn. 1: The definition and methodology for calculating the terms in bold 
shall be the same as that used by the Califomia Office of Statewide 
Health Planning and Development ("OSHPD") for annual hospital 
reporting purposes. The amounts used for the terms in bold shall be the 
same as those reported to OSHPD on a quarterly basis (Quarterly 
Financial Data). The FY 2009 figures were based upon the FY 2009 
OSHPD Annual Financial Disclosure Report and Independently Audited 
Financial Statements dated September 30, 2009. 

Fn.2: Amortization and Depreciation shall be obtained from the 
internully prepared quarterly financial statements using methods 
acceptable under Generally Accepted Accounting Principles. 
Amorti7.ation and Depreciation can only be added back in if the Total 
Operating Ex.penses reported to OSHPD included Amortization and 
Depreciation. The definition and methodology for calculating the term 
"Depreciation" shall be the same as that used by OSHPD for annual 
hospital reporting purposes. 
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Conditional Approval to the Fourth Amendment to ASA 


(See Attached) 
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KAMALA D. HARRIS 
Attorney General 

Stale ofCalifornia 

DEPARTMENT OF JUSTICE 


300 SOUTH SPRING STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897-2000 
Telephone: (213) 897-2178 
Facsimile: (213) 897-7605 

E-Mail: wendi.horwitZ@doj.ca.gov 
May 12,2011 

Sent by Internet and U.S. Mail 
Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller, Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a Cal ifornia limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following: 

1. The transaction must close on or before June 1, 2011. 

2. Section (2) (c) and (2) (d) of the Emergency Fund Note must state in full as follows: 

"(c) Mandatory Prepayment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 2011, received by Obligors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 2011, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable tenn of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 
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(d) Voluntary Preoavment. In any case, this Note may be pre-paid in whole or in 
part, in the Obligors discretion, without penalty or fee . All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondJy, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhibit I.) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" for the Emergency Fund Note. (See Exhibit 1.) 

4. Buyers and Seiler must execute all documents attached as Exhibit 1 on or before June 1, 
2011. 

5. The following clarifications are made to the referenced terms in the Conditions 
incorporated in the Attorney General's Decision dated December 29,2010: 

a. The use of the term "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring immediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgeted expenses." 

b. With respect to Condition XIV, the Attorney General agrees to also release 
Buyers from the requirement to maintain the fund at any time after five years from the date of the 
transaction closing, whether or not self-sustainability has been achieved. 

c. With respect to Condition XIV, total withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a Cal ifornia bank or a California branch of a National bank. 

e. The term "April 30, 2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date of the transaction closing." 

f. With respect to Condition XVI, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank or California financial institution or a California branch of a National bank or 
National financial institution. 

g. Assignment pursuant to Condition VIl(b) can be accomplished as follows : Before 
the transaction closes, (1 ) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and fEHP Health Access, to become effective on the date on which Buyers are issued 
a license to operate Victor Valley Community Hospi tal as a general acute care hospital by the 
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California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current IEHP and rEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that TEHP and IEHP Health 
Access at all times remain contracted with the owners of Victor Valley Community Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing. 

h. Any references to a contract with IEHP in Condition Vll(b) shall mean a contract 
with IEI-IP and IEHP Health Access . 

Sincerely, 

[Original Signed] 

WENDI A. HORWITZ 
Deputy Attorney General 

For KAMALA D_ HARRIS 
Attorney General 

cc; Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (v ia Internet) 



EXHIBIT 1.2.4 

GUARANTY 

This Guaranty (the "Guaranty") is made as of May 31, 2011 ("Effective Date"), by 
KALI P. CHAVDHVRI, M.D.Cthe "Guarantor") in favor of VICTOR VALLEY 
COMMUNITY HOSPITAL, a California nonprofit pubic benefit corporation (the "Lender"). 

1. Recitals. This Guaranty is made with respect to the following facts and 
circumstances: 

Ca) Lender, as Seller, and VICTOR V ALLEY HOSPITAL REAL ESTATE, LLC, a 
California limited liability company and VICTOR V ALLEY HOSPITAL ACQUISITION, INC., 
a California corporation (collectively. the "Borrowers"), as Purchasers, are parties to that certain 
Asset Sale Agreement, dated as of October 29, 2010 (together with all amendments thereto, 
collectively, the "ASA") under which Lender is selling to Borrowers and Borrowers are 
purchasing from Lender certain property and assets, all as more particularly described in the 
ASA. 

(b) As a portion of the purchase price being paid by the Borrowers to the Lender 
under the ASA, the Borrowers are giving the Lender a Blocked Fund Note, dated the date hereof, 
in the principal amount of $3,000,000 (the "Note"). Any defined terms used, but not defined, 
herein shall have the meaning, if any, given such tenns in the Note. 

(c) The Guarantor has a financial interest in the Borrowers and will benefit from the 
acceptance by Lender of the Note in partial payment of the purchase price under the ASA. 

(d) Lender would not agree to accept the Note in partial payment of the purchase 
price under the ASA unless the Guarantor agreed to guarantee the obligations of the Borrowers 
thereunder as provided in this Guaranty, and the Guarantor, as a material inducement and 
consideration to Lender to accept the Note in partial payment of the purchase price under the 
ASA is willing to execute and deliver this Guaranty and to agree to and be bound by its terms. 

2. Guaranty. 

2.1. Guaranty of Obligations. The Guarantor unconditionally, absolutely and 
irrevocably guarantees to Lender and to its successors and assigns the full and prompt payment 
when due (whether by acceleration or otherwise) of all indebtedness of the Borrowers to Lender 
under the Note, and the full, prompt and complete performance when due of all obligations of the 
Borrower to Lender under the Note. 

2.2. Guaranty of Payment. The liability of the Guarantor on this Guaranty is a 
guaranty of payment and performance and not of collectability, and is not conditional or 
contingent on the genuineness, validity, regularity or enforceability of the Note or the pursuit by 
Lender of any remedies that it now has or may hereafter have with respect thereto. 

2.3. Continuing Guaranty. This Guaranty is a continuing guaranty of the indebtedness 
and obligations of the Borrowers under the Note, including any and all such indebtedness and 
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obligations pursuant to the Note which are renewed, extended, compromised, refinanced or 
restructured from time to time. 

2.4. Independent Obligations. The Guarantor agrees that it is directly and primarily 
liable to Lender, that the Guarantor's obligations hereunder are independent of the indebtedness 
and the obligations of the Borrowers under the Note, and that a separate action or actions may be 
brought and prosecuted against the Guarantor, whether or not action is brought against the 
Borrowers or whether or not the Borrowers are joined in any such action or actions. The 
Guarantor agrees that any releases which may be given by Lender to the Borrowers or any other 
guarantor or endorser shall not release the Guarantor from this Guaranty. 

3. Consents by Guarantor. 

3. 1. Consents. The Guarantor hereby authorizes Lender, without notice or demand 
and without affecting the Guarantor's liability hereunder, from time to time to: 

3.1.1. Changes in Terms. Renew, compromise, extend, refinance, accept partial 
payments, accelerate or restructure the indebtedness and obligations of the Borrower under the 
Note or otherwise change the time for payment or the terms of any such indebtedness or 
obligations, or any part thereof, including, without limitation, increasing or decreasing the 
amount thereof (whether through the extension of new credit or otherwise) or increasing or 
decreasing the rate of interest thereon. 

3.1.2. Amendment of Documents. Waive, amend, rescind, modify or otherwise change 
any of the terms or provisions of the Note. 

3.1.3. Liquidation of Guaranteed Obligations. Settle, release, compromise, collect or 
otherwise liquidate any of the indebtedness or obligations of the Borrowers under the Note, or 
any part thereof, and any security or collateral therefor in any manner as Lender may determine 
in its sole and absolute discretion. 

3.1.4. Collateral. Take and hold collateral to secure the payment and performance of the 
indebtedness and obligations of the Borrowers under the Note and exchange, enforce, waive and 
release any such collateral, and apply such collater.li and direct the order or manner of sale 
thereof as Lender in its sole and absolute discretion may determine. 

3.1.5. Releases. Release or substitute anyone or more endorsers or other guarantors_ 

3.2. Non-Release of Guarantor. The Guarantor agrees that Lender may do any or all of 
the matters specified in Section 3.1 in such manner, upon such terms, and at such times, as 
Lender, in its sole and absolute discretion, deems advisable, without, in any way or respect, 
impairing, affecting, reducing or releasing the Guarantor from its undertakings hereunder and the 
Guarantor hereby consents to each and all of the matters specified in Section 3.1. 

4. Waivers. 

4.1. Defenses. The Guarantor hereby waives any right to assert against Lender as a 
defense, counterclaim, setoff or cross-claim, any defense (legal or equitable), counterclaim, 
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setoff or cross-claim which the Guarantor may now or at any time hereafter have under 
appl icable law, rule, arrangement or relationship against the Borrowers, or either of them, or 
Lender or any other party. The Guarantor waives all defenses, counterclaims, cross-chums and 
setoffs of any kind or nature arising, directly or indirectly, from the present or future lack of 
perfection, sufficiency, validity or enforceability of the Note or any security interest thereunder. 

4.2. Presentment. Demand and Notice. The Guanmtor waives all presentments, 
demands for perfonnance, notices of nonperfonnance, protests, notices of protests, notices of 
dishonor, notices of default, notice of acceptance of this Guaranty, diligence and notices of the 
existence, creation or incurrence of the indebtedness and obligations of the Borrowers under the 
Note or of new or additional indebtedness or obligations of the Borrowers incurred or created 
after the date of this Guaranty, and all other demands, notices or fonnalities of whatsoever kind 
to which the Guarantor may be entitled under applicable law. 

4.3. Remedies Against Borrowers. As a condition to payment or perfonnance by the 
Guarantor under this Guaranty, Lender shall not be required to, and the Guarantor hereby waives 
any and all rights to require Lender to, prosecute or seek to enforce any remedies against the 
Borrowers, or either of them, or any other party liable to Lender on account of the indebtedness 
and obligations of the Borrowers under the Note or to require Lender to seek to enforce or resort 
to any remedies with respect to any security interests, liens or encumbrances granted to Lender 
by the Borrowers, or ei ther of them, or any other party on account of the indebtedness and 
obligations of the Borrowers under the Note. 

4.4. Subrogation Rights. Until all the terms, covenants and conditions of the Note on the 
Borrowers' part to be perfonned and observed are fully performed and observed, the Guarantor 
shall have no right of subrogation, reimbursement, exoneration, indemnity or contribution 
against the Borrowers, or either of them. by reason of any payments or acts of perfonnance by 
the Guarantor in compliance with the obligations of the Guarantor under this Guaranty; provided 
that, notwithstanding the foregoing, the Guarantor shall have no right of subrogation, 
reimbursement, exoneration, indemnity, contribution or any other rights that would result in the 
Guarantor being deemed a creditor of the Borrower under the Federal Bankruptcy Code, and the 
Guarantor irrevocably waives all such rights and the right to assert any such rights until such 
time as Guarantor has fully and irrevocably performed under this Guaranty. 

4.5 Qualification of Waivers. Notwithstanding any term in this Section 4 or 
elsewhere in this Guaranty to the contrary, to the extent that Borrowers, or either of them, have 
any counterclaim, set-off or cross-claim rights against Lender in connection with their 
obligations under the Note, the Guarantor shall be an additional, third party beneficiary of those 
counterclaim, set-off or cross-claim rights and Guarantor shall have the right to directly exert 
such counterclaim, set-off or crosswclaim rights on Guarantor's behalf in connection with 
Guarantor's obligations under this Guaranty. 

5. Waiver of Suretyship Defenses. The Guarantor agrees that nothing contained in 
this Guaranty shall prevent Lender from suing on the Note or from exercising any rights 
available to it Wlder the Note, and that the exercise of any of these rights shall not constitute a 
legal or equitable discharge of the Guarantor. The Guarantor understands that the exercise by 
Lender of certain rights and remedies contained in the Note may affect or eliminate the 
Guarantor1s right of subrogation against the Borrower and that the Guarantor may therefore 
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· succeed to a partially or totally nonreimbursable liability hereunder. Nevertheless, the Guarantor 
hereby authorizes and empowers the Lender to exercise, in its sole and absolute discretion, any 
rights and remedies, or any combination of rights and remedies, that may then be available, since 
it is the intent and purpose of the Guarantor that the obligations hereunder shall be absolute, 
independent and unconditional under any and all circumstances. Without limiting the generality 
of the foregoing, the Guarantor expressly waives any and all benefits under California Civil 
Code §§ 2809, 2810, 2819, 2845, 2849, 2850 and 2855. 

6. Subordination. At any time when Borrowers are in default, beyond any applicable 
cure periods, of any of their indebtedness or obligations under the Note, any and all indebtedness 
of the Borrowers, or either of them, now or hereafter held by the Guarantor shall be subordinated 
and junior in right of payment to the indebtedness and obligations of the Borrowers to Lender 
under the Note, and no payments on account of any such indebtedness shall be made by 
Borrowers, or either of them, nor received or collected by Guarantor, until all indebtedness and 
obligations of the Borrowers to Lender under the Note have been irrevocably paid and performed 
in fulL 

7. Bankruptcy. 

7.1. Liability of Guarantor Unaffected. The liability of the Guarantor under this 
Guaranty shall in no way be affected by: the release or discharge of the Borrowers, or either of 
them, in any creditor proceeding, receivership, bankruptcy or other proceeding; the impairment, 
limitation or modification of the liability of the Borrowers, or either of them, or the estate of the 
Borrowers, or either of them, or any remedy for the enforcement of the liability of the 
Borrowers, or either of them, resulting from the operation of any present or future provision of 
the federal Bankruptcy Code or any bankruptcy, insolvency, debtor relief statute (state or 
federal), or any other statute, or from the decision of any court, the rejection or disaffirmance of 
the indebtedness or obligations of the Borrowers, or either of them, under the Note, or any 
portion thereof, in any such proceeding; or the cessation, from any cause whatsoever, whether 
consensual or by operation of law, of the liability of the Borrowers, or either of them, to Lender. 

