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STATE OF RHODE ISLAND

IN GENERAL ASSEMBLY

JANUARY SESSION, A.D. 2012

AN ACT

RELATING TO HEALTH AND SAFETY - THE HOSPITAL CONVERIONS ACT

Introduced ByRepresentatives Mattiello, Azzinaro, Brien, Mal@ednd McLaughlin

Date Introduced]anuary 31, 2012

Referred ToHouse Corporations

It is enacted by the General Assembly as follows:

SECTION 1. Sections 23-17.14-2, 23-17.14-3, 234-A123-17.14-5, 23-17.14-6, 23-
17.14-7, 23-17.14-9, 23-17.14-10, 23-17.14-11, 234-13, 23-17.14-19, 23-17.14-28, 23-
17.14-31 and 23-17.14-34 of the General Laws inp@a23-17.14 entitled "The Hospital
Conversions Act" are hereby amended to read asifsil

23-17.14-2. Findings. -The general assembly finds and declares that:

(1) Rhode Island has a proud history of non-ptadispitals and philanthropic support of
medical services, education and research;

(2) Hospitals in Rhode Island provide overall highality care at a reasonable cost;

(3) Hospitals in Rhode Island have experiengedng-the-1990'substantial declines in
occupancy as the healthcare system has changed.

(4) Hospitalsreguiredrequire capital to maintain operations and to modernizdifi@s
and services;

(5) Nationally and regionally private investmesst being made that results in the
conversion of not-for-profit and public hospitatsa for-profit hospitals;

(6) There are hospitals in Rhode Island that hanavided and continue to provide
important services to communities that submit thair survival may depend on the ability to
enter into agreements that result in the investroéptivate capital and their conversion to for-
profit status;

(7) Hospitals both not-for-profit and for-profireamerging and forming networks to
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achieve integration, stability and efficiency anke tpresence of these networks affects
competition;

(8) There are concerns that hospital networks Brayage in practices that affect the
guality medical services in the community as a whahd for more vulnerable members of
society in particular;

(9) In order to protect public health and welfared public and charitable assets, it is
necessary to establish standards and procedurkedpital conversions.

23-17.14-3. Purpose of provisions. Fhe purpose of this chapter is to:

(1) Assure the viability of a safe, accessible affdrdable healthcare system that is
available to all of the citizens of the state;

(2) To establish a processdeabatemoniterandeview whethethe-new-phenemenon
of for-profit eerperations—gatnring—an-hterest hospitals will maintain, enhance, or disrupt the
delivery of healthcare in the state and to moritmspital performance to assure that standards for
community benefits continue to be met;

(3) To establish a review process and criteriarésiew of hospital conversiorsat

ol forrof RS

{5)(4) To clarify the jurisdiction and the authority dfet department of health to protect
public health and welfare and the department airiad¢ly general to preserve and protect public
and charitable assets in reviewing both hospitalesions which involve for-profit corporations
and hospital conversions which include only notgoofit corporations; and

6)(5) To provide for independent foundations to hold distiribute proceeds of hospital
conversions consistent with the acquiree's origmapose or for the support and promotion of
health care and social needs in the affected contynun

23-17.14-4. Definitions. -For purposes of this chapter:

(1) "Acquiree" means the person or persons ths(&) any ownership or control in the

new hospitalas a result of a conversioms the terms'conversion,” "new hospital' and

"person(s)" are defined within this chapter;

(2) "Acquiror" means the person or persons whigim(@) an ownership or control in the

new hospitalas a result of a conversiomas the terms'conversion,” "new hospital' and

"person(s)" are defined within this chapter;
(3) "Affected community” means any city or townthin the state wherein an existing

hospital is physically located and/or those citiad towns whose inhabitants are regularly served

LC00326/SUB A/3 - Page 2
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by the existing hospital,

(4) "Charity care" is defined as health care smwiprovided by a hospital without
charge to a patient and for which the hospital dm#sand has not expected payment;

(5) "Community benefit" means the provision of pitel services that meet the ongoing
needs of the community for primary and emergencg aaa manner that enables families and
members of the community to maintain relationshifih person who are hospitalized or are
receiving hospital services, and shall also includet not be limited to charity care and
uncompensated care;

(6) "Conversion" means any transfer by a personp@nsons of an ownership or
membership interest or authority in a hospitalthe assets of a hospital, whether by purchase,
merger, consolidation, lease, gift, joint ventusale, or other disposition which results in a
change of ownership or control or possession ohtyvpercent (20%) or greater of the members
or voting rights or interests of the hospital ottld assets of the hospital or pursuant to whigh, b
virtue of the transfer, a person, together withpalisons affiliated with the person, holds or owns,
in the aggregate, twenty percent (20%) or gredténeomembership or voting rights or interests
of the hospital or of the assets of the hospitathe removal, addition or substitution of a partne
which results in a new partner gaining or acquirgngontrolling interest in the hospital, or any
change in membership which results in a new pegsiming or acquiring a controlling vote in
the hospital;

(7) “Current conflict of interest forms” means clicifof interest forms signed within one

year prior to the date the application is submiitethe same form as submitted to auditors for the

transacting parties in _connection with the prepamabf financial statements, or in such other

form as is acceptable to the attorney general,thegewith a description of any conflicts of

interest that have been discovered by or discltsat transacting party since the date of such

conflict of interest forms;

£A(8) "Department" means the department of hedthwever “departments” shall mean

the department of health and the department dditioeney general

£8)(9) "Director" means the director of the departmertiexlth;

{9)(10) "Existing hospital" means thacquiree hospital as it exists prior to the
acquisition;

0)(11) "For-profit corporation” means a legal entity fadh for the purpose of
transacting business which has as any one of ifsopas pecuniary profit;

41)(12) "Hospital" means a person or governmental eniignised in accordance with

chapter 17 of this title to establish, maintain apdrate a hospital;

LC00326/SUB A/3 - Page 3
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4-2(13) "New hospital" means trecquireehospital as it exists after the completion of a
conversion;

43)(14) "Not-for-profit corporation means a legal entityrhed for some charitable or
benevolent purpose and not-for-profit which hasnbesempted from taxation pursuant to
Internal Revenue Code section 501(c)(3), 26 U.SeCtion 501(c)(3);

44)(15) "Person" means any individual, trust or estatertneaship, corporation
(including associations, joint stock companies amsurance companies), state or political
subdivision or instrumentality of the state;

(16) “Senior managers” or “senior management” meeaxescutives and senior level

managers of a transacting party;

{5)17) "Transacting parties" meattse acquiree and the acquiser-persen-orpersons

{16)(18) "Uncompensated care" means a combination of faee, avhich the hospital

provides at no cost to the patient, bad debt, wiiehhospital bills for but does not collect, and
less than full Medicaid reimbursement amounts.

