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CORPORATION’S MOTION TO DISMISS PLAINTIFFS’ COMPLAINT

Defendants Roman Catholic Bishop of Providence, a corporation sole (“RCB”),
Diocesan Administration Corporation (“DAC”) and Diocesan Service Corporation (“DSC”)
(collectively, the “Diocesan Defendants™) respectfully submit this Motion to Dismiss Plaintiffs’
Complaint pursuant to Fed. R. Civ. P. 12(b)(6). In support of the Motion, the Diocesan
Defendants rely on the memorandum and exhibits filed herewith.

Local Rule 7(e) Statement

Pursuant to Local Rule 7(e), the Diocesan Defendants respectfully request oral

argument on their Motion to Dismiss and estimate that ninety (90) minutes will be needed.
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Defendants Roman Catholic Bishop of Providence, a corporation sole (“RCB”),
Diocesan Administration Corporation (“DAC”) and Diocesan Service Corporation (“DSC”, and
collectively with RCB and DAC, the “Diocesan Defendants™) respectfully submit this
memorandum in support of their Motion to Dismiss.

PRELIMINARY STATEMENT

The Diocesan Defendants express sincere sympathy for the retirees of St. Joseph
Health Services of Rhode Island (“SJHSRI). That sympathy, however, cannot cloud the
conclusion that this lawsuit is a baseless attempt to undo difficult decisions made in 2014 to save
the CharterCARE system from collapse for the sake of an entire state and the communities it
sustained and served. Nor does it change the inescapable conclusion that the allegations lodged
against the Diocesan Defendants are patently false, implausible, conclusory and lack sufficient
factual or legal basis to state a valid claim for relief.

The Complaint mischaracterizes the role of the so-called “Diocesan Defendants.”
The Complaint fails to accurately describe the role of diocesan entities and individuals
concerning SJHSRI and the STHSRI Retirement Plan (the “Plan). Both STHSRI and the Plan
are separate legal entities with separate legal existences and responsibilities. The named
Diocesan Defendants are also separate legal entities, which the Complaint ignores. The
Diocesan Defendants had little or nothing to do with the Plan. Further, the facts and
circumstances of the Plan changed over six decades. The Complaint itself avers that the role of
the so-called Diocesan Defendants diminished and changed over time. Yet despite that
acknowledgement, the Complaint invariably speaks of the “Diocesan Defendants,” collectively,

without distinguishing who precisely is doing or saying what or when, or in what capacity. That

is, itself, grounds for dismissing this Complaint. /nfra at Part IL.A.
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Sorting out the true roles (or non-roles) of the Diocesan Defendants requires
reference to facts beyond those pled in the Complaint. The Diocesan Defendants reserve their
right to challenge and object to the purported roles of, and allegations against, the Diocesan
Defendants as described in this Complaint.! When used in this motion, the term “Diocesan
Defendants” means the term as utilized by Plaintiffs and does not constitute an admission (even
implicitly) that the Diocesan Defendants are legally responsible for—or ever did (as a factual
matter)—what the Complaint alleges and what this motion must accept as true for purposes of
contesting the legal sufficiency of the allegations pursuant to Rule 12(b)(6).

Plaintiffs’ Complaint hides the true cause of the Plan becoming underfunded — the
Great Recession of 2008. The Complaint asserts that from 1995 to the present, defendants did
not fund the Plan in accordance with the requirements of ERISA and the recommendations of the
Plan’s actuaries, with the result that the Plan became grossly underfunded. However, documents
cited in the Complaint definitively show that the Plan was more than adequately funded through
2008. They also show that the havoc wreaked by the Great Recession led to the Plan becoming
underfunded, not any actions or inactions by anyone involved in the Plan.

Actuarial Reports show that the Plan assets totaled $114,718,822 in 2007, but fell
to $78,260,116—a drop of $36,458,706 (or 32%)—in 2009 after the market crash. Those same
Actuarial Reports (at least all of the ones posted on Plaintiff Receiver’s website) show that for
years leading up to the crash, Plan assets exceeded accrued benefits at present value. Further
contradicting the allegations of the Complaint, the reported surplus was so great that Plan

actuaries told Plan administrators for years that no minimum contribution was required, even

' To be clear, the Diocesan Defendants fundamentally disagree with a great many of the allegations in Plaintiffs’
Complaint. These Defendants reserve their right to deny and dispute each and every allegation in the Complaint,
when and as appropriate.
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when they applied ERISA funding guidelines. Those Reports report an under-funded status and
required minimum funding contributions only after the Great Recession.