8. Financial Condition of Borrowers. The Guarantor is presently informed of the 
financial condition of the Borrowers and of all other circumstances which a diligent inquiry 
would reveal and which bear upon the risk of nonpayment of the indebtedness and obligations of 
the Borrowers under the Note. The Guarantor hereby covenants that it will keep itself informed 
of the Borrowers' financial condition and of all other circumstances which bear upon the risk of 
nonpayment. The Guarantor waives any duty on the part of Lender to disclose to the Guarantor 
any facts it may now or hereafter know about the Borrowers, or either of them, regardless of 
whether Lender has reason to believe that any such facts materially increase the risk beyond that 
which the Guarantor intends to assume, or has reason to believe that such facts are unknown to 
the Guarantor, or has a reasonable opportunity to communicate such facts to the Guarantor, it 
being understood and agreed that the Guarantor is fully responsible for being and keeping 
informed of the financial condition of the Borrowers and of all circumstances bearing on the risk 
of nonpayment of the indebtedness and obligations of the Borrowers under the Note. 

9. Termination of Guaranty. The Guarantor's obligations under this Guaranty shall 
continue in full force and effect and this Guaranty shall not terminate until the indebtedness and 
obligations of the Borrowers under the Note are fully paid, performed and discharged. The 
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indebtedness and obligations of the Borrowers under the Note shall not be considered fully paid, 
performed and di scharged unless and until all payments by the Borrowers to Lender are no 
longer subject to any right on the part of any person, including, without limitation, the 
Borrowers, or either of them, or the Borrowers, or either of them. as debtor-in-possession, or any 
trustee or receiver in bankruptcy, to set aside such payments or seek to recoup the amount of 
such payments, or any part thereof. The foregoing shall include, without limitation, all rights to 
recover preferences voidable under the federal Bankruptcy Code. In the event that any such 
payments by the Borrowers to Lender are set aside after the making thereof, in whole or in part. 
or settled without litigation, to the extent of any such settlement, all of which is within Lender'S 
sole and absolute discretion, the Guarantor shall be liable for the full amount Lender is required 
to repay plus costs, interest, attorneys' fees and any and all expenses which Lender paid or 
incurred in connection therewith. 

10. Other Provisions. 

10.1. Expenses. The Guarantor agrees to pay all attorneys' fees and all other costs and 
expenses which may be incurred by Lender in the enforcement or collection of this Guaranty and 
the indebtedness and obligations of the Borrowers under the Note, whether or not suit is filed. 

10.2. Interest. All amounts required to be paid to Lender by the Guarantor pursuant to 
the provisions of this Guaranty (including, without limitation, pursuant to Section 2 and 10.1 
hereof) shall bear interest from the date upon which such amounts are due to the date of payment 
thereof at the highest rate permitted by law. All payments of such amounts by the Guarantor 
shall include any such accrued interest. 

10.3. Governing Law. The validity, construction and performance of this Guarantee 
shall be governed by the laws, without regard to the laws as to choice or conflict of laws, of the 
State of California. 

lOA. Entire Agreement. This Guaranty embodies the entire agreement and 
understanding between Lender and the Guarantor pertaining to the subject matter of this 
Guaranty, and supersedes all prior agreements, understandings, negotiations, representations and 
discussions, whether verbal or written, of such parties, pertaining to that subject matter. In 
executing this Guaranty, Guarantor is acting in his own capacity and not as an agent or other 
authorized party of Borrowers. and nothing herein is intended to or shall constitute a 
modification of the Note or any other agreements between Lender and Borrowers. 

10.5. Assignment: Binding Effect Neither this Guaranty nor any rights or obligations 
under this Guaranty may be assigned by the Guarantor without the prior written consent of 
Lender, which Lender is under no obligation to give. However, in the event of any a permitted 
assignment of the Note, then Guarantor may request that this Guaranty be replaced by a new 
guaranty provided by a party affiliated with or otherwise designated by the permitted assignee of 
the Note, subject to Lender's consent, which consent will not unreasonably withheld or delayed. 
The Lender may not assign any of its rights or obligations under this Guaranty except to the 
Creditor Trust or Community Foundation as permitted pursuant to the Plan of Liquidation, in 
connection with a concurrent pennitted assignment of Lender's rights under the Note .. Subject 
to the foregoing, the provisions of this Guaranty shall bind and inure to the benefit of Lender and 
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the Guarantor and their respective heirs, executors, personaJ representatives, successors and 
assigns. 

10.6. Notices. Whenever Lender or the Guarantor desire or are required to give any 
notice, demand or request with respect to this Guaranty, each such communication shaJl be in 
writing and shall be given by personal service or mailed by Certified Mail, postage prepaid, 
return receipt requested. addressed as set forth in the first paragraph of this Guaranty. Such 
communications sent shall be effectively given when they are received by the addressee thereof, 
but if sent by Certified Mail, they shall be effectively given three (3) days after being deposited 
in the United States Mail. Lender and the Guarantor may change their respective address for 
such communications by giving notice to the other in confonnity with this Section. 

10.7. Amendment and Waiver. This Guaranty may not be amended, modified or 
supplemented except by a writing duly executed by the Guarantor and a duly authorized officer 
of Lender. No provision of this Guaranty or right of Lender under this Guaranty can be waived 
except by a writing duly executed by a duly authorized officer of Lender. No waiver by Lender 
of a breach of any provision of this Guaranty shall be construed as a waiver of any subsequent or 
different breach, and no forbearance by Lender to seek a remedy for noncompliance or breach by 
the Guarantor shalI be construed as a waiver of any right or remedy with respect to such 
noncompliance or breach. 

10.8. Time. Time is of the essence with respect to each provision of this Guaranty. 

10.9. Severability. The invaJidity or unenforceability of any particular provision of this 
Guaranty shall not affect the other provisions. and this Guaranty shaJI be construed in all respects 
as if any invaJid or unenforceable provision were omitted. 

10.10. Further Action. The Guarantor agrees to perfonn any further acts and to execute 
and deliver any other documents which may be necessary in the opinion of Lender to effect the 
provisions of this Guaranty. 

10.11. Headings. The section and other headings contained in this Guaranty are for 
reference purposes only and shall not affect in any way the meaning or interpretation of this 
Guaranty. 

IN WIlNESS WHEREOF, the Guarantor, intending to be bound, has executed this 
Guaranty as of the year and date first above written. 

GUARANTOR: 

Kali P. Chaudhuri, M.D. 
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EXHIBIT 1.2.5 

SECURITY AGREEMENT 
(Emergency Fund) 

This SECURITY AGREEMENT (the "Agreement") is entered into and effective as of 
, 2011 by and between VICTOR VALLEY COMMUNITY 

"H"O"S"P"IT=A-;-L-,-a--;C"al""i"fo- rn-'-ia- 'nonprofit public benefit corporation (the "Secured Party"), and 
VICTOR V ALLEY HOSPITAL REAL ESTATE, LLC, a California limited liability company 
and VICTOR VALLEY HOSPITAL ACQUISITION, INC., a California corporation (each, a 
"Debtor" and. collectively. the "Debtors"), who agree as follows: 

1. Recitals. This Agreement is made with respect to the following facts and circumstances: 

Secured Party, as Seller, and Debtors, as Purchasers, are parties to that certain Asset Sale 
Agreement, dated as of October 29, 2010 (together with all amendments thereto, collectively, the 
"ASA") under which Secured Party sold to Debtors and Debtors purchased from Secured Party 
certain property and assets, all as more particularly described in the ASA. 

The sale of the property and assets pursuant to the ASA was subject to the consent of the 
Attorney General of the State of California (the "Attorney General"), and, on December 29, 
2010, the Attorney General conditionally consented to the sale subject to the Attorney General's 
"Conditions to Approval of Sale of Victor Valiey Community Hospital", a copy of which is 
attached hereto as Exhibit A, and on May 12,2011 issued its conditional approval to the Fourth 
Amendment to ASA, a copy of which is attached hereto as Exhibit B (together with any 
modifications thereto, collectively, the "Conditions to Approval"). 

Among the conditions imposed by the Attorney General in the Conditions to Approval 
was Condition XIV (the "Emergency Fund Condition'') whereby the Debtors were required to 
deposit and maintain an ongoing balance of $3,000,000 in a separate interest-bearing bank. 
account to be used only for emergency operating and capital needs of Victor Valley Commwtity 
Hospital, all as more particularly set forth in the Emergency Fund Condition. 

Debtors have now established Account No. (the "Emergency Fund 
Account") with [INSERT NAME & ADDRESS OF BANK] (the "Bank") and have made the 
$3,000,000 deposit to the Emergency Fund Account as required by the Emergency Fund 
Condition. 

In connection with the purchase of the property and assets pursuant to the ASA, Debtors 
gave an Emergency Fund Note (the "Note"; unless otherwise defined herein, tenns defined in the 
Note are used herein as therein defined), dated May 31, 2011, to Secured Party in exchange for a 
$3,000,000 reduction in the cash portion of the purchase price payable to Secured Party for the 
property and assets under the ASA, thereby enabling Debtors to fund the Emergency Fund. 

In order to secure their obligations under the Note, the Debtors agreed to pledge to and 
grant Secured Party a security interest in certain Collateral (as defined below), and the parties are 
entering into this Agreement for the purpose of creating such security interest. 
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2. Security Interest. Debtors hereby pledge and grant to Secured Party a continuing security 
interest in the Collateral (as defined in Section 3) to secure the Note and each and everyone of 
Debtors' obligations and liabilities under this Agreement and the Note. The security interest 
granted herein, and this Agreement, shall terminate upon full perfonnance by Debtors of their 
obligations and liabilities under the Notc. 

3. Collateral. The tenn "Collateral" as used in this Agreement means (i) the Emergency 
Fund Account, Oi) all funds on deposit in the Emergency Fund Account, (iii) all interest accruing 
thereon, (iv) all renewals and replacements thereof (whether or not any such renewal or 
replacement is evidenced by a certificate or other evidence ofdeposit), (v) any and all certificates 
of deposit or other instruments that may constitute a part of or an investment of funds in, or that 
may replace all or any part of, the Emergency Fund Account, and (vi) all proceeds of any of the 
foregoing. 

4. Representations and Warranties. Debtors represent, warrant and covenant as follows: 

Debtors each have all requisite power and authority to execute and deliver this 
Agreement. 

This Agreement and the Note have each been duly authorized, executed and delivered by 
Debtors, and each constitutes a legal, valid and binding obligation of the Debtors, enforceable 
against the Debtors, and each of them, in accordance with its tenns. 

Debtors have not, either individually or jointly, made any pledge of, or granted or placed 
any security interest, lien or other encumbrance with respect to, any of the Collateral, other than 
the pledge and security interest granted to Secured Party under this Agreement and the rights of 
the Attorney General andlor The Community Foundation Serving Riverside and San Bernardino 
Counties (the "Community Foundation") pursuant to the Conditions to Approval. 

Provided the Attorney General has approved this Agreement and the granting of a 
security interest in the Collateral, neither the execution and delivery of this Agreement, nor the 
taking of any action in compliance with it, will (i) violate or breach any law, regulation, rule, 
order, decree or judicial action binding on Debtors, or either of them, or any agreement or 
instrument to which Debtors, or either of them, are a party or are subject, or (ii) result in the 
creation of any lien or encumbrance against the Collatentl, except that created by this 
Agreement. 

No event has occurred which constitutes, or which with the giving of notice or the 
passage of time, or both, would constitute, a default undcr this Agreement. 

S. Covenants. Until each and everyone of Debtor's obligations and liabilities under this 
Agreement have been fully perfonned and discharged, Debtor covenants that it will: 

Pay and perfonn each and every one of Debtor'S obligations under this Agreement and 
the Note as and when they are due. 

Pay all expenses, including attorneys' fees and costs, incurred by Secured Party in 
cOJU1ection with the enforcement and exercise of its rights under this Agreement and the Note. 
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Indemnify, protect and hold hannless Secured Party, and its officers, agents and 
employees, against and from all claims, losses, liabilities, actions, judgments and expenses 
(including attorneys' fees and costs) which they, or any of them, may suffer Or incur, arising out 
of or in any way relating to this Agreement or the Note or Secured Party's interest in the 
Collateral, except with respect to any claims, losses, liabilities, actions, judgments and expenses 
(including attorneys' fees and costs) arising out of or in any way relating to any gross negligence 
or willful misconduct by Secured Party or any of its officers, agents and employees. 

Give Secured Party notice of any pending or threatened claim or litigation that may 
concern or affect the Collateral. 

Not pennit any liens or encumbrances on the Collateral, except only for the pledge and 
security interest created under this Agreement and other liens or encumbrances in favor of 
Secured Party and the rights of the Attorney General and/or the Community Foundation under 
the Conditions to Approval. 

Notify Secured Party of any event which constitutes, or which with the giving of notice 
or the passage of time, or both, would constitute a default under this Agreement, or any 
development that might have an adverse effect on the Collateral or any part of it. 

Promptly and duly execute and deliver to Secured Party all financing statements and 
other documents and instruments that Secured Party reasonably requests in order to establish 
and/or maintain a perfected first priority security interest in the Collateral. 