23-17.14-5. Prior approval required -- Department 6 attorney general and

department of health. --(a) A conversion shall require review and apprdrah the department

of attorney general and from the department oftheal accordance with the provisions of this

chaptey except as provided for under section 23-17.14-h2reof, but shall remain subject to the

authority of the attorney general pursuant to sec?i3-17.14-21 hereof

(b) The review by the departments shall occur ooeatly, and neither department shall
delay its review or determination because the otlegartment has not completed its review or

issued its determinatiorthe applicant may request that the review by theadeent occur

concurrently with the review of any relevant fedeegulatory authority.

23-17.14-6. Initial application -- Conversions invilving for-profit corporations or

not-for-profit as acguirors. -- (a) No person shall engage in a conversion wifleraprofit

corporation as the acquiror and a not-for-profirpocoation as the acquiree involving the
establishment, maintenance, or operation of a tadspi a conversion subject to section 23-
17.14-9 without prior approval of both the depamief attorney general and the department of

health.The review of the two (2) departments shall ocaunceirrently, and neither department

shall delay its review or determination becausecther department has not completed its review

or issued its determination. The applicant may estjithat the review by the departments occur

LC00326/SUB A/3 - Page 4



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

concurrently with the review of any relevant fedegsulatory authorityThe transacting parties

shall file an initial application in accordance hvisubsection (b) of this section that shall, at
minimum, include the following information with m@sct to each transacting party and to the
proposed new hospital:

(1) A detailed summary of the proposed conversion;

(2) Names, addresses and phone numbers of tisattary parties;

(3) Name, address, phone number, occupation,emuote of all officers, members of the
board of directors, trustees, executives, and sémi@! managers, including for each position,
current persons and persons holdgnghposition during the pastree{3)two (2) years;

(4) A list of all committees, subcommittees, tésfces, or similar entities of the board
of directors or trustees, including a short desioip of the purpose of each committee,
subcommittee, task force, or similar entity andribene, address, phone number, occupation, and
tenure of each member;

(5) Agendameetingpackageand minutes of all meetings of the board of doescor

trustees and any of its committees, subcommittisek forcesrelated to the conversipror

similar entitiesexcluding those focused on peer review and contislemedical mattersthat

occurred within the two (2) year period prior tdsussion of the applicatigincluding, upon the

request of the department or attorney generalpssting packages

(6) Articles of incorporation and certificate otbrporation;

(7) Bylaws and organizational charts;

(8) Organizational structure for existing trangagtparties and each partner, affiliate,
parent, subsidiary or related corporate entity imciv the acquiror has a twenty percent (20%) or
greater ownership interest;

(9) Conflict of interest statements, policies @nolcedures;

(10) Names, addresses and phone numbers of pomfessonsultants engaged in
connection with the proposed conversion;

(11) Copies of audited income statements, balaheets, other financial statements, and
management letters for the past three (3) yearst@tide extent they have been made public,
audited interim financial statements and incomé&stants together with detailed description of
the financing structure of the proposed conversiooluding equity contribution, debt
restructuring, stock issuance, partnership inteyesbck offerings and the like;

(12) A detailed description of real estate issnekiding title reports for land owned and
lease agreements concerning the proposed conversion

(13) A detailed description as each relates toptoposed transaction for equipment

LC00326/SUB A/3 - Page 5
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leases, insurance, regulatory compliance, tax staianding litigation or pending regulatory
citations, pension plan descriptions and employemefits, environmental reports, assessments
and organizational goals;

(14) Copies of reports analyzing the proposed emion during the past three (3) years
including, but not limited to, reports by apprasgeaccountants, investment bankers, actuaries and
other experts;

(15) Copies of any opinions or memoranda addrgssiie state and federal tax
consequences of the proposed conversion preparea fibansacting party by an attorney,
accountant, or other expert;

(16) A description of the manner in which the priwas determined including which
methods of valuation and what data were used,lddmes and addresses of persons preparing
the documents, and this information is deemed tprbprietary;

(17) Patient statistics for the past three (Syyead patient projections for the next one
year including patient visits, admissions, emergawoom visits, clinical visits, and visits to each
department of the hospital, admissions to nursiag ©r visits by affiliated home health care
entities;

(18) The name and mailing address of all licentsemlities in which the for-profit
corporation maintains an ownership interest orradlitig interest or operating authority;

(19) A list of pending or adjudicated citationglations or charges against the facilities
listed in subdivision (a)(18) brought by any goveamtal agency or accrediting agency within
the past three (3) years and the status or digposif each matter with regard to patient care and
charitable asset matters;

(20) A list of uncompensated care provided overphst three (3) years by each facility
listed in subdivision (a)(18) and detail as to itbat amount was calculated;

(21) Copies of all documents related to:

(i) Identification of all charitable assets

(if) Accounting of all charitable assets for thespthree (3) years; and

(i) Distribution of the charitable assets incing, but not limited to, endowments,
restricted, unrestricted and specific purpose fuagleach relates to the proposed transaction;

(22) A description of charity care and uncompesdatare provided by the existing
hospital for the previougve—(5) three (3)year period to the present including a dollar amou
and a description of services provided to patients;

(23) A description of bad debt incurred by thesérg hospital for the previodse(5)

three (3)for which payment was anticipated but not received

LC00326/SUB A/3 - Page 6
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(24) A description of the plan as to how the nesgital will provide community benefit
and charity care during the firste(5) three (3)years of operation;