While the Complaint ignores the global financial meltdown in 2008 (and fails to
disclose the contents of documents it cites that contradict its allegations), this Court cannot and
should not. Years of adequate funding through mid-2008 break any causal chain for conduct
allegedly occurring before 2008. Further, the Great Recession constitutes a glaring intervening
cause for which no defendant is responsible. Claims based upon conduct predating 2008 must be
dismissed. Infra at Part I, I1.B, & IIL.B.

The Complaint distorts the 2014 Transaction and rips it from the historical
context critical to assessing Plaintiffs’ legal claims. When viewed in proper context, the
Diocesan Defendants’ conduct was not fraudulent and was equally consistent with a lawful
purpose and thus not actionable. Documents referenced in Plaintiffs’ Complaint negate the
Diocesan Defendants’ participation in any secret scheme or conspiracy in the 2014 Asset Sale
between CharterCARE Health Partners/CharterCARE Community Board (“CCCB”), SISHRI,
and Roger Williams Hospital (“RWH”) on one side and various entities associated with Prospect
Medical Holdings, Inc. (collectively “Prospect’) on the other. This is true whether the
Complaint attempts to characterize the Diocesan Defendants’ role as fraud, conspiracy or aiding
and abetting other defendants. The documents referenced in the Complaint prove that what the
Complaint calls a hidden “conspiracy” was actually disclosed as part of a submission to
regulators back in 2014:

e Regulators knew that the Plan was underfunded after 2008. That fact was one of the express
drivers of the proposed transaction.

e The transfer of assets away from SJTHSRI to a new entity was not hidden from the
regulators—it was part of the fundamental architecture of the entire “Asset Purchase.”
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e The Asset Purchase Agreement and Change in Effective Control applications stated
expressly that liabilities for the pension system were not being assumed by the new hospital
entities.

e The parties to the transaction, and the regulators who reviewed it, took steps to help the
pension, including contributing $14 million to the Plan’s assets and setting forth future
mechanisms to further fund the Plan.

e Listing SJHSRI in the Official Catholic Directory (“OCD”) was wholly appropriate (as
discussed below) and the Asset Purchase Agreement and financial statements provided to
regulators identified the Plan as a “Church Plan.”

There was no conspiracy to defraud Plan participants, the regulators or anyone else.

The CCCB system was on the brink of catastrophic failure because of
unsustainable losses—both operational and Plan losses. The 2014 Transaction was proposed to
accomplish a number of important goals, all of which were thoroughly discussed and vetted,
including: (1) helping the hospitals survive and preserve health care for underserved
communities and hundreds of jobs; (2) preserving local control of critical health services; (3)
guaranteeing substantial and continued capital infusions to help the new hospital system succeed
for the long term; and (4) providing a contribution of $14 million to the Plan and establishing
mechanisms for further funding to help a Plan that, at that point, everyone knew was
underfunded and losing money. Those goals appeared reasonable and laudable at the time. To
the extent the Diocesan Defendants—Ilike other interested parties—expressed support for these
goals, that cannot form the basis of a fraud or illicit conspiracy as a matter of law. Infra at Part
II.C-F & 1I1.

Because the Complaint stretches reality, the remaining fraud and conspiracy
claims are irretrievably deficient. The Complaint points to two letters written by Bishop Tobin.

Those letters actually declared that the Plan is at “significant risk” and at risk of “failure.”

They were not written to the Plaintiffs and, therefore, could not have been relied upon by them to
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their detriment. Those statements were not false and, in any event, constitute expressions of
opinion that are not actionable. Infra at Part I1.D & I11.B.2.

The Complaint alleges fraud and conspiracy claims based upon the continued
listing of STHSRI in the OCD after the 2014 Asset Sale. The Complaint’s own allegations and
public documents prove that STHSRI was operated in connection with the church, rendering the
listing entirely proper. The First Amendment also bars any attempt to second-guess that
conclusion. Finally, and again, representations about the OCD were not made to Plaintiffs. /nfra
at Part IL.E-F & IILA.

Plaintiffs’ claims for civil liability based on violations of state and federal
criminal law under R.I. Gen. Laws § 9-1-2 fail because the Plaintiffs’ alleged injury was not
caused “by reason of” the commission of any underlying crime allegedly committed by the
Diocesan Defendants. Moreover, the Complaint’s attempt to attach § 9-1-2 civil liability based
upon an alleged fraudulent filing with the Internal Revenue Service is preempted as a matter of
law. Infra at Part IV.