6. Deposit Account Control Agreement. In order to perfect Secured Party's security interest 
in the Collateral by means of control, Debtors' agree to enter into, execute and deliver a Deposit 
Account Control Agreement (the "Control Agreement"), by and among Debtor, Secured Party 
and Bank, in substantially the form attached hereto as Exhibit C, with such changes or 
modifications thereto as may be approved by Secured Party or required by Bank. Secured Party 
agrees to provide notice of termination of the Control Agreement to the Bank promptly upon 
termination of this Agreement. 

7. Defaults. The occurrence of anyone or more of the following shall constitute a default 
by Debtors: 

Debtors fail to make any payment required by the Note when due. which is not cured 
within any applicable cure period, whether at stated maturity, on acceleration or otherwise. 

Debtors fail to fully perform when due any other obligation or agreement under this 
Agreement or the Note, or under any present or future amendment, rider or supplement to this 
Agreement or the Note, and such failure is not cured within any applicable cure period. 

Any covenant, warranty, representation or statement, made by or on behalf of Debtors in 
or with respect to this Agreement or the Note, is materially false. 

There is any seizure or attachment of, or any levy on, the Collateral or any part of it. 

8. Remedies. Upon the occurrence and during the continuance of any default by Debtors, 
Secured Party shall have all rights and remedies provided by Jaw, the Agreement and the Note, 
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including, without limitation, all of the rights and remedies of a secured party under the 
California Commercial Code. Debtors hereby authorize Secured Party, upon the occurrence of a 
default, to take whatever actions may be necessary to realize upon the Collateral and to apply the 
proceeds realized in accordance with the Note. Debtors expressly authorize such action by 
Secured Party in advance of and to the exclusion of any realization upon any other collateral 
securing any indebtedness of Debtors to Secured Party, and hereby waive as to the Secured Party 
any right of subrogation or marshalling of any such other collateral. Notwithstanding the 
foregoing, subject to the terms of the Note, Secured Party shall not be obligated to take action to 
realize upon the Collateral prior to exercising any other rights or remedies it may have as 
provided by law, the Note or this Agreement. 

9. Notices. Any notice, demand or communication required, pennitted, or desired to be 
given hereunder shall be deemed effectively given when personally delivered, when received by 
telegraphic or other electronic means (including facsimile) or overnight courier, or five (5) 
calendar days after being deposited in the United States mail, with postage prepaid thereon, 
certified or registered mail, return receipt requested, addressed as follows: 

If to Seller: 

With a copies to: 
(which copies shall 
not constitute notice) 

If to Purchasers: 

Victor Valley Community Hospital 
15428 II" Street 
Victorville, California 92392 
Attention: Chief Executive Officer 
Facsimile No. (760) 843-6020 

Burke Williams & Sorensen, LLP 
444 S. Flower Street, Suite 2400 
Los Angeles, California 90071 
Attention: Charles E. Slyngstad, Esq. 
Facsimi le No. (213) 236-2700 

Pachulski Stang Ziehl & Jones 
10100 Santa Monica Boulevard, II th Floor 
Los Angeles, California 90067 
Attention: Samuel R. Maizel, Esq. 
Facsimile No. (310) 201-0760 

Victor Valley Hospital Acquisition, Inc. 
6800 lndiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No.: (951) 782-8850 
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Victor Valley Hospital Real Estate, LLC 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No.: (951) 782-8850 

With a copy to: Hooper, Lundy & Bookman, P.C. 
(which copy shall 1875 Century Park Eas~ Suite 1600 
not constitute notice) LOs Angeles, California 90067 

Attention: Todd E. Swanson, Esq. 
Facsimile No.: (310) 551-8181 

A copy of any notices to Seller 
or Purchasers shall also be 
provided to: Wendi Horwitz 

Deputy Attorney General 
Department ofJustice 
Office of the Attorney General 
300 S. Spring St., Suite 1702 
Los Angeles, CA 90013 
Facsimile No.: (213) 897-7605 

or at such other address as one party may designate by notice hereunder to the other parties. 

10. Severability of Provisions. Any provision of this Agreement that is invalid, illegal or 
unenforceable shall be ineffective to the extent of such invalidity, illegality or unenforceability 
without invalidating, diminishing or rendering unenforceable the rights and obligations of the 
parties under the remaining provisions of this Agreement. 

II. Survival of Agreements. All agreements, covenants, representations and warranties in 
this Agreement, or made in writing by or on behalf of the Debtors in connection with the 
transactions contemplated by this Agreement, shall survive the execution and delivery of this 
Agreement and the Note and any investigation at any time made by Secured Party or on its 
behalf. 

12. Successors and Assigns; Assignment. Except as otherwise expressly provided in this 
Agreement, the provisions of this Agreement shal l inure to the benefit of, and be binding upon, 
the successors and assigns of the parties to this Agreement; provided, however, no assigrunent of 
this Agreement or of Debtors' rights or obligations hereunder may be made by Debtors, or either 
of them, at any time except that the Debtors' rights and obligations under this Agreement may be 
assigned to any pennitted assignee of Debtor's obligations under the Note, in accordance with 
any such assignment permitted under the Note. The Secured Party may not assign any of its 
rights or obligations under this Agreement except to the Creditor Trust or Community 
Foundation as pennitted pursuant to the Plan of Liquidation, in connection with a concurrent 
pennitted assignment of Secured Party's rights under the Note. 

13. Entire Agreement. This Agreement, the Note and the ASA constitute the full and entire 
understanding and agreement between the parties with regard to the subject matter hereof and 

LA 11'4334-3529·7033 v6 5 



thereof, and supersede all prior and contemporaneous agreements and understandings of the 
parties whether written or oral. 

14. Amendments and Waivers. No term or provision of this Agreement or the Note may be 
amended, altered, modified or waived orally or by a course of conduct, hut only by an instrument 
in writing signed by a duly authorized official, officer or representative of the party against 
which enforcement of such amendment, alteration, modification or waiver is sought. Any 
amendment, a1teration, modification or waiver shall be for such period and subject to such 
conditions as shall be specified in the written instrument effecting the same. Any waiver shall be 
effective only in the specific instance and for the purpose for which given. 

15. No Waiver; Remedies Cumulative. No delay or omission to exercise any right, power or 
remedy accruing to the Secured Party on any default by Debtors undcr this Agreement or the 
Note shall impair any such right, power or remedy of the Secured Party nor shall it be construed 
as a waiver of or acquiescence in any such default, or of or in any similar default occurring later; 
nor shall any waiver of any single default be deemed a waiver of any other default occurring 
before or after that waiver. All remedies, either under this Agreement or by law or otherwise 
afforded to the Secured Party shall be cumulative and not alternative. 

16. Counterparts. This Agreement may be executed in severa1 counterparts, each of which 
sha11 be deemed an original, but all of which together shall constitute one and the same 
instrument. 

17. Headings. The various headings of this Agreement are for convenience of reference 
only, shall not affect the meaning or interpretation of this Agreement, and shall not be considered 
in construing this Agreement. 

18. Joint and Several. The agreements, covenants, warranties, representations, obligations 
and liabilities of Debtors under this Agreement are joint and several. 

19. Governing Law. This Agreement shall be governed and construed in accordance with the 
laws of the State of California. 

20. Coordination With Conditions to ADoroval. Notwithstanding any other provision in this 
Agreement, nothing in this Agreement is intended to, or will, altcr the treatment of the 
Emergency Fund Account in compliance with the requirements of the Emergency Fund 
Condition and the Conditions to Approval and in the event of any conflict between the tenus of 
this Agreement and the terms of the Emergency Fund Condition or the Conditions to Approval, 
the tenns of the Emergency Fund Condition and the Conditions to Approval shall control. 

(REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 
(SIGNATURE PAGE FOLLOWS] 
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TN WITNESS WHEREOF, this Agreement has been duly executed by the parties set 

forth below as of the due first written above. 

DEBTORS: 


VICTOR VALLEY HOSP]TALREAL ESTATE, LLC, 

a California limited liability corporation 


By: 


Name: ______________________ __ 


Title: 


VICTOR VALLEY HOSPITAL ACQUISITION, INC., 

a California corporation 

By: 


Name: ________________________ 


Title: 


SECURED PARTY: 

VICTOR VALLEY COMMUNITY H OSPITAL, 
a California corporation 

By: 


Name: _______________________ 


Its: 
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Exhibit A 

To Security Agreement 


Conditions to Approval of Sale of Victor Valley Community Hospital 


(See Attached) 
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EDMUND G. BROWN JR. 
Allorney Gener fli 

Slat~ ofCalifornirl 

DEPARTMEN T OF JUSTICE 


300 SOtrl'l 1 SPRING STREET. SlJrrE 1702 
LOS ANGELES, CA 90013 

Public: (2 13) 897·2000 
Telephone: (213) 897-2 178 
Facsimile: (213) 897-7605 

c-M ai!: wendi .horwitZ@doj .ca.gov 

December 29, 2010 

Charles E. Slyngstad. Esq. 
Burke, Wi ll iams & Sorensen, LLP - Los Angeles 
444 South flower Street, Suile 2400 
Los Angeles, CA 9007 1 

RE: Proposed Sale ofYictor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Anomey General hereby conditio nally consents, pursuant to Corporati ons Code 
section 5914 el seq., to the sale of Victor Valley Community Hospital to Victor Valley Hospital 
Real Estate, LLC, a California limited liability corporation, and Victor Valley iIosp ital 
Acquisition, Inc., as set fo rth in the Notice filed on November 19, 2010. Corporations Code 
section 5917 and section 999.5. subdivision (f), of ti tle 11 of the California Code of Regulations. 
set fo rth factors that the Attorney General must consider in determining whether to consent to a 
proposed transaction between a nonpro fit corporation and a for-profit corporation or entity. The 
Attorney Gencnll has considered such factors and consents to the proposed transacti on subject to 
the attached conditions, which arc incorporated by reference herein. 

lbank you for your cooperation and that of your client and the purchasers throughout the 
review process. 

Sincerely, 

[Original Signed] 

W ENDI A. HORWITZ 
Deputy Attorney General 

For EDMUND G. BROWN JR. 
Attorney General 

Attachment 
cc: Bill Thomas, Esq. 

I.A20 1 0600780/605 87768 .doc 
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Conditions to Approval of Sale of Victor Valley Community Hospital 

1. 

For the purposes of these conditions, and unless the context indicates otherwise, the term 
"Buyers" shall mean Victor Valley Hospital Real Estate, LLC, a California limited liability 
corporation, and Victor Valley Hospital Acquisition, Inc., a California for-profit corporation, the 
proposed acquirers of Victor Valley Community Hospital 1, any other subsidiary, parent, general 
partner, affiliate, successor, or assib'Ilee of Victor Valley Hospital Real Estate, LLC or Victor 
Valley Hospital Acquisition, lne., any entity succeeding thereto by consolidation, merger or 
acquisition of all or substantially all of the assets of Victor Valley Conununity Hospital or the 
real property on which Victor Valley Community Hospital is located, any entity owned by the 
Buyers that subsequently becomes the owner or licensed operator of Vietor Valley Community 
Hospital or owner of the real property on which Victor Valley Community Hospital is located, 
any entity that owns Buyers that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located, any future entity that purchases Victor Valley Community Hospital or the 
real property on which Victor Valley Community HospitaJ is located from Buyers, and any entity 
owned by a future purchaser that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located. These conditions shall be legally binding on any and all current and future 
owners or operators of Victor Valley Community Hospital and owners of the real property on 
which Victor Valley Community Hospital is located. The term "Seller" shall mean Victor 
Valley Community Hospital, a California nonprofit public benefit corporation. 

II. 

The transaction approved by the Attorney General between Buyers and Seller consists of the 
Asset Sale Agreement dated October 29, 2010, Amendment to Asset Sale Agreement dated 
December 23, 2010, Interim Management and Lease Agreement dated on or about the time of 
the transaction closing, Good Faith Deposit Agreement dated December 17, 2010, Limited 
Power of Attorney for Use of DEA Registration Numbers and DEA Order Forms dated on or 
about the time of the transaction closing, and any other documents referenced in Sections 1.5 and 
1.6 in the Asset Sale Agreement. Buyers and Sellcr shall fulfill the terms and conditions of the 
transaction. Buyers and Seller shall notify the Attorney General in writing of any proposed 
modification of the transaction, including a proposed modification or rescission of any of the 
above-enumerated agreements. Such notification shall be provided at lea!)t thiny (30) days prior 
to the effective date of such modification in order to allow the Attorney General to consider 

lThroughout this document, the term Victor Valley Community BospitaJ shall mean the general 
acute care hospital currently called Victor Valley Community Hospital (located at 15248 11 th 
Street, Victorville, California), the Victor Valley Community Hospital Women's Health Center 
and Outpatient Imaging, and any other clinics, laboratories, units, services, or beds included on 
the license issued to Victor Valley Community Hospital by the California Department of Public 
Health to operate Victor Valley Community Hospital , effective November 1, 2010, unless 
otherwise indicated. 
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whether the proposed modification affects the factors set forth in Corporations Code section 
5917. 

Ill. 

Buyers and all future owners or operators of Victor Valley Community Hospital shall be required 
to provide written notice to the Attorney General sixty (60) days prior to entering into any 
agreement or transaction to do either of the following: 

(A) Sell, transfer, lease, exchange, option, convey, or otherwise dispose of Victor Valley 
Community Hospital. 

(B) Transfer control, responsibility, or governance of Victor Valley Community Hospital. The 
substitution of a new corporate member or members of Buyers that transfers the control of, 
responsibility for or governance of Buyers shall be deemed a transfer for purposes of this 
condition. The substitution of one or more members of the governing body of Buyers, or any 
arrangement, written or oral, that would transfer voting control of the members of the governing 
body of Buyers, shall also be deemed a transfer for purposes of this Condition. 

IV. 