(25) A description of how the new hospital will nitor and value charity care services
and community benefit;

(26) The names of persons currently holding atwsias an officer, director, board
member, or senidevelmanagememanagemho will or will not maintain any position with ¢h
new hospital and whether any said person will rezany salary, severance stock offering or any
financial gain, current or deferred, as a resuttrdh relation to the proposed conversion;

(27) Copies of capital and operating budgets bemfinancial projections for the new
hospital during the first three (3) years of operat

(28) Copies of plans relative to staffing durire tfirst three (3) years at the new
hospital,

(29) A list of all medical services, departmemnsl @linical services, and administrative
services which will be maintained at the new hadpit

(30) A description of criteria established by bwoard of directors of the existing hospital
for pursuing a proposed conversion with one or nhewath care providers;

(31) Copies of reports of any due diligence revgaiformed by each transacting party
in relation to the proposed conversion. These tepme to be held by the attorney general and
department of health as confidential and not reléas the public regardless of any determination
made pursuant to section 23-17.14-32 and not watlastg any other provision of the general
laws;

(32) A description of request for proposals issbgdthe existing hospital relating to
pursuing a proposed conversion;

(33) Copies of reports analyzing affiliations, ens, or other similar transactions
considered by any of the transacting parties dutimgpast three (3) years, including, but not
limited to, reports by appraisers, accountantgstment bankers, actuaries and other experts;

(34) A copy of proposed contracts or descriptibproposed contracts or arrangements

with managemerngenior managerdoard members, officers, or directors of the texgshospital

for severance consulting services or covenantstmatompete following completion of the
proposed conversion;

(35) A copy or description of all agreements oogwsed agreements reflecting any
current and/or future employment or compensatedtiogiship between the acquiror (or any
related entity) and any officer, director, boardnmber, or seniotevel manager of the acquiree

(or any related entity);

LC00326/SUB A/3 - Page 7
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(36) A copy or description of all agreements exedwr anticipated to be executed by
any of the transacting parties in connection with proposed conversion;

(37) Copies of documents or description of anyppeed plan for any entity to be
created for charitable assets, including but moitéid to, endowments, restricted, unrestricted and
specific purpose funds, the proposed articles abrporation, by-laws, mission statement,
program agenda, method of appointment of board reesnlgualifications of board members,
duties of board members, and conflict of interedicges;

(38) Description of all departments, clinical, isbcor other services or medical services
that will be eliminated or significantly reducedtla¢ new hospital,

(39) Description of staffing levels of all categs of employees, including full-time,
part-time, and contract employees currently workatgor providing services to the existing
hospital and description of any anticipated or pssal changes in current staffing levels;

(40) Current—signed—originalopies of currentconflict of interest forms from all

incumbent or recently incumbent officeessectors, members of théeard,boards of directors or

trustees and seniormanagementmanagers, including the medical directors, of tlamgacting

difeatorson a form acceptable to the
attorney general; "incumbent or recently incumbemt'ans those individuals holding the position
at the time the application is submitted and awiMdual who held a similar position within one
year prior to the application's acceptance;

(41) If the acquiror is a for profit corporationat has acquired a not for profit hospital
under the provisions of this chapter, the applicathall also include a complete statement of
performance during the preceding one year withreegathe terms and conditions of approval of
conversion and each projection, plan, or descripsigbmitted as part of the application for any
conversion completed under an application submjiteduant to this section and made a part of
an approval for the conversion pursuant to se@®i7.14-7pr 23-17.14-8r 23-14.14-19

(42) Copies of IRS Form 990 for any transactingypeequired by federal law to file
such a form for each of there(5) three (3)years prior to the submission of the application.

(b) Two (2) copies of the initial application shiaé provided to each of the department
of health and department of the attorney genenaliléaneously by United States mail, certified,

return receipt requesteétilings may be submitted electronically if acadpeé to the department

of health and/or attorney general.

(c) Except for information determined by the atty general in accordance with section
23-17.14-32 to be confidential and/or proprietanyptherwise required by law to be maintained

as confidential, the initial application and sugpa documentation shall be considered public

LC00326/SUB A/3 - Page 8
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records and shall be available for inspection ugguest.

23-17.14-7. Review process of the department of athey general and the

department of health and review criteria by departnent of attorney general. --(a) The

department of attorney general shall review allveosions involving a hospital in which one or
more of the transacting parties involves a for ipa@rporation as the acquiror and a not for profit
corporation as the acquiree.

(b) In reviewing proposed conversions in accordawdh this section and section 23-
17.14-10, the department of attorney general arghrtiment of health shall adhere to the
following process:

(1) Within thirty (30) days after receipt of anitial application, the department of
attorney general and department of health shaitljoadvise the applicant, in writing, whether
the application is complete, and, if not, shallcfyeall additional information the applicant is
required to provide;

(2) The applicant will submit the additional infleation within thirty (30) working days.

If the additional information is submitted withihe thirty (30) day period, the department of
attorney general and department of health will htare (10) working days within which to
determine acceptability of the additional informati If the additional information is not
submitted by the applicant within the thirty (3@ydperiod or if either agency determines the
additional information submitted by the applicaminsufficient, the application will be rejected
without prejudice to the applicant's right to resuth the rejection to be accompanied by a
detailed written explanation of the reasons foeatpn. If the department of attorney general and
department of health determine the additional mfztion to be as requested, the applicant will be
notified, in writing, of the date of acceptancetud application;

(3) Within thirty (30) working days after acceptanof the initial application, the
department of attorney general shall render iterd@hation on confidentiality pursuant to
section 23-17.14-32 and the department of attogeexeral and department of health shall publish
notice of the application in a newspaper of genenraulation in the state and shall notify by
United States mail any person who has requestddenof the filing of the application. The
notice shall:

(i) State that an initial application has beerereed and accepted for review,

(i) State the names of the transacting parties,

(iii) State the date by which a person may subwnitten comments to the department of
attorney general or department of health, and

(iv) Provide notice of the date, time and placeirdbrmational meeting open to the

LC00326/SUB A/3 - Page 9
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public which shall be conducted within sixty (6@yd of the date of the notice;
(4) The department of attorney general and demmtrof health shall each approve,
approve with conditions directly related to thegmesed conversion, or disapprove the application

within ene-hundred-and-eighty-{1800e hundred twenty (12@ays of the date of acceptance of

the application.