Plaintiffs’ Complaint also fails to allege any, let alone legally sufficient, facts to
establish a fiduciary relationship with the Diocesan Defendants, nor does it plead facts showing a
breach of any such duty that could have possibly caused the alleged harm in this case. Infra at
Part V.

Finally, Plaintiffs’ claims for relief under ERISA against the Diocesan Defendants
are barred because Plaintiffs fundamentally seek monetary damages, which is unavailable against
the Diocesan Defendants as a matter of law, and attempt to use equitable estoppel to modify the

Plan’s terms. Infra at Part VI.
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JOINDER IN ARGUMENTS OF OTHER DEFENDANTS

The PBGC is a necessary and indispensable party. The Diocesan Defendants join
the arguments of Angell Pension Group (“Angell”’) and Prospect concerning the Pension Benefit
Guaranty Corporation’s (“PBGC”) status as a necessary and indispensable party to these
proceedings. Assuming the Court agrees that the PBGC is an indispensable party, the Court
should order Plaintiffs to join the PBGC in these proceedings and, to the extent joinder is either
impossible or impracticable, dismiss this action.

Plaintiffs’ state law claims are preempted by ERISA. The Diocesan Defendants
join the arguments of Angell and Prospect that Plaintiffs’ state law claims should be dismissed as
preempted in the event the Court concludes that the Plan is covered by ERISA.

Plaintiffs fail to state a claim for “fraudulent scheme.” The Diocesan Defendants
join Angell’s argument that Count VIII of the Complaint (Fraudulent Scheme) should be
dismissed because “fraudulent scheme” is not an independent cause of action under Rhode Island
law, but duplicative of Plaintiffs’ fraud and conspiracy claims. To the extent the Court
determines that fraudulent scheme is an independent cause of action, it should be dismissed for
the same reasons that Plaintiffs’ fraud and conspiracy claims fail. See infra at Parts I-111.

STANDARD OF REVIEW

Angell’s and Prospect’s briefs adequately describe the standard of review on a
Rule 12(b)(6) motion and the portions of those briefs discussing the standard are adopted
here. The Diocesan Defendants do wish to highlight one aspect of that standard. Motions to
dismiss may not only consider documents referenced or summarized in a complaint but may
review those documents to determine whether the allegations regarding those documents are

supported within them. See Beddall v. State Street Bank & Trust Co., 137 F.3d 12, 17-24 (1st
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Cir. 1998) (affirming the district court’s grant of a motion to dismiss after considering a trust
agreement referenced to and summarized in the complaint, but not attached therein, because the
Court found that the agreement did not make the defendant a fiduciary to the plaintiff, as alleged
in the complaint).

ARGUMENT

I. THE COMPLAINT DOES NOT SET FORTH A PLAUSIBLE CAUSATION CLAIM
FOR ANY ACTS OR OMISSIONS PRIOR TO THE GREAT RECESSION IN 2008

Plaintiffs’ Complaint alleges nefarious conduct as far back as 1995. For example,

Plaintiffs allege that:

e “At various times during the period from 1995 to the present, STHSRI did not fund the Plan
in accordance with the requirements of ERISA and the recommendations of the Plan’s
actuaries, with the result that the Plan is grossly underfunded.” Compl. q 65.

e “During the period from 1995 to the present, STHSRI and the other entities and individuals
administering the Plan and communicating with Plan participants never informed Plan
participants that . . . the Plan was underfunded, or that the Plan was not being funded in
accordance either with ERISA or the recommendations of STHSRI’s actuaries . . . .”> Id. § 66

Yet documents only selectively quoted in the Complaint demonstrate that from at least 2003

through 2008, actuaries consistently reported that the Plan was more than appropriately funded.

See infra at Part I. It remained so up until the stock market crash in September 2008. This is not

surprising. The “Great Recession” of 2008 was the most serious economic crisis in this country

since the Great Depression of the 1930s. Eclectic Props. E., LLC v. Marcus & Millichap Co.,

751 F.3d 990, 998 n.6 (9th Cir. 2014) (“We take judicial notice of the recession in the U.S.

economy from December 2007 to June 2009.”); See In re Irving Tanning Co., 555 B.R. 70, 85

n.11 (Bankr. D. Me. 2016) (A more likely culprit was the unforeseen, intervening, and

2 See also Compl. 9 213-218 (alleging that splitting the Plan in 1995 was improper or nefarious); id. 9 221-225
(alleging that the so-called “Exculpatory Provisions” in the Plans were improperly hidden from the Plan participants,
both before the split of the plans in 1995 and thereafter); id. 9 227-235 (alleging that STHSRI did not adhere to
funding obligations for various years, including years pre-dating the 2008 crash).