For five years from the date of the transaction closing, Buyers shall operate and maintain Victor 
Valley Community Hospital as a licensed general acute care hospital (as defined in Califomia 
Health and Safety Code Section J250) and shall maintain and provide the following health care 
services: 

a) Twenty~four hour emergency medical services as currently licensed (minimum of 13 
Emergency beds/stations) with the same types and levels of services as currently provided2

; 

b) Intensive Care Services as currently licensed (minimum of 10 Intensive Care beds) with the 
same types and levels of services as currently provided; 

c) Obstetrical sen/ices as currently licensed (minimum of9 Perinatal and 4 Labor, Delivery and 
Recovery beds) with the same types and levels of services as currently provided; 

d) Pediatric services as currently licensed (minimum of 16 PediatTic beds) with the same types 
and levels of services as currently provided; 

Buyers shall not place all or any portion of its above-listed licensed-bed capacity in voluntary 
suspension or surrender its license for any of these beds. 

V. 

For iive ycars from the date of the transaction closing, Buyers shall operate the Victor Valley 
Community Hospital Women 's Health Center and Outpatient Imaging and provide the same 
types and levels of services as currently provided. 

2 The term "currently provided" means types and levels of services provided as of November 1, 
2010. 
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VI. 

For five years from the date of the transaction closing, Buyers shall cause Victor Valley 
Community Hospital , and any other related structures, to be in compliance with all requirements 
of a general acute care hospital under the Alfred E. Alquist HospitaJ Facilities Seismic Safety 
Act of 1983, as amended by the California Hospital Facilities Seismic Safety Act, (Health & Saf. 
Code, § 129675-130070). 

VII. 

For five years from the date of the transaction closing, Buyers shall: 

a) Be certified to participate in the Medi-Cal program. 

b) Accept assigrunent of the Inland Empire Health Plan's current contract and amendments with 
Victor Valley Community Hospital, a California nonprofit public benefit corporation, (which 
expires December 31, 2011) and shall not terminate the contract without cause until a new 
contract has been entered into with the Inland Empire Health Plan, on the same terms and 
conditions as other similarly-situated hospitals offering substantially the same serv ices for Medi ­
Cal, Healthy Families, Healthy Kids, and Inland Empire Health Plan 's Medicare Special Needs 
Plan, to provide the same types and levels of emergency and non-emergency services at Victor 
Valley Community Hospital to Medi-Cal beneficiaries as required in these Conditions, and shall 
maintain such a contract with the Inland Empire Health Plan; 

c) Provide the same types and levels of emergency and non-emergency services at Victor Valley 
Community Hospital to Medi-Cal beneficiaries (Traditional Medi-Ca1 and Medi-Cal Managed 
Care) as required in these Conditions. 

d) Have a Medicare Provider Number to provide the same types and levels of emergency and 
non-emergency services at Victor Valley Community Hospital to Medicare beneficiaries (both 
Traditional Medicare and Medicare Managed Care) as required in these Conditions. 

VIII. 

For five years from the date of the transaction closing, Buyers shall maintain the following 
contracts and amendments, without interruption of service or diminution in quality, unless 
terminated ror cause, and shall provide the same services specified in the contracts: San 
Bernardino County Superintendant of Schools- Regional Occupational Program Agreement for 
Affiliation; San Bernardino County Department of Public Health-Automated Birth Registration 
Program (Automated Vital Statistics System); County of San Bernardino Department of Child 
Support Services-Paternity Opportunity Program Agreement; County of San Bernardino 
Transitional Assistance Department-Outstationed Medi -Cal El igibility Worker Services; Inland 
Counties Emergency Medical Agency-Hospital Preparedness Program; Hospital Association of 
Southern California Restatement of Reddinet Master Agreement-Emergency Communications 
System; and County of San Bernardino Arrowhead Regional Medical Center-Medically lndigent 
Adult Medical Care Program. 
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IX. 


For five years from the date of the transaction closing, 'Buyers shall provide an annual amount of 
Charity Care (as defined below) at Victor Valley Community Hospital equal to or greater than 
$1.380,000 (the "Minimum Charity Care Amount"). For purposes hereof, the tenn "Charity 
Care" shall mean the amount of charity care costs (not charges) incurred by Buyers in cormection 
with the operati on and provision of services at Victor Valley Community Hospital. The 
definition and methodology for calculating "charity care" and the methodology for calculating 
"cost" shaH be the same as that used by the California Office of Statewide Health Planning and 
Development ("OSHPD") for annual hospital reporting purposes,3 Buyers shall use chari ty care 
and collection policies that comply with Federal and California law. Crt!ation of. and any 
subsequent changes to, the charity care and collection policies and charity care services provided 
at Victor Valley Community Hospital shall be decided upon in conjunction with input from the 
LocaJ Governing Board referenced in Condition XII. 

Buyers' obligation under this condition for the period from the transaction closing date through 
the end of Buyers' first fiscal year following the transaction closing date shall be prorated on a 
daily basis if the transaction closing date is a date other than the first day of Buyers' fiscal year. 

For each calendar year after 2011, the Minimum Charity Care Amount shall be increased (but 
not decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months 
Percent Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles ­
Rlverside-Orange County Consol idated. Metropolitan Statistical Area Base Period: } 982~ 
84=100" (CPI-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of Charity Care provided by Buyers at Victor Valley Community Hospital 
for any calendar year is less than the Minimum Charity Care Amount (as adjusted pursuant to the 
above-referenced Consumer Price Index) required for such year, Buyers shall pay an amount 
equal to the deficiency to the "Victor Valley Community Hospital Health Fund" specified in 
Condition XV. Buyers shan pay the deficiency described in the preceding sentence not more 
than four (4) months following the end of such calendar year. 

X. 

For five years from the date orthe transaction closing, Buyers shall provide community benefit 
services at Victor Valley Community Hospital at an annual cost of $27,500 (hereafter "the 
Minimum Community Benefit Services Amount"). Community benefit commitments shall be 
decided upon in conjunction with input from the Local Governing Board referenced in Condition 
XII. 

3 OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD, 
"the determination of what is classified as ... charity care can be made by establishing whether or 
not the patient has the ability 10 pay. The patient's accounts receivable must be written off as 
bad debt if the patient has the ability but is unwilling to payoff the account." 

4 



The Minimum Community Benefit Services Amount shall be annually increased (but not 
decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months Percent 
Change: Aliltems Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982· 
84~ ] 00" (ePI-LA, as published by the U.s. Bureau of Labor Statistics). 

If the actual amount of community benefit services provided by Buyers at Victor Valley 
Community Hospital for any year is less than the Minimum Community Benefit Services 
Amount (as adjusted pursuant to the above-referenced Consumer Price Index) for such year, 
Buyers shall pay the deficiency to the "Victor Valley Community Hospital Health Fund" 
specified in Condition XV. Buyers shall pay the deficiency described in the preceding sentence 
not more than four (4) months following the end of such calendar year. 

XI. 

For five years from the date of the transaction closing, Buyers shall spend no less than 
$25,000,000 at Victor Valley Community Hospital for capital improvements, equipment, 
information technology, infrastructure improvements, and/or working capital; of said amount, no 
less than $] 5,000,000 shall be designated for capital improvements, equipment, information 
technology, infrastructure improvements at Victor Valley Community Hospital. For calendar 
years 201], 20]2 and 2013, Buyers shall spend no less than $4,000,000 per year for capital 
improvements, equipment, infonnation technology, and infrastructure improvements at Victor 
Valley Community Hospital. Buyers shall consult with the Local Governing Board, referenced 
in Condition XII, prior to spending funds for capital improvements, equipment, information 
technology, and infrastructure improvements. 

xu. 

For five years from the date of the transaction closing, Buyers shall maintain a Local Governing 
Board, as set forth in Section 5.8 of the Asset Sale Agreement. (Exhibit]) Said Board should 
include physicians from the medical staff at Victor Valley Community Hospital, the Chief of 
Staff at Victor Valley Community Hospital, and community representatives from Victor Valley 
Community Hospital's service area (as described on page 24 of the Healthcare Impact RepoT1 
authored by Medical Development Specialists, dated December 1, 2010 and attached here to as 
Exhibit 2). In additio:n to the duties of the Local Governing Board designated in Section 5.8 of 
the Asset Sale Agreement, Buyers shall consult with the Local Governing Board prior to 
spending funds for capital improvements, equipment, information technology, and infrastructure 
improvements, making any withdrawals from the separate interest-bearing bank account required 
in Condition XIV, making any changes to medical services, making any changes to community 
benefit programs, and making any changes 10 the charity care and collecti on policies and charity 
care services provided at Victor Valley Community Hospital. Such consultation shall occur at 
least thirty (30) days prior to the effective date of such changes or actions unless done so based 
upon an emergency. The Local Governing Board shall also approve any reports submitted to the 
Atlorney General regarding compliance with these Conditions. 
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XIII . 


Within 30 days of the date of the transaction closing, SeIJer shall transfer all remaining restricted 
charitable funds held by Victor Valley Community Hospital, a California nonprofit public 
benefit corporation, to "The Community Foundation Serving Rlverside and San Bernardino 
Counties," a California nonprofit public benefit corporation, to be used in accordance with the 
purposes for which said funds are restricted. 

XIV. 

Within 30 days of the date of the transaction closing, Buyers shall deposit and maintain an 
ongoing fund balance of $3 million in a separate interest-bearing bank account, to be used only 
for emergency operating and capital needs of Victor Valley Community Hospital, until such time 
as Victor Valley Community Hospital acrueves operating self-sustainability, demonstrated by: 1) 
a positive "Adjusted Net Revenue" per the calculation and methodology shown in Exhibit 3 (i.e., 
an "Adjusted Net from Operations" that is greater than 5% of Total Operating Revenue), for 
three consecutive quarters, and 2) a positiv.e cash flow shown by the total cash collections by 
Victor Valley Community Hospital for categories related to Net Patient Revenue, as defined by 
OSHPD, are equal to or greatfr than Net Patient Revenue, as defined and reported to OSHPD, 
for three consecutive quarters. The Local Governing Board referenced in Condition XII, shall be 
consulted prior to any withdrawals. Withdrawals are limited to $1.5 million for any quarter. 
Any withdrawals must be redeposited into the account within 30 days of the date the withdrawal 
is made. Within 14 days of the end of each quarter, Buyers shall provide to the Attorney General 
quarterly reports including, but not limited to, statements concerning this account from the bank 
in which the separate interest·bearing bank account is established. Once Victor Valley 
Community Hospital achieves operating self-sustainability as defined herein and proof is 
provided to the Attorney General, the Attorney General will release Buyers from the requirement 
to maintain this ongoing fund. 

XV. 

As soon as practicable, but no more than sixty (60) days after entry of an order closing the 
bankruptcy matter entitl ed In re: VICTOR VALLEY COMMUNITY HOSPITAL (U .S. 
Bankruptcy Court, Central Districts, Riverside Division Case No. 6: 10·3953 7 CB), Seller 
shall transfer all net proceeds from the transaction (expected to be $] ,700,000) and any 
unrestricted charitable assets (expected to be $320,325) to the "The Community Foundation 
Serving Riverside and San Bernardino Counties" for deposit in a Donor-Advised Pass·Through 
Fund called "Victor Valley Community Hospital Health Fund" for the purpose of making grants 
to charitable healthcare facilities and clinics exempt from taxation pursuant to IRe §501(c )(3) to 
provide hcalthcare services to residents in Victor Valley Community Hospital's service area (J] 
ZIP codes) as described 011 page 24 of the I-lcalthcare Impact Report authored by Medical 
Development Special ists, dated December 1,20] O. (Exhibit 2) These funds shall be maintained 
and used for a period of a1 least five years but not more than 10 years from the date of the 
transaction closing. Seller shall select the initial members of the Advisory Comminee to the 
Donor·Advised Pass~Through Fund which will include the Vice·President of Grant Programs of 
"The Community Foundation Serving Riverside and San Bernardino Counties." 
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XVI. 


Within 30 days of the date of the transaction closing, Buyers shall deposit the sum of $3 million 
in a separate interest-bearing blocked bank or other financial institution account satisfactory to 
the Attorney General. Such account shall be held by the bank or other financial institution in 
trust for the benefit of "The Community Foundation Serving Riverside and San Bernardino 
Counties." The owner of the account shall be the bank or other financial institution. The 
beneficiary oftbe account shall be "The Community Foundation Serving Riverside and San 
Bernardino Counties." Buyers shall retain no interest in the account other than the reversionary 
interest described below. The initial $3 million deposit and any interest earned shall be retained 
in the separate interest-bearing blocked account until the earlier of the following: (1) April 30, 
2016, (2) the date on which the Buyers close, sell, transfer, lease, exchange, option, convey, or 
otherwise dispose of Victor Valley Community Hospital, or (3) the date on which Buyers file for 
bankruptcy. If on or before April 30, 2016, Buyers close, sell, transfer, lease, exchange, option, 
convey, or otherwise dispose of Victor Valley Community Hospital or file for bankruptcy, the 
funds held in the account shall be paid, at the direction of "The Community Foundation Serving 
Riverside and San Bernardino Counties," to the Victor Valley Community Hospital Health Fund, 
as described in Condition XIV, for the uses specified therein. If OD or before April 30, 2016, 
Buyers have not closed, sold, transferred, leased, exchanged, optioned, conveyed, or otherwise 
disposed of Victor Valley Community Hospital, or filed for bankruptcy, Buyers shall be entitled 
to request return of the funds in the account after April 30, 2016. Within 14 days of the end of 
each quarter, Buyers shall provide to the Attorney General quarterly reports that include, but are 
not limited to, statements concerning this account from the bank or financial institution in which 
the separate interest-bearing blocked account is established. 