(c) In reviewing an application pursuant to sukisec(a) the department of the attorney
general shall consider the following criteria:

(1) Whether the proposed conversion will harm plblic's interest in trust property
given, devised, or bequeathed to the existing tasfr charitable, educational or religious
purposes located or administered in this state;

(2) Whether a trustee or trustees of any chasgt#bist located or administered in this
state will be deemed to have exercised reasonabde diligence, and prudence in performing as
a fiduciary in connection with the proposed coniars

(3) Whether the board established appropriater@iin deciding to pursue a conversion
in relation to carrying out its mission and purpse

(4) Whether the board formulated and issued apiateprequests for proposals in
pursuing a conversion;

(5) Whether the board considered the proposedersion as the only alternative or as
the best alternative in carrying out its missiod porposes;

(6) Whether any conflict of interest exists comireg the proposed conversion relative to
members of the board, officers, directors, senianagement, experts or consultants engaged in
connection with the proposed conversion includimgt, not limited to, attorneys, accountants,
investment bankers, actuaries, health care expersdustry analysts;

(7) Whether individuals described in subdivisia)(§) were provided with contracts or
consulting agreements or arrangements which indlygeuniary rewards based in whole, or in
part on the contingency of the completion of thevewsion;

(8) Whether the board exercised due care in engagpnsultants with the appropriate
level of independence, education, and experiensaniitar conversions;

(9) Whether the board exercised due care in aicgeptssumptions and conclusions
provided by consultants engaged to assist in thpgzed conversion;

(10) Whether the board exercised due care in @isgica value to the existing hospital
and its charitable assets in proceeding to negatiet proposed conversion;

(11) Whether the board exposed an inappropriateuamof assets by accepting in

exchange for the proposed conversion future orimgent value based upon success of the new
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hospital;

(12) Whether officers, directors, board memberssemior management will receive
future contracts in existing, new, or affiliatedspdal or foundations;

(13) Whether any members of the board will retaig authority in the new hospital;

(14) Whether the board accepted fair consideraind value for any management
contracts made part of the proposed conversion;

(15) Whether individual officers, directors, boandembers or senior management
engaged legal counsel to consider their individigdits or duties in acting in their capacity as a
fiduciary in connection with the proposed convemsio

(16) Whether the proposed conversion results inabandonment of the original
purposes of the existing hospital or whether altiaguentity will depart from the traditional
purposes and mission of the existing hospital skkaha cy pres proceeding would be necessary;

(17) Whether the proposed conversion contemptagsppropriate and reasonable fair
market value;

(18) Whether the proposed conversion was based appropriate valuation methods
including, but not limited to, market approachrdhparty report or fairness opinion;

(19) Whether the conversion is proper under thedehlsland Nonprofit Corporation
Act;

(20) Whether the conversion is proper under appl& state tax code provisions;

(21) Whether the proposed conversion jeopardizesax status of the existing hospital;

(22) Whether the individuals who represented thistiag hospital in negotiations
avoided conflicts of interest;

(23) Whether officers, board members, directorssenior management deliberately
acted or failed to act in a manner that impacteghtieely on the value or purchase price;

(24) Whether the formula used in determining tladue of the existing hospital was
appropriate and reasonable which may include, buba limited to factors such as: the multiple
factor applied to the "EBITDA" -- earnings beforedrest, taxes, depreciation, and amortization;
the time period of the evaluation; price/earningdtiples; the projected efficiency differences
between the existing hospital and the new hosptad; the historic value of any tax exemptions
granted to the existing hospital;

(25) Whether the proposed conversion appropriapetvides for the disposition of
proceeds of the conversion that may include, bubadimited to:

(i) Whether an existing entity or a new entitylwéceive the proceeds;

(i) Whether appropriate tax status implicatiomghe entity receiving the proceeds have

LC00326/SUB A/3 - Page 11
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been considered;

(i) Whether the mission statement and prograranag@ will be or should be closely
related with the purposes of the mission of thetag hospital;

(iv) Whether any conflicts of interest arise ir throposed handling of the conversion's
proceeds;

(v) Whether the bylaws and articles of incorpanathave been prepared for the new
entity;

(vi) Whether the board of any new or continuingitgrwill be independent from the new
hospital,

(vii) Whether the method for selecting board merspestaff, and consultants is
appropriate;

(viii) Whether the board will comprise an apprepei number of individuals with
experience in pertinent areas such as foundatibealth care, business, labor, community
programs, financial management, legal, accountiggant making and public members
representing diverse ethnic populati@msl the interestsf the affected community;

(ixX) Whether the size of the board and proposedtteof board terms are sufficient;

(26) Whether the transacting parties are in campk with the Charitable Trust Act,
chapter 9 of title 18and

(27) Whether a right of first refusal to repural#ise assets has been retained

(28) Whether the character, commitment, competandestanding in the community, or
any other communities served by the transactintigsaare satisfactory;

(29) Whether a control premium is an appropriatengonent of the proposed
conversion; and

(30) Whether the value of assets factored in tdmversion is based on past performance
or future potential performance.