7
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devastating impact of the recession of late 2007 through 2009, about which several Defendants
testified and of which I can take judicial notice.”).

A. The Actuarial Reports

The Diocesan Defendants do not have complete visibility into the condition of the
Plan for all of the years predating the 2008 stock market crash.> They do, however, have access
to the Actuarial Reports posted on Plaintiff Receiver’s Public webpage for the years 2003
through 2013.* Three of those reports for 2006, 2007, and 2008 are referenced in the Complaint.
Compl. §231(c) & (d).” Other Actuarial Reports are attached to this memorandum as Exhibits as
set forth in the footnote below.°

Also attached as Exhibit 9 is a chart that collects the following information from
each of the Actuarial Reports posted on the Receiver’s website: Minimum Contribution;
Maximum Contribution; Market Value of Assets; Present Value of Accrued Benefits; Assets
Minus Present Value of Accrued Benefits; Annual Return on Assets; and Assets Divided by
Present Value of Accrued Benefits expressed as a percentage. The key information from that

chart for the years leading up to and including the Great Recession are summarized here:

3 Specifically, the Diocesan Defendants are not in possession of any actuarial reports post-dating 1995, when the
Plan split off on its own. Compl. 4 216-217.

4 The Actuarial Reports are posted at https://www.pierceatwood.com/receivership-filings-st-joseph-health-services-
rhode-island-retirement-plan, under the heading: “Public Data Associated with this Matter.”

5 Although the Complaint cites to it in paragraph 231, the Receiver has not posted the Actuarial Report as of July 1,
2008, for the Plan Year Ended June 30, 2009. The link that purports to lead to the 2008 report instead leads to the
Actuarial Report, as of July 1, 2009. The Actuarial Report, as of July 1, 2009, contains various look backs and
collections of information from the previous plan year (i.e. from July 1, 2008 to June 30, 2009). See Ex. 5 at 2, App.
B (Actuarial Report as of July 1, 2009, for the Plan Year ended June 30, 2010) (“2009 Actuarial Report”). The
Diocesan Defendants have drawn their information concerning the period from July 1, 2008 to June 30, 2009, from
Exhibit 5.

¢ Ex. 1 (Actuarial Report as of July 1, 2004, for the Plan Year Ended June 30, 2005); Ex. 2 (Actuarial Report as of
July 1, 2005, for the Plan Year Ended June 30, 2006); Ex. 3 (Actuarial Report as of July 1, 2006, for the Plan Year
Ended June 30, 2007) (“2006 Actuarial Report™); Ex. 4 (Actuarial Report as of July 1, 2007, for the Plan Year
Ended June 30, 2008) (“2007 Actuarial Report”); Ex. 5 (2009 Actuarial Report); Ex. 6 (Actuarial Report as of July
1, 2010, for the Plan Year Ended June 30, 2011); Ex. 7 (Actuarial Report as of July 1, 2011, for the Plan Year Ended
June 30, 2012); Ex. 8 (Actuarial Report as of July 1, 2012, for the Plan Year Ended June 30, 2013).

8
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7/1/2009 7/1/2008 7/1/2007 7/1/2006 7/1/2005 7/1/2004 7/1/2003
Minimum Contribution $1,444,178 $0 $0 $0 $0 $0 $0
Recommended Maximum $1,624,311 $2,118,043 $2,151,319 $2,052,351 $0 $0 $0
Contribution
Market Value of Assets $78,260,116 | $104,417,252 | $114,718,822 | $102,323,479 | $94,892,973 | $89,475,173 | $80,687,937
Present Value of Accrued $94,770,770 $88,272,495 $82,413,392 $76,100,377 | $71,820,978 | $66,950,823 | $60,221,708
Benefits (PVAB)
Assets minus PVAB (16,510, 654) $16,144,757 $32,305,430 $26,223,102 | $23,071,995 | $22,524,350 | $20,466,229
Annual Return on Assets -20.8% -7.4% 16.8% 11.7% 10.1% 14.9% N/A
Assets/PVAB (%) 82.6% 118.3% 139.2% 134.5% 132.1% 133.6% 1.34%

The data in these Actuarial Reports tells a very different story than the conclusory

allegations in the Complaint. The Plan’s actuaries told STHSRI for at least six consecutive years

prior to the 2008 Crash—in 2003, 2004, 2005, 2006, 2007, and 2008’—that the Plan’s assets

exceeded its accumulated liabilities, and by a substantial margin. SJHSRI’s actuaries also

reported that they applied ERISA funding guidelines to their analysis and declared, for each of

the six years from July 1, 2003 to July 1, 2008, that no minimum contribution was required.®

The 2007 Actuarial Report and quoted at paragraph 231(c) of the Complaint, is

illustrative. Ex. 4. This Report stated that the Total Value of Plan Assets as of July 1, 2007 were

$114,718,822. Id. at 3. By comparison, the Report also declared that the “Actuarial present

value of accumulated plan benefits as of the current valuation date” was $82,413,392. Id. at 4.