XVII. 

For five years from the date of the transaction closing, Buyers shall submit to the Attorney 
General, no later than four (4) months after the conclusion of each calendar year, a report 
describing in detail its compliance with each Condition set forth herein including, but not limited 
to, an itemization and the actual costs of the capital improvements, equipment, information 
technology, and infTastructure improvements. The Chief Executive Officers and Chief Financial 
Officers of Buyers shall certify that the report is true and correct and provide documentation of 
approval by the Local Governing Board for Victor Valley Community Hospital. 

XVlll. 

At the request of the Attorney General, Buyers and Seller shall provide such information as is 
reasonably necessary fo r the Attorney General to monitor compliance with the terms and 
conditions of the transaction as set forth herein. The Attorney General shall, at the request of a 
party and to the extent provided by law, keep confidential any information so produced to the 
extent that such information is a trade secret, or is privileged under state or federal law, or if the 
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure. 
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XIX. 


The Attorney General reserves the right to enforce each and every Condition set forth herein to 
the fullest extent provided by law. Pursuant to Government Code section 12598, the Attorney 
General's office shall also be entitled to recover its attorney fees and costs incurred in remedying 
each and every violation. 
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Operational Closing Date or sllch more liberal or generous policies and practices on charity care 
as Purchasers may have in effect or implement from time to time, (b) continue to provide care to 
indigent and low-income patients at levels similar 10 or more generous than those historically 
provided by the HospItal and (c) assure access to high-quality healthcare services to all persons 
seeking medical care, regardless of their ability 10 pay. 

5.7 Medical Staff. To ensure continui1y of care in the community, Purchasers agree 
that the Hospital's medlcal staff members in good standing as of the Effective Time shall 
maintain medical staff priviJeges at the Hospital as of the Effective Time. On and after the 
Effective Time. the medical staff will be subject to the Hospital's Medical Staff Bylaws then in 
effect. 

5.8 Local Governing Board. 

(a) Immediately after the Effective Time, Purchasers shall form a local 
governing board at the Hospital in accordance with the terms of this Section 5.8. Such local 
governing board shall be an advisory committee to the board of directors of Purchasers 
comprised of medical staff members, community leaders and the Hospital's Chief Executive 
Officer. The local governing board shall be subject to the authority of Purchasers' board of 
directors and the terms of Purchasers' Articles oflncorporation, Bylaws and other organizational 
documents. The individuals on the local governing board should (i) represent the Hospital in the 
community and represent the views of the community to the local governing board in its 
deliberations, (ii) participate in Purchasers' community outreach programs and (iii) supervise the 
Hospital's charity care policies and practices. 

(b) The local governing board of the Hospital shall have responsibilities that 
are consistent with similar local governing boards at other hospitals, or in other markets, 
respectively. which are owned directly or indirectly by affiliates of Purchasers. Purchasers shall 
consult with Seller or a successor established by Seller as to the appointment of community 
members to serve as members of the local governing board. 

5.9 Capital Expenditures. During the peTlod commencing on the Operational Closing 
Date and ending on the five (5) year anniversary date of the Closing, Purchasers agree that they 
will invest no less than Twenty-Five Million Dollars ($25,000,000.00) for capital improvements, 
equipment, information technology, infrastructure improvements, and/or working capital a1 the 
Hospital with no less than Fifteen Million Dollars ($ J5,000,000.00) of said amount being spent 
on capital improvements, equipment, information technology, and infrastructure improvements. 

5.10 Maintenance of Services. Purchasers agree that following the Closing, Purchasers 
will operate the Hospital as a licensed acute care hospital with essential services including labor 
and delivery, and open and accessible emergency departments. Obstetrics and pediatrics services 
shall be maintained by Purchasers at the hospital facility for five years following the Closing, 
provided, however, that Purchasers have not yet entered inlo any agreements to provide such 
services or agreed on any particular rates. 
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VICTOR VALLEY COMMUNITY HOSPITAL SERVICE AREA ANALYSIS 

Victor Valley Community Hospital's Service Area Definition 

The Hospital's service area is composed of II ZIP Codes, from which approximately 86% of the 
Hospital's discharges originated in 2009. Almost 57% of the Hospital's discharges were from 
the top four ZIP Codes, located in Victorville, Hesperia, and Adelanto. 

-
: SERVICE AREA l'AT!ENT ORIGIN MARKET SHARE BY21~ CODE: 2009 - ~. -·Cumulathte--- - --:',.' ~··::i 

' WCH %:of %:of iotal .. Market ' , 
: ZIP .Cndes " . , communitY'" 'DIscharges ;:Discharges Discharges, Dischar,ges : ,share 

92345 Hesperia 1,270 17.9% 17.9% 9,193 14% 
92392 Victorville 1,131 16.0% 33.9% 6,573 17% 

92395 Victorville 843 11.9% 45.8% 4,409 19% 
92301 .Adelanto 778 11.0% 56.8% 3,174 25% 
92307 Apple Valley 611 8.6% 65.4% 5,032 12% 

92308 Apple Valley 547 7.7% 73.1% 4,904 11% 
92394 Victorville 542 7.6% 80.8% 2,603 21% 

92371 Phelan 138 1.9% 82.7% 1,025 13% 
92356 Lucerne Valley 108 1.5% 84.2% 836 13% 
92344 Hesperia 90 1.3% 85.5% 1,256 7% 

92368 Oro Grande 23 0.3% 85.8% 103 22% 
Sub Total 6.,160 85.8% 39,843 15.5% 
Other ZIPs 177 14.2%, 100% 

Total 7,085 100% 

Source: OSHPD Pallent Discharge Database 

­
,- .~ -- - ___ ·~___r -- ---~- -- - ", - .. - ­ ~ 

~.'... . 

M:)S
24 ..."""" ....,."""".,.........,
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Condition XIV: Calculation of Adjusted Net Revenue (FN I ,) 

FISCAL YEAR 2nd QTR 
2009 2010 

Total Operating Revenue $ 56,561,3 I 9 $ 14,969,074 
Minus Total Operating Expenses $ (55,256,254) $ (15,603,030) 

Equals Net from Operations $ 1,305,065 $ (633,956) 
Minus Provision for Bad Debts $ (7,817,703) $ (1,706,554) 

Plus Amortization and Depreciation (FN 2.) $ 1,749,268 $ 588,600 

Equals Adjusted Net from Operations $ (4,763,370) $ (1,751,910) 

Adjusted Net from Operations $ (4 ,763,370) $ (l,75J ,910) 
Minus 5% of TotaJ Operating Revenue $ (2,828,066) $ (748,454) 

Equals Adjusted Net Revenue $ (7,591,436) $ (2,500,364) 

Fn. 1: The definition and methodology for calculating the terms in bold 
shall be the same as that used by the California Office of Statewide 
Health Planning and Development ("OSHPD") for annual hospital 
reporting purposes. The amounts used for the terms in bold shall be the 
same as those reported to OSHPD on a quarterly basis (Quarterly 
Financial Data). The FY 2009 figures were based upon the FY 2009 
OSHPD Annual Financial Disclosure Report and Independently Audited 
Financial Statements dated September 30, 2009. 

Fn.2: Amortization and Depreciation shall be obtained from the 
internally prepared quarterly financial statements using methods 
acceptable under Generally Accepted Accounting Principles. 
Amortization and Depreciation can only be added back in if the Total 
Operating Ex.penses reported to OSHPD included Amortization and 
Depreciation. The definition and methodology for calculating the term 
"Depreciation" shall be the same as that used by OSHPD for annual 
hospital reporting purposes. 

Page 1 
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To Security Agreement 


Conditional Approval to the Fourth Amendment to ASA 


(See Attached) 
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KAMALA D. HARRIS 
Attorney General 

State of California 

DEPARTMENT OF JUSTICE 


]00 SOUTH SPRING STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897*2000 
Telephone: (213) 897-2178 
Facsimile : (213) 897-7605 

E-Mail: wendi.horwitZ@doj.ca.gov 
May 12, 2011 

Sent by Internet and U.S. Mail 
Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller, Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a California limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following: 

1. The transaction must close on or before June I, 2011. 

2. Section (2) (c) and (2) (d) of the Emergency Fund Note must state in full as follows : 

"(c) Mandatory PreDavment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 20 11, received by Obligors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 2011, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable tenn of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 

mailto:wendi.horwitZ@doj.ca.gov
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(d) Voluntary Preoavment. In any case, this Note may be pre-paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondly, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhibit I.) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" [or the Emergency Fund Note . (See Exhibit I.) 

4. Buyers and Seller must execute all documents attached as Exhibit 1 on or before June 1, 
2011. 

5. The following clarifications are made to the referenced terms in the Conditions 
incorporated in the Attorney General's Decision dated December 29, 2010: 

a. The use of the tenn "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring inunediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgeted expenses." 

b. With respect to Condition XIV, the Attorney General agrees to also release 
Buyers from the requirement to maintain the fund at any time after five years from the date of the 
transaction closing, whether or not sel[-sustainability has been achieved. 

c. With respect to Condition XIV, total withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a California bank or a California branch of a National bank. 

C. The tenn "April 30,2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date of the transaction closing." 

f. With respect to Condition XVI, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank. or California financial institution or a California branch of a National bank or 
National financial institution. 

g. Assignment pursuant to Condition VlI(b) can be accomplished as follows: Before 
the transaction closes) (1) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and lEHP Health Access, to become effective on the date on which Buyers are issued 
a license to operate Victor Valley Community Hospital as a general acute care hospital by the 
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California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current IEHP and IEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that IEHP and IEHP Health 
Access at all times remain contracted with the owners of Victor Valiey Community Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing. 

h. Any references to a contract with IEHP in Condition VIl(b) shall mean a contract 
with IEHP and IEHP Health Access. 

Sincerely, 

[Original Signed] 

WENDI A. HORWITZ 
Deputy Attorney General 

For KAMALA D. HARRlS 
Attorney General 

cc: Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (via Internet) 



Exhibit C 

To Security Agreement 


DEPOSIT ACCOUNT CONTROL AGREEMENT 

(Emergency Fund) 


This Deposit Account Control Agreement (the "Agreement") is made and entered into as 
of , 2011, by and among , a 
("Bank"), VICTOR V ALLEY HOSPITAL REAL ESTATE, LLC, a California limited liability 
company and VICTOR VALLEY HOSPITAL ACQUISITION, INC., a California corporation 
(each, a "Debtor" and, collectively, the "Debtors"), and VICTOR VALLEY COMMUNITY 
HOSPITAL, a California nonprofit public benefit corporation (the "Secured Party"), who agree 
as follows: 

1. Recitals. This Agreement IS made with reference to the following facts and 
circumstances: 

(a) Secured Party, as Selier, and Debtors, as Purchasers, are partics to that certain 
Asset Sale Agreement, dated as of October 29, 2010 (together with all amendments thereto, 
collectively, the "ASA") under which Secured Party sold to Debtors and Debtors purchased from 
Secured Party certain property and assets, all as more particularly described in the ASA. 

(b) The sale of the property and assets pursuant to the ASA was subject to the consent 
of the Attorney General of the State of Cal ifornia (the "Attorney General"), and, on December 
29. 2010, the Attorney General conditionally consented to the sale subject to the Attorney 
General's "Conditions to Approval of Sale of Victor Valley Conununity Hospital", a copy of 
which is attached hereto as Exhibit I ,and on May 12, 20 II issued its conditional approval to the 
Fourth Amendment to ASA, a copy of which is attached hereto as Exhibit 2 (together with any 
modifications thereto, collectively, the "Conditions to Approval"). 

(c) Among the conditions imposed by the Attorney General in the Conditions to 
Approval was Condition XIV (the "Emergency Fund Condition") whereby the Debtors were 
required to deposit and maintain an ongoing balance of $3,000,000 in a separate interest-bearing 
bank account to be use only for emergency operating and capital needs of Victor Valley 
Conununity Hospital, all as more particularly set forth in the Emergency Fund Condition. 

(d) Debtors have now established Account No. (the "DepOSit 
Account") with Bank and have made the $3,000,000 deposit to the Deposit Account as required 
by the Emergency Fund Condition. 

(e) ]n connection with the purchase of the property and assets pursuant to the ASA, 
Debtors gave an Emergency Fund Note (the "Note"), dated May 31, 2011, to Secured Party in 
exchange for a $3,000,000 reduction in the cash portion of the purchase price payable to Secured 
Party for the property and assets under the ASA, thereby enabling Debtors to fund the Deposit 
Account. 
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(f) The parties hereto are entering into this Agreement in order to set forth their 
respective rights and duties with respect to the Deposit Account and all funds on deposit therein 
from time to time. 

2. Security Interest. Pursuant to a Security Agreement dated as of the date hereof, Debtors 
have pledged and granted to Secured Party a continuing security interest in (i) the Deposit 
Account, (ii) all funds on deposit in the Deposit Account, (iii) all interest accruing thereon, (iv) 
all renewals and replacements thereof (whether or not any such renewal or replacement is 
evidenced by a certificate or other evidence of deposit), (v) any and all certificates of deposit or 
other instruments that may constitute a part of or an investment of funds in, or that may replace 
all or any part of, the Deposit Account, and (vi) all proceeds of any of the foregoing. 

3. Control of Deposit Account. The Deposit Account shall be under the sole dominion and 
control of Secured Party and Bank will comply with Secured Party's instructions directing 
disposition of the funds in the Deposit Account without the necessity of consent by Debtors; 
provided however, that Bank shall provide the Debtors and the Attorney General with at least ten 
(10) days' advance written notice (including a copy of the applicable Secured Party's 
instructions) before honoring any instructions by Secured Party which would result in 
disbursement or depletion of any of the funds held in the Deposit Account. However, unless and 
until notice to the contrary is provided by Secured Party to Bank, Debtors shall have the right 
from time to time to transfer or withdraw amounts from the Deposit Account subject to and as 
provided in the Emergency Fund Condition. Before Bank's receipt of any such notice from 
Secured Party, Bank shall be entitled to honor Debtors' instructions and directions with respect 
to any transfer or withdrawal of funds from the Deposit Account. 