23-17.14-9. Initial application -- Conversions linted to not-for-profit corporations. -

- All conversions which are limited to not-for-proficorporations which involve the
establishment, maintenance, or operation of a tadspéquire prior approval of both the

department of attorney general and the departmieheaithor, if eligible for expedited review

under section 23-17.14-12.1, prior approval of tepartment of health and subject to the

authority of the attorney general pursuant to sec#3-17.14-21 hereofThe review by the two

(2) departments shall occur concurrently and neitthepartment shall delay its review or
determination because the other department hascowotpleted its review or issued its

determinationThe applicant may request that the review by th@adeents occur concurrently
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with the review of any relevant federal regulatanthority. The transacting parties shall file an

initial application pursuant to the provisions 8&th in section 23-17.14-6r section 23-17.14-

12.1

23-17.14-10. Review process of department of attam general and department of

health and criteria by department of attorney geneal -- Conversions limited to not-for-

profit corporations. -- (a) In reviewing an application of a conversiondlving a hospital in

which the transacting parties are limited to notgoofit corporationsgxcept as provided in

section 23-17.14-12.1he department of attorney general and departofehéalth shall adhere

to the following process:

(1) Within thirty (30) days after receipt of anitial application, the department of
attorney general and department of health shaitljoadvise the applicant, in writing, whether
the application is complete, and, if not, shallcfyeall additional information the applicant is
required to provide;

(2) The applicant will submit the additional infleation within thirty (30) working days.

If the additional information is submitted withihe thirty (30) day period, the department of
attorney general and department of health will htare (10) working days within which to
determine acceptability of the additional informati If the additional information is not
submitted by the applicant within the thirty (3@ydperiod or if either agency determines the
additional information submitted by the applicaminsufficient, the application will be rejected
without prejudice to the applicant's right to resuth the rejection to be accompanied by a
detailed written explanation of the reasons foeatpn. If the department of attorney general and
department of health determine the additional mfztion to be as requested, the applicant will be
notified, in writing, of the date of acceptancetlué application;

(3) Within thirty (30) working days after acceptanof the initial application, the
department of attorney general shall render iterd@hation on confidentiality pursuant to
section 23-17.14-32 and the department of attogeeyeral and department of health shall publish
notice of the application in a newspaper of genenraulation in the state and shall notify by
United States mail any person who has requestddenof the filing of the application. The
notice shall:

(i) State that an initial application has beerereed and accepted for review,

(i) State the names of the transacting parties,

(iii) State the date by which a person may subwnitten comments to the department of
attorney general or department of health, and

(iv) Provide notice of the date, time and placeirdbrmational meeting open to the
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public which shall be conducted within sixty (6@yd of the date of the notice;
(4) The department of attorney general and demmtrof health shall each approve,
approve with conditions directly related to thegmesed conversion, or disapprove the application

within ene-hundred-and-eighty-{1800e hundred twenty (12@ays of the date of acceptance of

the application.

(b) In reviewing an application of a conversiorvdlving a hospital in which the
transacting parties are limited to not-for-profidrgorations, the department of attorney general
may consider the following criteria:

(1) Whether the proposed conversion will harm plblic's interest in trust property
given, devised, or bequeathed to the existing tasfr charitable, educational or religious
purposes located or administered in this state;

(2) Whether a trustee or trustees of any chastadist located or administered in this
state will be deemed to have exercised reasonabde diligence, and prudence in performing as
a fiduciary in connection with the proposed coniers

(3) Whether the board established appropriater@iin deciding to pursue a conversion
in relation to carrying out its mission and purpse

(4) Whether the board considered the proposedersion as the only alternative or as
the best alternative in carrying out its missiod paorposes;

(5) Whether any conflict of interest exists comieg the proposed conversion relative to
members of the board, officers, directors, senianagement, experts or consultants engaged in
connection with the proposed conversion includimgt, not limited to, attorneys, accountants,
investment bankers, actuaries, health care expensdustry analysts;

(6) Whether individuals described in subdivisit(%) were provided with contracts or
consulting agreements or arrangements which indlygeuniary rewards based in whole, or in
part on the contingency of the completion of thevewsion;

(7) Whether the board exercised due care in engagpnsultants with the appropriate
level of independence, education, and experiensaniitar conversions;

(8) Whether the board exercised due care in aicgeptssumptions and conclusions
provided by consultants engaged to assist in thpgzed conversion;

(9) Whether officers, directors, board membersasior management will receive future
contracts;

(10) Whether any members of the board will retaig authority in the new hospital,

(11) Whether the board accepted fair consideraind value for any management

contracts made part of the proposed conversion;
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(12) Whether individual officers, directors, boandembers or senior management
engaged legal counsel to consider their individigdits or duties in acting in their capacity as a
fiduciary in connection with the proposed convemsio

(13) Whether the proposed conversion results inabandonment of the original
purposes of the existing hospital or whether altieguentity will depart from the traditional
purposes and mission of the existing hospital shiaha cy pres proceeding would be necessary;

(14) Whether the proposed conversion contempthesppropriate and reasonable fair
market value;

(15) Whether the proposed conversion was based appropriate valuation methods
including, but not limited to, market approachrdhparty report or fairness opinion;

(16) Whether the conversion is proper under thedehlsland Nonprofit Corporation
Act;

(17) Whether the conversion is proper under apble state tax code provisions;

(18) Whether the proposed conversion jeopardizesax status of the existing hospital;

(19) Whether the individuals who represented thistieg hospital in negotiations
avoided conflicts of interest;

(20) Whether officers, board members, directorssenior management deliberately
acted or failed to act in a manner that impacteghtieely on the value or purchase price;

(21) Whether the transacting parties are in campk with the Charitable Trust Act,
chapter 9 of title 18.

23-17.14-11. Criteria for the department of health- Conversions limited to not-for-

profit corporations. -- In reviewing an application of a conversion inunty a hospital in which

the transacting parties are limited to not-for-firobrporations, the department shall consider the
following criteria:

(1) Whether the character, commitment, competearte standing in the community, or
any other communities served by the proposed tctinggparties are satisfactory;

(2) Whether sufficient safeguards are includedassure the affected community
continued access to affordable care;

(3) Whether the transacting parties have provisigiisfactory evidence that the new
hospital will provide health care and appropriateesgs with respect to traditionally underserved
populations in the affected community;

(4) Whether procedures or safeguards are assoiiedure that ownership interests will
not be used as incentives for hospital employegdgsicians to refer patients to the hospital;

(5) Whether the transacting parties have madevartoment to assure the continuation
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of collective bargaining rights, if applicable, amdention of theverkplaceworkforce

(6) Whether the transacting parties have apprigtyimccounted for employment needs
at the facility and addressed workforce retrainiepded as a consequence of any proposed
restructuring;

(7) Whether the conversion demonstrates that thelig interest will be served
considering the essential medical services needegravide safe and adequate treatment,
appropriate access and balanced health care delivéne residents of the state.