4. Statements and Other Information. Upon Secured Party's request, Bank shall provide 
Secured Party with copies of the regular monthly bank statements provided to Debtors and such 
other information relating to the Deposit Account as shall reasonably be requested by Secured 
Party. Bank shall also deliver a copy of all notices and statements required to be sent to Debtors 
pursuant to any agreement governing or related to the Deposit Account to Secured Party at such 
times as provided therein. 

5. Fees. Debtors agree to pay all service charges, transfer fees. account maintenance fees 
and other fees and charges (collectively. "Fees") of Bank in connection with the Deposit 
Account and this Agreement. Secured Party shall not have any responsibility or liability for the 
payment ofany Fees. 

6. Setoff. Bank agrees that it will not exercise or claim any right of setoff or security 
interest or banker's lien against the Deposit Account or any funds on deposit therein, and until all 
amounts owing to Secured Party under the Note have been irrevocably paid to Secured Party. 
Bank waives any such right or lien that it may have against the Deposit Account or any funds on 
deposit therein. 

7. Exculpation of Bank; Indemnification. Debtors and Secured Party agree that Bank shall 
have no liability to any of them for any loss or damage that they or any of them may claim to 
have suffered or incurred, either directly or indirectly. by reason of this Agreement or any 
transaction or service contemplated by its provisions, unless occasioned by the negligence or 
willful misconduct of Bank. In no event shall Bank be liable for losses or delays resulting from 
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computer malfunction, interruption of communication facilities, labor difficulties, fire or other 
casualty, or other causes beyond Bank's reasonable control or for indirect, special or 
consequential damages. Debtors, and each of them, agree to indenmify Bank and hold it 
hannless from and against any and all claims, losses, damages, liabilities. actions, judgments 
costs and expenses (including reasonable attorneys' fees and costs), other than those resulting 
from Bank's negligence or willful misconduct, which Bank may suffer or incur as a result of any 
transaction conducted or service performed as contemplated by this Agreement or as a result of 
Bank's compliance with the terms of this Agreement. 

8. Termination. This Agreement may be terminated by Debtors only upon delivery to Bank 
of a written notification jointly executed by Debtors and Secured Party. This Agreement may be 
terminated by Secured Party at any time, with or without reason or cause, upon its delivery of 
written notice to Debtors and Bank.. This Agreement may be terminated by Bank at any time on 
not Jess than 30 days' prior written notice delivered to Debtors and Secured Party. Upon 
delivery or receipt of such notice of termination to or by Bank., Bank will immediately transmit 
to such account as Secured Party may direct all funds, if any, then on deposit in, or otherwise to 
the credit of, the Deposit Account. 

9. Irrevocable Agreements. Debtors acknowledge that the agreements made by them and 
the authorizations granted by them in Sections 2 and 3 are irrevocable and that the authorizations 
granted in Sections 3 and 4 are powers coupled with an interest. 

10. Notices. Any notice, demand or communication required, permitted, or desired to be 
given hereunder shall be deemed effectively given when personally delivered, when received by 
telegraphic or other electronic means (including facsimile) or overnight courier, or five (5) 
calendar days after being deposited in the United States mail, with postage prepaid thereon, 
certified or registered mail, return receipt requested, addressed as follows: 

If to Secured Party: Victor Valley Community Hospital 
15428 II Ih Street 
Victorville, California 92392 
Attention: Chief Executive Officer 
Facsimile No. (760) 843-6020 

If to Debtors: Victor Va1ley Hospital Acquisition, Inc. 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No.: (951) 782-8850 

Victor Valley Hospital Real Estate, LLC 
6800 Indiana Avenue, Suite 130 
Riverside, California 92506 
Attention: William E. Thomas, Esq. 
Facsimile No.: (951) 782-8850 
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If to Bank: 

Attention: ,---_________ 

Facsimile No.: 

A copy of any notices to 
Secured Party, Debtor, or 
Bank shall also be 
provided to: Wendi Horwitz 

Deputy Attorney General 
Department of Justice 
Office of the Attorney General 
300 S. Spring St., Suite 1702 
Los Angeles, CA 90013 
Facsimile No.: (213) 897-7605 

or at such other address as one party may designate by notice hereunder to the other parties. 

11. Severability of Provisions. Any provision of this Agreement that is invalid, illegal or 
unenforceable shall be ineffective to the extent of such invalidity. illegality or unenforceability 
without invalidating, diminishing or rendering unenforceable the rights and obligations of the 
parties under the remaining provisions of this Agreement. 

12. Successors and Assigns. Except as otherwi se expressly provided in this Agreement, the 
provisions of thi s Agreement shall inure to the benefit of, and be binding upon, the successors 
and assigns of the parties to this Agreement; provided, however, no assignment of this 
Agreement or of Debtors' rights or obligations hereunder may be made by Debtors, or either of 
them, at any time. The Secured Party may transfer its rights and duties under this Agreement 
only to a transferee to which all of Secured Party's rights and duties under the Security 
Agreement are also concurrently transferred, as permitted under the Security Agreement. 

13. Amendments and Waivers. No term or provision of this Agreement may be amended, 
altered, modified or waived orally or by a course of conduct, but only by an instrument in writing 
signed by a duly authorized official, officer or representative of the party against which 
enforcement of such amendment, alteration, modification or waiver is sought. Any amendment, 
alteration, modification or waiver shall be for such period and subject to such conditions as shall 
be specified in the written instrument effecting the same. Any waiver shall be effective only in 
the specific instance and for the purpose for which given. This Agreement does not amend or 
otherwise modify any of the other agreements between the Debtors and the Secured Party 
including without limitation the ASA, the Note or the Security Agreement. 

14. Counterparts. This Agreement may be executed in several counterparts, each of which 
shall be deemed an original, but all of which together shall constitute one and the same 
instrument. 
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15. Headings. The various headings of this Agreement are for convenience of reference 
only, shall not affect the meaning or interpretation of this Agreement, and shall not be considered 
in construing this Agreement. 

16. Governing Law. This Agreement shall be governed and construed in accordance with the 
laws ofthc State ofCalifornia. 

17. Coordination With Conditions to Aooroval. Etc .. Notwithstanding any other provision in 
this Agreement, nothing in this Agreement is intended to, or will, alter the treatment of the 
Emergency Fund in compliance with the requirements of the Emergency Fund Condition and 
the Conditions to Approval and in the event of any conflict between the terms of this Agreement 
and the terms of the Emergency Fund Condition or the Conditions to Approval, the terms of the 
Emergency Fund Condition and the Condition to Approval shall control. Secured Party agrees to 
exercise its control over the Deposit Account only as is consistent with and in compliance with 
the Security Agreement, the Note and the terms of thc Emergency Fund Condition and the 
Conditions to Approval. 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK, 
SIGNATURES ARE ON THE FOLLOWING PAGE) 
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IN WITNESS WHEREOF, this Agreement has been duly executed by the parties set 
forth below as of the due first written above. 

DEBTORS: 


Victor Valley Hospital Real Estate, LLC, a 
California limited liability corporation 

By:_____ _ _ _ _____ 
Name:
Title: - - ---------- ­

Victor Valley Hospital Acquisition, Inc., a 
California corporation 

By:___ _ ________ 
Name: _ _ ___________ 

Title: 

SECURED PARTY: 

Victor Valley Community Hospital, a California 
corporation 

By:Nrum'-e:-- ----- --- - - ­
Its: ___ _______ ___ 

BANK: 

By: _ _ ______ ___ 
Name: _ _ _____ ___ ___ 
Title: ____ ________ _ 
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Exhibit 1 

To Deposit Account Control Agreement 


Conditions to Approval of Sale of Victor Valley Community Hospital 


(See Attached) 
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'Nb"'- . ,@EDMUND G. BROWN JR. State o/California . .... 
Attomey Getrertll DEPARTMENTOF JUSTICE 

~ 

300 SOlm I SPRING sn.EET. SUITE 1702 
l.OS ANGELES. CA 900]) 

Public: (213) 897·2000 
Telephone: (213) 897·2178 
Facsimile: (21 3) 897-7605 

E-Mail: wendi.horwitZ@doj .ca.gov 

December 29, 2010 

Charles E. Slyngslad, Esq. 
Burke, Will iams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles. ell. 9007 1 

RE: Proposed Sale of Victor Valley Communit" Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally consents, pursuant to Corporations Code 
sect ion 5914 el !ieq. , to the sale of Victor Valley Community Hospital to Victor Valley Jlospitai 
Real Estate, LLC, a California limited liability corporation, and Victor Valley Hospital 
Acquisition, Inc., as set forth in the Notice fil ed on November 19, 2010. Corporations Code 
section 5917 and section 999.5, subdivision (t), of title II of the California Code o r Regulations. 
set forth factors that the Attorney General must consider in determining whether to consent to a 
proposed transaction between a nonprofit corporation and a for·profit corporation or entity. The 
Attorney General has considered such facto rs and consents to the proposed tTansaction subject to 
the attac hed conditions, which arc incorporated by reference herein. 

Thank you for your cooperation and that of your client and the purchasers throughout the 
revi ew process. 

Sincerely, 

[Original Signed] 

WEND! A. HORWITZ 
Deputy Anorney General 

For EDMUND G. BROWN JR. 
Attorney General 

Attachment 
cc: Bill Thomas, Esq. 

LA 20 10600780/6058776S.doc 
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Conditions to Approval of Sale of Victor Valley Community Hospital 

I. 

For the purposes of these conditions, and unless the context indicates otherwise, the term 
"Buyers" shall mean Victor Valley Hospital Real Estate, LLC, a California limited liability 
corporation, and Victor Valley Hospital Acquisition, lnc., a California for-profit corporation, the 
proposed acquirers of Victor Valley Community Hospital!, any other subsidiary, parent, general 
partner, affiliate, successor, or assignee of Victor Valley Hospital Real Estate, LLC or Victor 
Valley Hospital Acquisition, Inc., any entity succeeding thereto by consolidation, merger or 
acquisition of all or substantially all of the assets of VictOT Valley Community Hospital or the 
real property on which Victor Valley Conununity Hospital is located, any entity owned by the 
Buyers that subsequently becomes the owner or licensed operator of Victor Valley Community 
Hospital or owner of the real property on which Victor Valley Conununity Hospital is located, 
any entity that owns Buyers that subsequently becomes the owner or licensed operator of Victor 
Valley Commuruty Hospital or owner of the real property on which Victor Valley Community 
Hospital is located, any future entity that purchases Victor Valley Community Hospital or the 
real property on which Victor Valley Community Hospital is located from Buyers, and any entity 
owned by a future purchaser that subsequently becomes the owner or licensed operator of Victor 
Valley Community Hospital or owner of the real property on which Victor Valley Community 
Hospital is located. These conditions shall be legally binding on any and all current and future 
owners or operators of Victor Valley Community Hospital and owners of the real property on 
which Victor Valley Community Hospital is located. The term "Seller" shall mean Victor 
Valley Community Hospital, a California nonprofit public benefit corporation. 

II. 

The transaction approved by the Attorney General between Buyers and Seller consists of the 
Asset Sale Agreement dated October 29, 20] 0, Amendment to Asset Sale Agreement dated 
December 23, 2010, Interim Management and Lease Agreement dated on or about the time of 
the transaction closing, Good Faith Deposit Agreement dated December 17,20] 0, Limited 
Power of Attorney for Use of DEA Registration Numbers and DEA Order Forms dated on or 
about the time of the transaction closing, and any other documents referenced in Sections 1.5 and 
1.6 in the Asset Sale Agreement. Buyers and Seller shall fulfill the terms and conditions of the 
transaction. Buyers and Seller shall notify the Attorney General in writing of any proposed 
modification of the transaction, including a proposed modification or rescission of any of the 
above-enumerated agreements. Such notification shall be provided at least thirty (30) days prior 
to the effective date of such modification in order to allow the Attorney General to consider 

lThroughou1 this document, the term Victor Valley Community Hospital shall mean the general 
acute care hospital currently called Victor Valley Community Hospital (located at 15248 11 th 
Street, Victorville, California). the Victor Valley Community Hospital Women's l-ll.:alth Center 
and Outpatient Imaging, and any other clinics, laboratories, units, s~rvices, or beds included on 
the license issued to Victor Valley Community Hospital by the California Department of Public 
Health to operate Victor Valley Community Hospital, effective November]! 20] 0) unless 
otherwise indicated. 
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whether the proposed modification affects the factors set fOlth in Corporations Code section 
5917. 

III. 

Buyers and all future owners or operators of Victor ValJey Community Hospital shall be required 
to provide written notice to the Attorney General sixty (60) days prior to entering into any 
agreement or transaction to do either of the following: 

(A) Sell , transfer, lease, exchange, option, convey, or otherwise dispose of Victor Valley 
Community Hospital. 

(B) Transfer control, responsibility, or governance of Victor Valley Community Hospital. The 
substitution of a new corporate member or members of Buyers that transfers the control of, 
responsibility for or governance of Buyers shall be deemed a transfer for purposes of this 
condition. The substitution of one or more members of the governing body of Buyers, or any 
arrangement, written or oral, that would transfer voting control of the members of the governing 
body of Buyers, shall also be deemed a transfer for purposes of this Condition. 

IV. 