23-17.14-13. Reports, use of experts, costs. Fhe department of health or the

department of attorney general may in effectuatiegpurposes of this chapter engage experts or
consultants including, but not limited to, actuayimvestment bankers, accountants, attorneys, or
industry analysts. All copies of reports prepargdekperts and consultants, and costs associated
with the reports, shall be made available to tla@dacting parties and to the public. All costs
incurred under this provision shall be the resguilitsi of one or more transacting parties in an
amount to be determined by the attorney generdherdirector as they deem appropriatel

consistent with 23-17.14-12.1, if applicabMo application for a conversion made pursuarnhéo

requirements of this chapter shall be considerespbete unless an agreement has been executed
with the attorney general or the director for tlgmpent of costs in accordance with this section.

23-17.14-19. Limits to acquisitions -- Community heefits requirements -- Filings

prohibited. -- (a)

hospital-conversions-are-necesddlptwithstanding any other provisions in this chaptething

herein shall be construed to prohibit a for-prdfaspital, its subsidiaries or affiliates, from

applying for and receiving approval of a conversibrmore than one hospital in the same year,

or any subsequent year, and each such applicat@h require review and approval from the

attorney general and the department of healthéordance with the provisions of this chapter
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{e)(b) In the event that a for-profit corporation appliesheld—ewn—or-acguire—an

eor

conversion of an addition&lospital

of-a—prior-licenseall provisions of this chapter must be metd—nIn addition to the review
process and criteria set forth in this chapter, dapartment shall have the sole authority and
discretion to determine:

(1) Whether the for-profit corporation providednomunity benefits as required or
promised in connection with obtaining and holdindi@nse or interest therein during the
previous license period,;

(2) Whether all terms and conditions of the ptioense have been mencluding but

not limited to, the conditions in sections 23-171®b) and section 23-17.14-15

(3) Whether all federal, state and local laws,ir@mdces and regulations have been
complied with relative to any prior license;

(4) Whether the for-profit corporation plannedplemented, monitored and reviewed a
community benefit program during the prior licepsgiod,;

(5) Whether the for-profit corporation maintaineshhanced or disrupted the essential
medical services in the affected community or tiages

(6) Whether the for-profit corporation provided appropriate amount of charity care
necessary to maintain or enhance a safe and daeelsalthcare delivery system in the affected
community and the state; and

(7) Whether the for-profit corporation demonstdate substantial linkage between the
hospital and the affected community by providingeocor more of the following benefits;
uncompensated care, charity care, cash or in kimétibns to community programs, education
and training of professionals in community hea#tues, relevant research initiatives or essential
but unprofitable medical services if needed inafiected community.

{eh(c) The director may hold a public hearing to solicfiut to assess the performance of
a for-profit corporation or its affiliates or subsiries in providing community benefits in the

affected community or the state.
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23-17.14-28. Concurrent approval -- License. {a) The director may consider the

requirement of this chapter and the requirementseofions 23-17-1 -- 23-17-45 together upon
completion of the initial application. The directoray approve, approve with conditions, or

disapprove one or both requests filed pursuanhisodhapterincluding expedited review under

section 12.1and sections 23-17-1 -- 23-17-45. The approvalthefdirector required by this
chapter shall be subject to chapter 35 of title A&. any conversion subject to this chapter, the
director may combine any hearings required by dhapter with any hearings on similar or
related matters required by sections 23-17-1 -12:35 and shall consider issues of market share
especially as they affect quality, access, and-ddtuility of services.

(b) Any approval of a conversion involving a folfit corporation as an acquiror shall

be subject to any conditions as determined by tteetdr of health, provided those conditions

relate to the purpose of this chapter. Said cambtimay include, but not be limited to, the

conditions contained in this subsection. In thené¥ke director determines that one or more of

the conditions contained in this subsection are aqmbropriate or desirable in a particular

conversion, the director shall include the ratienfdr not including such condition(s) in any

approval.

(1) Maintain_a governing body for each converteddita whose membership shall

include uncompensated, independent individuals mbmle in Rhode Island;

(2) Make a financially reasonable contribution tmgort the state’s coordinated health

planning process;

(3) Adhere to reasonable restrictions on finanaigentives to patient or health plan

enrollees to receive hospital services outsideé@®ftate of Rhode Island;

(4) Keep the new hospital open and operationah fiaasonable minimum period of time;

(5) Make a reasonable minimum investment to supmpamary care in the Rhode Island

communities served by the new hospital;

(6) Not enter into _any contract or other serviceparchasing arrangements with an

affiliated legal entity except for contracts oraamgements to provide services or products that are

reasonably necessary to accomplish the health mamsoses of the relevant hospital and for

compensation that is consistent with fair markduedor the services actually rendered, or the

products actually provided;

(7) Report to the director on annual distributiohgrofit to owners; and
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(8) Require that any corporate allocation, or egl@nt charge, to any affiliated

organization(s) in any hospital fiscal year noteaa reasonable fair market value for the services

rendered or the assets purchased or leased frdamafiilate.

(c) Any approval of a conversion involving a folfit corporation as an acquiror shall

be subject to any conditions as determined by tterngy general, provided those conditions

relate to the purpose of this chapter. Said cammitimay include, but not be limited to, the

acquiror’'s adherence to a minimum investment tdgotothe assets, financial health, and well-

being of the new hospital and for community benéfithe event the attorney general determines

that the conditions contained in this subsectian raot appropriate or desirable in a particular

conversion, the attorney general shall includer#tienale for not including such condition(s) in

any approval.