For five years from the date of the transaction closing, Buyers shall operate and maintain Victor 
Valley Community Hospital as a licensed general acute care hospital (as defined in California 
Health and Safety Code Section 1250) and shall maintain and provide the following health care 
servlces: 

a) Twenty-four hour emergency medical services as currently licensed (minimum of 13 
Emergency beds/stations) with the same types and levels of services as currently provided2

; 

b) Intensive Care Services as currently licensed (minimum of 10 intensive Care beds) with the 
same types and levels of services as currently provided; 

c) Obstetrical services as currently licensed (minimum of 9 Perinatal and 4 Labor, Delivery and 
Recovery beds) with the same types and levels of services as currently provided; 

d) Pediatric services as currently licensed (minimum of 16 Pediatric beds) with the same types 
and levels of services as currently provided; 

Buyers shall not place all or any portion of its above-listed licensed-bed capacity in voluntary 
suspension or surrender its license for any of these beds. 

V. 

For five years from the date of the transaction closing, Buyers shall operate the Victor Valley 
Community Hospital Women's Health Center and Outpatient lmaging and provide the same 
types and levels of services as currently provided. 

2 The tenn "currently provided" means types and levels of services provided as of November 1, 
2010. 
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VI. 

For five years from the date of the transaction closing, Buyers shall cause Victor Valley 
Community Hospital, and any other related structures, to be in compliance with all requirements 
of a general acute care hospital under the Alfred E. Alquist Hospital Facilities Seismic Safety 
Act of] 983, as amended by the Callfornia Hospital Facilities Seismic Safety Act. (Health & SaL 
Code, § 129675-130070). 

VII. 

For five years from the date of the transaction closing, Buyers shall: 

a) Be certified to participate in the Medi-Cal program. 

b) Accept assignment of the Inland Empire Health Plan 's current contract and amendments with 
Victor Valley Community Hospital, a California nonprofit public benefit corporation, (which 
expires December 31, 2011) and shall not terminate the contract without cause until a new 
contract has been entered into with the Inland Empire Health Plan, on the same terms and 
conditions as other similarly-situated hospitals offering substantially the same services for Medi­
Cal, Healthy Families, Healthy Kids, and Inland Empire Health Plan 's Medicare Special Needs 
Plan, to provide the same types and levels of emergency and non-emergency services at Victor 
Valley Conununity Hospital to Medi-Cal beneficiaries as required in these Conditions, and shall 
maintain such a contract with the Inland Empire Health Plan; 

c) Provide the same types and levels of emergency and non-emergency services at Victor Valley 
Conununity Hospital to Medi-Cal beneficiaries (Traditional Medi-Cal and Medi-Cal Managed 
Care) as required in these Conditions, 

d) Have a Medicare Provider Number to provide the same types and levels of emergency and 
non-emerge,ncy services at Victor Valley Community Hospital to Medicare beneficiaries (both 
Traditional Medicare and Medicare Managed Care) as required in these Conditions, 

VIII. 

For five years from the date of the transaction closing, Buyers shall maintain the following 
contracts and amendments, without interruption of service or diminution in quality, unless 
terminated for cause, and shall provide the same services specified in the conlTacts: San 
Bernardino County Superintendant of Schools- Regional Occupational Program Agreement for 
Affiliation; San Bernardino County Department of Public Health-Automated Birth Registration 
Program (Automated Vital Statistics System); County of San Bernardino Dcpaltment of Child 
Support Services-Paternity Opportunity Program Agreement; Count)' of San Bernardino 
Transitional Assistance Departmenl-0utslationed Mcdi-Cal Eligibility Worker Services; Inland 
Counties Emergency Medical Agency-Hospital Preparedness Program; Hospital Association of 
Southern California Restatement of Reddinet Master Agreement-Emergency Conununications 
System; and County of San Bernardino Arrowhead Regional Medical Center-Medically Indigent 
Adult Medical Care Program. 
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IX. 


For five years from the date of the transaction closing, 'Buyers shall provide an annual amount of 
Charity Care (as defined below) at Victor Va11ey Community Hospital equal to or greater than 
$1,380,000 (the "Minimum Charity Care Amount"). For purposes hereof, the term "Charity 
Care" shall mean the amount of charity care costs (not charges) incurred by Buyers in connection 
with the operation and provision of services at Victor Valley Community Hospital. The 
definition and methodology for calculating "charity care" and the methodology for calculating 
"cost" shall be the same as that used by the California Office of Statewide Health Planning and 
Development ("OSHPD") fOT annual hospital reporting purposes.) Buyers shall use charity care 
and collection policies that comply with Federal and Californla law. Creation of, and any 
subsequent changes to, the charity care and collection policies and charity care services provided 
at Victor Valley Community Hospital shall be decided upon in conjunction with input from the 
Local Governing Board referenced in Condition XII. 

Buyers' obligation under this condition for the period from the transaction closing date through 
the end of Buyers' first fiscal year following the transaction closing date shall be prorated on a 
daily basis if the transaction closing date is a date other than the first day of Buyers' fiscal year. 

For each calendar year after 2011, the Minimum Charity Care Amount shall be increased (but 
not decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months 
Percent Change: All Items Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Period: 1982­
84=100" (CPI-LA, as published by the U.S. Bureau of Labor Statistics) . 

If the actual amount of Charity Care provided by Buyers at Victor Valley Community Hospital 
for any calendar year is less than the Minimum Charity Care Amount (as adjusted pursuant to the 
above-referenced Consumer Price Index) required for such year, Buyers shall pay an amount 
equal to the deficiency to the "Victor Valley Community Hospital Health Fund" specified in 
Condition XV. Buyers shall pay the deficiency described in the preceding sentence not more 
than four (4) months following the end of such calendar year. 

X. 

For five years from the date of the transaction closing, Buyers shall provide community benefit 
services at Victor Valley Community Hospital a1 an annual cost of$27,500 (hereafter "the 
Minimum Community Benefit Services Amount"). Communlty benefit commitments shall be 
decided upon in conjunction with input from the Local Governing Board referenced in Condition 
XII. 

3 OSHPD defmes charity care by contrasting charity care and bad debt. According to OSHPD, 
"the determination of what is classified as ... charity care can be made by establishing whether or 
not the patiem has the ability 10 pay. The patient's accounts receivable must be written off as 
bad debt if the patient has the ability but is unwilling to pay off the account." 
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The Minimum Community Benefit Services Amount shall be annually increased (but not 
decreased) by an amount equal to the Annual Percent increase, if any, in the "12 Months Percent 
Change: Aliltems Consumer Price Index for All Urban Consumers in the Los Angeles­
Riverside-Orange County Consolidated Metropolitan Statistical Area Base Perit;ld: 1982­
84=100" (CPI-LA, as published by the U.S. Bureau of Labor Statistics). 

If the actual amount of community benefit services provided by Buyers at Victor Valley 
Community Hospital for any year is less than the Minimum Community Benefit Services 
Amount (as adjusted pursuant to the above-referenced Consumer Price Index) for such year, 
Buyers shall pay the deficiency to the "Victor Valley Community Hospital Health Fund" 
specified in Condition XV. Buyers shall pay the deficiency described in the preceding sentence 
not more than four (4) months following the end of such calendar year. 

Xl. 

For five years from the date of the transaction closing, Buyers shall spend no less than 
$25,000,000 at Victor Valley Community Hospital for capital improvements, equipment, 
information technology, infrastructure improvements, and/or working capital; of said amount, no 
less than $15,000,000 shall be designated for capital improvements, equipment, information 
technology, infrastructure improvements at Victor Valley Community Hospital. For calendar 
years 2011 , 2012 and 2013, Buyers shall spend no less than $4,000,000 per year for capital 
improvements, equipment, information technology, and infrastructure improvements at Victor 
Valley Community Hospital. Buyers shall consult with the Local Governing Board, referenced 
in Condition XII, prior to spending funds for capital improvements, equipment, infonnation 
technology, and infrastructure improvements. 

XII. 

For five years from the date of the transaction closing, Buyers shall maintain a Local Governing 
Board, as set forth in Section 5.8 of the Asset Sale Agreement. (Exhibit 1) Said Board should 
include physicians from the medical staff at Victor Valley Community Hospital, the Chief of 
Staff at Victor Valley Community Hospital, and conununity representatives from Victor Valley 
Community Hospital's service area (as described on page 24 of the Healthcare Impact Report 
authored by Medical Development Specialists, dated December 1,2010 and attached here to as 
Exhibit 2). In addition to the duties of the Local Governing Board designated in Section 5.8 of 
the Asset Sale Agreement, Buyers shall consult with the Local Governing Board prior to 
spending funds for capital improvements, eq uipment, information technology, and infrastructure 
improvements, making any withdrawals from the separate interest-bearing bank account required 
in Condition XIV, making any changes to medical services, making any changes to community 
benefit programs, and making any changes to the charity care and collection policies and charity 
care services provided at Victor Valley Community Hospital. Such consultation shall occur at 
least thirty (30) days prior to the effective dale of such changes or actions unless done so based 
upon an emergency. The Local Governing B oard shall also approve any reports submitted to lhe 
Anorney General regarding compliance with these Conditions. 
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XIII. 


Within 30 days of the date of the transaction closing, Seller shall transfer aU remaining restricted 
charitable funds held by Victor Valley Conununity Hospital, a California nonprofit public 
benefit corporation, to "The Community Foundation Serving Riverside and San Bernardino 
Counties," a California nonprofit public benefit corporation, to be used in accordance with the 
purposes for which said funds are restricted. 

XIV. 

Within 30 days of the date of the transaction closing, Buyers shall deposit and maintain an 
ongoing fund balance of $3 million in a separate interest-bearing bank account, to be used only 
for emergency operating and capital needs of Victor Valley Community Hospital, until such time 
as Victor Valley Community Hospital achieves operating self-sustainability, demonstrated by: ]) 
a positive "Adjusted Net Revenue" per the calculation and methodology shown in Exhibit 3 (i.e., 
an "Adjusted Net from Operations" that is greater than 5% of Total Operating Revenue), for 
three consecutive quarters, and 2) a positive cash flow shown by the total cash collections by 
Victor Valley Community Hospital for categories related to Net Patient Revenue, as defined by 
OSHPD, are equal to or greater than Net Patient Revenue, as defmed and reported to OSHPD, 
for three consecutive quarters. The Local Governing Board referenced in Condition XII, shall be 
consulted prior to any withdrawals. Withdrawals are limited to $1.5 million for any quarter. 
Any withdrawals must be redeposited into the account within 30 days of the date the withdrawal 
is made. Within 14 days of the end of each quarter, Buyers shall provide to the Attorney General 
quarterly reports including, but not limited to, statements concerning this account from the bank 
in which the separate interest-bearing bank account is established. Once Victor Valley 
Community Hospital achieves operating self-sustainability as defined herein and proof is 
provided to the Attorney General, the Attorney General will release Buyers from the requirement 
to maintain this ongoing fund. 

XV. 

As soon as practicable, but no more than sixty (60) days after entry of an order closing the 
bankruptcy matter entitled In re: VICTOR VALLEY COMMUNITY HOSPITAL (U.S. 
Bankruptcy Court, Central Districts, Riverside Division Case No.6: 10-39537 CB), Seller 
shall transfer all net proceeds from the transaction (expected to be $] ,700,000) and any 
unrestricted charitable assets (expected to be $320,325) to the "The Community Foundation 
Serving Riverside and San Bernardino Counties" for deposit in a Donor-Advised Pass-Through 
Fund called "Victor Valley Community Hospital Health Fund" for the purpose of making grants 
to charitable healthcare facil ities and clinics exempt from taxation pursuant to IRe §501 (e )(3) to 
provide healthcare services to residents in Victor Valley Community Hospital's service area (11 
ZIP codes) as described on page 24 of the }Jealthcare Impact Report authored by Medical 
Development Specialists, dated December 1, 2010. (Exhibit 2) These funds shall be maintained 
and used for a period of at least five years but not more than 10 years from the date of the 
transaction closing. Seller shall select the initial members of the Advisory Committee to the 
Donor-Advised Pass-Through Fund which will include the Vice-President of Grant Programs of 
"The Community Foundation Serving Riverside and San Bernardino Counties." 
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XVI. 


Within 30 days of the date of the transaction closing, Buyers shall deposit the sum of $3 million 
in a separate interest-bearing blocked bank or other financial institution account satisfactory to 
the Attorney General. Such account shall be held by the bank or other financial institution in 
trust for the benefit afuThe Community Foundation Serving ruverside and San Bernardino 
Counties." The owner of the account shall be the bank or other financial institution. The 
beneficiary oftbe account shall be "The Community Foundation Serving Riverside and San 
Bernardino Counties," Buyers shall retain no interest in the account other than the reversionary 
interest described below. The initial $3 million deposit and any interest earned shall be retained 
in the separate interest-bearing blocked account until the earlier of the following: (1) April 30, 
2016, (2) the date on which the Buyers close, sell , transfer, lease, exchange, option, convey, or 
otherwise dispose of Victor Valley Community Hospital, or (3) the date on which Buyers file for 
bankruptcy. If on or before April 30, 2016, Buyers close, sell, transfer, lease, exchange, option, 
convey, or otherwise dispose of Vic tor Valley Community Hospital or file for bankruptcy, the 
funds held in the account shall be paid, at the direction of "The Communiry Foundation Serving 
Riverside and San Bernardino Counties," to the Victor Valley Community Hospital Health Fund, 
as described in Condition XIV, for the uses specified therein. If on or before April 30,2016, 
Buyers have not closed, sold, transferred, leased, exchanged, optioned, conveyed, or otherwise 
disposed of Victor Valley Community Hospital, or filed for bankruptcy, Buyers shall be entitled 
to request return of the funds in the account after April 30, 2016. Within 14 days of the end of 
each quarter, Buyers shall provide to the Attorney General quarterly reports that include, but are 
not limited to, statements concerning this account from the bank or financial institution in which 
the separate interest-bearing blocked account is established. 

XVII. 

For five years from the date of the transaction closing, Buyers shall submit to the Attorney 
General, no later than four (4) months after the conclusion of each calendar year, a report 
describing in detaiJ its compliance with each Condltion set forth herein including, but not limited 
to, an itemization and the actual costs of the capital improvements, equipment, information 
technology, and infrastructure improvements. The Chief Execuiive Officers and Chief Financial 
Officers of Buyers shall certify that the report is true and correct and provide documentation of 
approval by the Local Governing Board for Victor Valley Community Hospital. 

XVlII. 

At the request of the Attorney General, Buyers and Seller shaH provide such information as is 
reasonably necessary for the Attorney General to monitor compliance with the terms and 
conditions of the transaction as set forth herein. The Attorney General shall, al the request of a 
party and to the extent provided by law, keep confidential any information so produced to the 
extent that such information is ~ trade secret. or is privileged under state or federal law, or if the 
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure. 
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XIX. 


The Anomey General reserves the right to enforce each and every Condition set forth herein to 
the fullest extent provided by law. Pursuant to Government Code section 12598, the Attorney 
General's office shall also be entitled to recover its attorney fees and costs incurred in remedying 
each and every violation. 
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Operational Closing Date or such more liberal or generous policies and practices on chariry care 
as Purchasers may have in effect or implement from time to time, (b) continue to provide care to 
indigent and .low-income patients at levels similar to or more generous than those historically 
provided by the Hospital and (c) assure access to high-quality healthcare services to all persons 
seeking medical care, regardless of their ability to pay. 

5.7 Medical Staff. To ensure continuily of care in the communiry, Purchasers agree 
that the Hospital's medical staff members in good standing as of the Effective Time shall 
maintain medical staff privileges at the Hospital as of the Effective Time. On and after the 
Effective Time. the medical staff will be subject to the Hospital's Medical Staff Bylaws then in 
effect. 

5.8 Local Governing Board. 

(a) Immediately after the Effective Time, Purchasers shall form a local 
governing board at the Hospital in accordance with the terms of this Section 5.8. Such local 
governing board shall be an advisory committee to the board of directors of Purchasers 
comprised of medical staff members, community leaders and the Hospital's Chief Executive 
Officer. The local governing board shall be subject to the authority of Purchasers' board of 
directors and the tenus of Purchasers' Articles oflncorporation, Bylaws and other organizational 
documents. The individuals on the local governing board should (i) represent the Hospital in the 
community and represent the views of the community to the local governing board in its 
deliberations, (ii) participate in Purchasers ' community outreach programs and (iii) supervise the 
Hospital's charity care policies and practices. 

(b) The local governing board of the Hospital shall have responsibilities that 
are consistent with similar local governing boards at other hospitals, or in other markets, 
respectively, which are owned directly or indirectly by affiliates of Purchasers . Purchasers sha11 
consult w ith Seller or a successor established by Seller as to the appointment of community 
members to serve as members of the local governing board. 

5.9 Capital Expenditures. During the period commencing on the Operational Closing 
Date and ending on the five (5) year anniversary date of the Closing, Purchasers agree that they 
will invest no less than Twenty-Five Million Dollars ($25,000,000 .00) for capital improvements, 
equipment, information technology, infrastructure improvements, andlor working capital at the 
Hospital with no Jess than Fifteen Million Dollars ($]5,000,000.00) of said amount being spent 
on capital improvements, equipment, information technology, and infrastructure improvements. 

5. J0 Maintenance of Services. Purchasers agree that following the Closing, Purchasers 
will operate the Hospital as a licensed acute care hospital with essential services including labor 
and delivery, and open and accessible emergency departments. Obstetrics and pediatrics services 
shall be maintained by Purchasers at the hospital facility for five years following the Closing, 
provided, however, that Purchasers have not yet entered into any agreements to provide such 
services or agreed on any particular rates. 
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, SERVICE AREA'PATIENT ORIGIN MARKET'SHARE BYZIP CODE: 2009 ' , - -­ - --­ ----.---- --"~"- ~=-- .•.~- ~-' - . - ·_o.-cumulatfv~ -- ·-::-----:-:~~:j 

i : ZIP .Codes 

: WCft %:of . %:of - "T..otal .· Market ~ '. . ,
:.community DiBchar:g~s Discharges Dischar:ges Discharges; ;Share 1 

92345 Hesperia 1,270 17.9% 17.9% 9 ,1 93 14% 
92392 Victorville 1,131 16.0% 33.9% 6,573 17% 
92395 Victorville 843 11.9% 45.8% 4,409 19% 
92301 Adelanto 778 11.0% 56.8% 3,174 25% 

92307 Apple Valley 611 8.6% 65.4% 5,032 12% 
92308 Apple Valley 547 7.7% 73.1% 4 ,904 11% 
92394 Victorville 542 7.6% 80.8% 2,603 21% 
92371 Phelan 138 1,9% 82.7% 1,025 13% 
92356 Lucerne Valley 108 1,5% 84.2% 836 13% 
92344 Hesperia 90 1.3% 85.5% 1,256 7% 
92368 Oro Grande 23 0.3% 85.8% 103 22% 

Sub Total 6,160 85.8% 39,843 15.5% 

Other ZIPs 177 14.2% 100% 
Total 7,085 100% 

VICTOR VALLEY COMMUNITY HOSPITAL SERVICE AREA ANALYSIS 

Victor Valley Community Hosp ital 's Service Area Definition 

The Hospital's service area is composed of 11 ZIP Codes, from which approximately 86% of the 
Hospital's discharges originated in 2009. Aimos157% of the Hospital's discharges were from 
the top four ZIP Codes, located in Victorville, Hesperia, and Adelanto. 

.. 

Source: OSHPD Patient Discharge Database 

M:)S
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Condition XIV: Calculation of Adiusted Net Revenue (FN 1.) 

FISCAL YEAR 2nd QTR 
2009 2010 

Total Operating Revenue $ 56,561,319 $ 14,969,074 
Minus Total Operating Expenses $ (55,256,254) $ (15,603,030) 

Eguals Net from Operations $ 1,305,065 $ (633,956) 
Minus Provision for Bad Debts $ (7,817,703) $ (1,706,554) 

Plus Amortization and Depreciation (FN 2.) $ 1,749,268 $ 588,600 

Eguals Adjusted Net from Ol2erations $ (4,763,370) $ (1,751,910) 

Adjusted Net from Operations $ (4 ,763,370) $ (1,751,910) 
Minus 5% afTotal Operating Revenue $ (2,828,066) $ (748,454) 

Equals Adjusted Net Revenue $ (7,591 ,436) $ (2 ,500,364) 

Fn. I: The defmition and methodology for calculating the terms in bold 
shall be the same as that used by the California Office of Statewide 
Health Planning and Development ("08HPD") for annual hospital 
reponing purposes. The amounts used for the terms in bold shall be the 

same as those reponed to 08HPD on a quarterly basis (Quarterly 
Financial Data). The FY 2009 figures were based upon the FY 2009 
OSHPD Annual Financial Disclosure Report and Independently Audited 
Financial Statements dated September 30, 2009. 

Fn.2: Amortization and Depreciation shall be obtained from the 
internally prepared quarterly financial statements using methods 

acceptable under Generally Accepted Accounting Principles. 
Amortization and Depreciation can only be added back in if the Total 

Operating Expenses reported to 08HPD included Amortization and 
Depreciation. TIle defini tion and methodology for calculating the term 

"Depreciation" shall be the same as that used by OSHPD for annual 

hospital reporting purposes. 
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Conditional Approval to the Fourth Amendment to ASA 


(See Attached) 
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KAMALA D. HARRIS 
Attorney General 

State ofCalifornia 

DEPARTMENT OF JUSTICE 


300 SOUTH SPRING STREET, SUITE 1702 
LOS ANGELES, CA 90013 

Public: (213) 897-2000 
Telephone: (213) 897-2178 
Facsimile: (213) 897-7605 

E-Mail: wendi.horwitz@doj.ca.gov 
May 12,2011 

Sent by Internet and U.S. Mail 
Charles E. Slyngstad, Esq. 
Burke, Williams & Sorensen, LLP - Los Angeles 
444 South Flower Street, Suite 2400 
Los Angeles, CA 90071 

RE: Proposed Sale of Victor Valley Community Hospital 

Dear Mr. Slyngstad: 

The Attorney General hereby conditionally approves the Fourth Amendment to the Asset 
Sale Agreement between Seller, Victor Valley Community Hospital, a California nonprofit 
public benefit corporation, and Buyers, Victor Valley Hospital Real Estate, LLC ("Real Estate 
LLC"), a California limited liability corporation, and Victor Valley Hospital Acquisition, Inc. 
("Acquisition, Inc.), a California for-profit corporation. (A copy of the Fourth Amendment is 
attached as Exhibit 1.) The Attorney General's approval is subject to the following: 

1. The transaction must close on or before June 1,2011. 

2. Section (2) (c) and (2) (d) of the Emergency Fund Note must state in full as follows: 

"(c) Mandatory Preoavment. This Note is subject to mandatory prepayment, without 
any prepayment penalty or fee, from, and in payments equal to, fifty percent (50%) of all funds 
from SB 90 or funds from follow-on quality assurance fee legislation ("QAF Legislation"), to the 
extent those funds apply to calendar year 20 11, received by Obligors, or either of them during 
calendar years 2011 or 2012, that are in excess of the initial $4.5 million of such funds received 
by Obligors (the "Excess Funds"). If any such QAF Legislation applies to a portion of calendar 
year 2011 and a portion or all of calendar year 2012, the funds received by Obligors, or either of 
them, shall be allocated between the applicable calendar year periods as provided in such QAF 
Legislation. If the QAF Legislation does not specify allocation of funds applicable to calendar 
year 2011, the funds received shall be deemed to be applied on a pro rata basis, in equal monthly 
allotments, over the full applicable term of the QAF Legislation. Such prepayments shall be 
made within ten (10) days following receipt of any Excess Funds by Obligors, or either of them. 
Any such prepayments shall be applied first to any costs or fees owing by Obligors to Holder 
under this Note and then in reduction of the unpaid Principal Sum. Any such prepayments shall 
not be applied in reduction of accrued and unpaid interest, it being agreed that such accrued and 
unpaid interest is to be paid as provided in Section 2(a). 

mailto:wendi.horwitz@doj.ca.gov
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(d) Voluntary Preoavment. In any case, this Note may be pre·paid in whole or in 
part, in the Obligors discretion, without penalty or fee. All prepaid amounts shall be applied, 
first, in payment of any fees and costs payable by Obligors to Holder under this Note, secondly, 
in payment of all accrued but unpaid interest and, lastly, in payment of the unpaid Principal 
Sum." (See Exhibit 1.) 

3. Buyers and Sellers must execute a "Security Agreement" and a "Deposit Account Control 
Agreement" for the Blocked Fund Note that mirrors the "Security Agreement" and a "Deposit 
Account Control Agreement" for the Emergency Fund Note. (See Exhibit 1.) 

4. Buyers and Seller must execute all documents attached as Exhibit 1 on or before June 1, 
2011. 

5. The following clarifications are made to the referenced terms in the Conditions 
incorporated in the Attorney General's Decision dated December 29,2010: 

a. The use of the term "emergency" in Conditions XII and XIV shall mean "An 
occurrence or occasion that is unexpected or otherwise occurring outside of the ordinary course 
of business, requiring immediate action, including without limitation an unexpected shortfall or 
interruption in revenues or unbudgeted expenses." 

b. With respect to Condition XIV, the Attorney General agrees to also release 
Buyers from the requirement to maintain the fund at any time after five years from the date of the 
transaction closing, whether or not self-sustainability has been achieved. 

c. With respect to Condition XIV, tolal withdrawals are limited to $1.0 million 
during any single quarter, and any and all withdrawn funds must be redeposited into the account 
before any further withdrawals can be made. 

d. With respect to Condition XIV, the separate interest-bearing bank account must 
be held at a California bank or a California branch of a National bank. 

e. The term "April 30, 2016," used several times in Condition XVI, is replaced each 
time with the phrase "five years and two months from the date of the transaction closing." 

f. With respect to Condition XVI, the separate interest-bearing blocked bank or 
other financial institution account satisfactory to the Attorney General must be held at a 
California bank or California financial institution or a California branch of a National bank or 
National financial institution. 

g. Assignment pursuant to Condition VII(b) can be accomplished as follows: Before 
the transaction closes, (1) Buyers shall enter into a new contract with Inland Empire Health Plan 
("IEHP") and IEHP Health Access, to become effective on the date on which Buyers are issued 
a license to operate Victor Valley Community Hospital as a general acute care hospital by the 
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California Department of Public Health and (2) Sellers shall reject, effective on the same date as 
Buyers become the licensee, the current fEHP and IEHP Health Access contract, pursuant to 
section 365 of the Bankruptcy Code. This approach shall ensure that IEHP and IEHP Health 
Access at all times remain contracted with the owners of Victor Valley Community Hospital 
without any loss, interruption, or gap in contracted hospital coverage at Victor Valley 
Community Hospital for five years from the date of the transaction closing. 

h. Any references to a contract with JEHP in Condition VIl(b) shall mean a contract 
with IEHP and IEHP Health Access . 

Sincerely, 

[Original Signed] 

WEND! A. HORWITZ 
Deputy Attorney General 

For KAMALA D. HARRIS 
Attorney General 

cc: Bill Thomas, Esq. (via Internet) 
Todd Swanson, Esq. (via Internet) 