(d) For a period of three (3) years following tH&eetive date of the conversion, when

approval of a conversion involves a for-profit comrgtion as an acquiror:

(1) The acquiror shall file reports with the depsht and the attorney general on or

before March 1 of each calendar year detailing compliance withdbnditions in subsection (b)

and any other conditions on the conversion approvdicense of the new hospital. Failure to

comply with any of such conditions or the charibree requirements contained in section 23-

17.14-15 shall be cause for penalties to be appli@edcordance with section 23-17.14-30;

(2) The department of health and the departmeattofney general shall monitor, assess

and evaluate the acquiror’'s compliance with allhaf conditions of approval, as well as annually

review the impact of the conversion on health casts and services within the communities

served; and

(3) The acquiror shall pay for the costs of theadtpent of health and the department of

attorney general in performing such monitoring,leaion and assessment in an amount to be

determined by the attorney general or the direatithey deem appropriate, which should be

placed in escrow during the term of the monitonegiod. No application for a conversion made

pursuant to the requirements of this chapter dhalhpproved unless an agreement has been

executed with the attorney general and the direftiorthe payment of reasonable costs in

accordance with this section.

23-17.14-31. Powers of the department of health. ¥he department may adopt rules,

including measurable standards, as may be necdassacgomplish the purpose of this chapiter.

doing so, the department shall review other departal regulations that may have duplicative

requirements, including change of effective contegjulations and processes, determination of

need requirements and application requirements ruseletion 23-17.14-18, if applicable, and
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may streamline the process by eliminating dupleatequirements and providing for concurrent

regulatory review and combined hearings to the mara extent possible to promote efficiency

and avoid duplication of effort and resources.

23-17.14-34. Judicial review. -Any-transacting-party-aggrieved-by-a-final-ordeths

(a) Notwithstanding any other provision of the gahdaws, any transacting party

aggrieved by a final order of the department ofithear the attorney general under this chapter

may seek judicial review by original action filed the superior court. Any preliminary,

procedural, or intermediate agency act or rulinthwespect to the filing of an application for

conversion, including the completeness of the apfitin, confidentiality of any information or

documents produced in connection with a conversagpproval or disapproval of a conversion

and conditions or restrictions proposed or deteeohimvith the respect to the approval of a

proposed conversion, is immediately reviewable.

(b) Any action brought under this section shalbben priority by the superior court.

(c) In performing such review the superior courtalshconsider and balance the

reasonable interests of the transacting partiestlamdeasonable interest of the citizens of the

state in a safe, accessible, and affordable heaétsystem.

(d) The court may affirm the decision of the agemecyremand the case for further

proceedings, or it may reverse or modify the denisf substantial rights of the appellant have

been prejudiced because the administrative findindgsrences, conclusions, or decisions are:

(1) Unreasonable;

(2) In violation of constitutional or statutory pisions;

(3) In excess of the statutory authority of theraye

(4) Made upon unlawful procedure;

(5) Affected by other error or law;

(6) Clearly erroneous in view of the reliable, pabtee, and substantial evidence on the

whole record; or

(7) Arbitrary or capricious or characterized by sdwf discretion or clearly unwarranted

exercise of discretion.

SECTION 2. Chapter 23-17.14 of the General Law#ledt"The Hospital Conversions

Act" is hereby amended by adding thereto the fatgvsection:
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23-17.14-12.1. Expedited review for unaffiliated gomunity hospitals. — (a)

Notwithstanding subsection 23-17.14-6(a) and sei®-17.14-10 of this chapter if a proposed

conversion involves: (1) Two (2) or more hospitlat are not in common control with another

hospital; or (2) One hospital not under common i@nivith another hospital and a hospital

system parent corporation; or (3) Two (2) affildhtbospitals the conversion of which was

previously approved in accordance with chapter 234 and another hospital or hospital system

parent corporation, such conversion will be revidwender an expedited review process

conducted solely by the department of health (witlderogation of the authority of the attorney

general in accordance with section 23-17.14-21)y dinthe acquiree and acquiror are both

nonprofit corporations exempt from taxation undect®n 501(a) of the United States Internal

Revenue Service Code as organizations describesdtion 501(c)(3) of such code, or any

successor provisions, and:

(1) The acquiree and acquiror are both nonprofipa@tions that have directly or

indirectly continuously operated at least one lgghhospital for at least the preceding three (3)

years; and

(2) The acquiree operates a distressed Rhode Iblasuital facing significant financial

hardship that may impair its ability to continue aperate effectively without the proposed

conversion and has been determined to be distréssie director of health based upon whether

the hospital meets one or more of the followintecia;

(i) Operating loss for the two (2) most recentlynpbeted fiscal years;

(i) Less than fifty (50) days cash-on-hand;

(iii) Current asset to liability ratio of less thane point five (1.5);

(iv) Long-term debt to capitalization greater ttismventy-five percent (75%);

(v) Inpatient occupancy rate of less than fiftygsst (50%);

(vi) Would be classified as below investment grige major rating agency.

(b) The transacting parties shall file an initigpfication pursuant to this section which

shall include the following information with respgo each transacting party and the proposed

conversion:

(1) A detailed summary of the proposed conversion;

(2) Charter, articles of incorporation or certifieaof incorporation for the transacting

parties and their affiliated hospitals, includimgendments thereto;

(3) Bylaws and organizational charts for the trating parties and their affiliated

hospitals;

(4) Organizational structure for the transactingipa and each partner, affiliate, parent,
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subsidiary or related legal entity in which eitti@nsacting party has a twenty percent (20%) or

greater ownership interest or control;

(5) All documents, reports, meeting minutes andg@méations relevant to the transacting

parties’ board of directors' decision to proposedbnversion;

(6) Conflict of interest policies and procedures;

(7) Copies of audited income statements, balaneetshand other financial statements

for the past three (3) years for the transactingigsm and their affiliated hospitals where

appropriate and to the extent they have been mabkcpaudited interim financial statements

and income statements together with detailed desmms of the financing structure of the

proposed conversion including equity contributiadebt restructuring, stock issuance and

partnership interests;

(8) Copies of reports analyzing the proposed caiwerduring the past three (3) years

including, but not limited to, reports by apprasgeiccountants, investment bankers, actuaries and

other experts;

(9) Copies of current conflict of interest formsrr all incumbent or recently incumbent

officers, members of the board of directors ortges and senior managers of the transacting

parties; "incumbent or recently incumbent” mearss¢hindividuals holding the position at the

time the application is submitted and any individwbo held a similar position within one year

prior to the application's acceptance;

(10) Copies of all documents related to: (i) Idgcdition of all current charitable assets;

(i) _Accounting of all charitable assets for thespéhree (3) years; and (iii) Distribution of

charitable assets for the past three (3) yearsdimad, but not limited to, endowments, restricted,

unrestricted and specific purpose funds as eaakeseto the proposed conversion;

(11) A description of the plan as to how the &fiid hospitals will provide consolidated

healthcare services during the first three (3) yéaliowing the conversion;

(12) Copies of plans for all hospital departmemid aervices that will be eliminated or

significantly reduced during the first three (3py&following the conversion; and

(13) Copies of plans relative to staffing levels &l categories of employees during the

first three (3) years following the conversion.

(c) In reviewing an application under an expeditexiew process, the department shall

consider the criteria in section 23-17.14-11.

(d) Within twenty (20) working days of receipt blget department of an application

satisfying the requirements of subsection (b) apélve department will notify and afford the

public an opportunity to comment on the application
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(e) The decision of the department shall be rembewihin ninety (90) days of

acceptance of the application under this section.

(f) Costs payable by the transacting parties usdetion 23-17.14-13 in connection with

an expedited review by the department under tliSoseshall not exceed twenty-five thousand

dollars ($25,000) per one hundred million dolla$4d0,000,000) of total net patient service

revenue of the acquiree and acquiror in the mastntefiscal year for which audited financial

statements are available.

(g) Following a conversion, the new hospital sipatlvide on or before March 1 of each

calendar year a report in a form acceptable todinector containing all updated financial

information required to be disclosed pursuant todstision 23-17.14-12.1(b)(7).

(h) If an expedited review is performed by the d&pant pursuant to this section, the

department of attorney general shall perform aenevwf the proposed transaction as it deems

necessary, including, at a minimum, its impact uplo@ charitable assets of the transacting

parties. The attorney general’s review shall beedooncurrently with the department of health

review and shall not extend the length of the neveocess. For this review, the department of

attorney general shall be entitled to costs in \E@wce with section 23-17.14-13 and subsection

23-17.14-12.1(f).

SECTION 3. Section 23-81-4 of the General Laws hm@er 23-81 entitled "Rhode
Island Coordinated Health Planning Act of 2006Héseby amended to read as follows:

23-81-4. Powers of the health care planning and amantability advisory council. --

Powers of the council shall include, but not battah to the following:

(a) The authority to develop and promote studidsjsory opinions and to recommend a
unified health plan on the state's health carevesliand financing system, including but not
limited to:

(1) Ongoing assessments of the state's healtmeaas and health care system capacity
that are used to determine the most appropriatacitgpof and allocation of health care
providers, services, including transportation ssrsj and equipment and other resources, to meet
Rhode Island's health care needs efficiently aforddbly. These assessments shall be used to
advise the "determination of need for new healtte egquipment and new institutional health
services" or "certificate of need" process throtlghhealth services council;

(2) The establishment of Rhode Island's long rdvegdth care goals and values, and the
recommendation of innovative models of health adeévery, that should be encouraged in
Rhode Island,;

(3) Health care payment models that reward impidwealth outcomes;
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(4) Measurements of quality and appropriate udeeafth care services that are designed
to evaluate the impact of the health planning pgsce

(5) Plans for promoting the appropriate role ahtelogy in improving the availability
of health information across the health care systghile promoting practices that ensure the
confidentiality and security of health records; and

(6) Recommendations of legislation and other astithat achieve accountability and
adherence in the health care community to the abaiptans and recommendations.

(b) Convene meetings of the council no less thamyesixty (60) days, which shall be
subject to the open meetings laws and public rexlans of the state, and shall include a process
for the public to place items on the council's atgen

(c) Appoint advisory committees as needed for nah assistance throughout the
process.

(d) Modify recommendations in order to reflect ogamg health care systems needs.

(e) Promote responsiveness to recommendationsaalbistate agencies that provide
health service programs, not limited to the fivg ate agencies coordinated by the executive
office of the health and human services.

(f) Coordinate the review of existing data sourfresn state agencies and the private
sector that are useful to developing a unified thgalan.

(g) Formulating, testing, and selecting policiesl atandards that will achieve desired
objectives.

(h) Provide an annual report each July, after ¢bavening of the council, to the
governor and general assembly on implementatiothefplan adopted by the council. This
annual report shall:

(1) Present the strategic recommendations, updaedally;

(2) Assess the implementation of strategic reconttagons in the health care market;

(3) Compare and analyze the difference betweegultance and the reality;

(4) Recommend to the governor and general adgetebislative or regulatory
revisions necessary to achieve theg-termlong-termgoals and values adopted by the council as
part of its strategic recommendations, and asskespbwers needed by the council or
governmental entities of the state deemed necesaady appropriate to carry out the

responsibilities of the councillhe initial priority of the council shall be an assment of the

needs of the state with regard to hospital serviceb to present recommendations, if any, for

modifications to the Hospital Conversion Act and @ertificate of Need Program to execute the

strategic recommendations of the council. The cibusitall provide an initial report and
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recommendations to the governor and general asgembdr before March 1, 2013.

(5) Include the request for a hearing before thr@priate committees of the general
assembly.

(6) Include a response letter from each state @gtrat is affected by the state health
plan describing the actions taken and planned pdeiment the plans recommendations.

SECTION 4. This act shall take effect upon passage.

LC00326/SUB A/3 - Page 25



EXPLANATION
BY THE LEGISLATIVE COUNCIL

OF

AN ACT

RELATING TO HEALTH AND SAFETY - THE HOSPITAL CONVERIONS ACT

*%k*k

This act would comprehensively revise the Hosiahversions Act.

This act would take effect upon passage.
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