Plan assets thus exceeded the present value of accrued benefits by more than $32,000,000. See

id. at 3-4.

The 2007 Actuarial Report also discussed “Recommended Funding Levels.”

Specifically, it declared:

The recommended contribution is based on the Plan’s Normal Cost plus an

amortization of the Plan’s unfunded liability. If the plan is projected to have no
unfunded liability at the end of the Plan Year then no contribution is

" Supra note 5 (concerning information for the plan year from July 1, 2008 to June 30, 2009).
8 Ex. 1 (2004 Actuarial Report) at 1-3, 13-14, 16-17; Ex. 2 (2005 Actuarial Report) at 2, 11; Ex. 3 (2006 Actuarial
Report) at 2, 11; Ex. 4 (2007 Actuarial Report) at 2, 11; Ex. 5 (2009 Actuarial Report) at 11 & App. B.

9
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recommended. While the Plan is a church plan, and is not subject to the funding
requirements of ERISA, the current funding policy follows the ERISA guidelines
without regard to the current liability calculations.
Id. at 11. Having declared that they were following ERISA’s funding guidelines, the actuaries
then set forth a series of calculations to determine the minimum and maximum recommended
contribution. Id. at 13 (“Development of Contributions”). The Report then declared that the
minimum contribution was “$0.”° Id. at 2.

The 2006 Actuarial Report, also quoted at paragraph 231(c) of the Complaint,
similarly reported “Total Value of Plan Assets” of $102,323,479, and the “Actuarial present
value of accumulated plan benefits as of the current valuation date” was $76,100,377. Ex. 3 at 3-
4. Again, Plan assets exceeded the present value of accrued benefits by $26,000,000. See id.
The 2006 Report repeated the same reference to ERISA funding requirements and reported that
the minimum contribution level for that year was “$0.” Id. at 2.

This pattern repeats in every Report posted on the Receiver’s website predating
the Great Recession of 2008. See Exs. 1-5 (Actuarial Reports reflecting information from 2003-
2008); see also Ex. 9.!1° The assets of the Plan exceeded the present value of accrued benefits

and the actuaries repeatedly reported that applying ERISA funding requirements resulted in a

minimum contribution level of “0.” See id.; see also Ex. 9.

® When a defined plan is overfunded, an “employer may reduce or suspend his contributions.” Hughes Aircraft Co.
v. Jacobson, 525 U.S. 432, 440 (1999).

10 The 2006 and 2007 Actuarial Reports cited in the Complaint establish that the actuaries were telling STHSRI that
the Plan was adequately funded and no contributions were required. Case law in this jurisdiction makes clear that it
is appropriate for the court to consider the entire array of such reports posted on the Receiver’s website as matters of
public record. In re Colonial Mortg. Bankers Corp., 324 F.3d 12, 15-16 (1st Cir. 2003) (“For one thing, matters of
public record are fair game in adjudicating Rule 12(b)(6) motions.”); see also Better Homes Realty, Inc. v. Watmore,
No. 3:16-cv-01607-BEN-MDD, 2017 WL 1400065, at *2 (S.D. Cal. Apr. 18,2017) (“[T]he screenshots of searches
run on the County’s Fictitious Business Name Statement website, . . . are proper subjects of judicial notice because
they are public records . . . .”).

10
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That reality changes drastically as a result of the Great Recession of 2008. In
2008, the Plan’s assets fell 7.4% in the run-up to the market collapse. Ex. 5 at 2. By 2009, those
assets cratered still further by over 20%. Id. As a result, assets went from $114,718,822 in 2007
to $78,260,116 in 2009. Compare Ex. 4 at 3 with Ex. 5 at 2. By 2009, the actuarial present
value of accumulated benefits exceeded Plan assets. Ex. 5 at 3-4. Unlike the Reports for the
prior six years, the 2009 Actuarial Report recommended a minimum payment and also inserted a
new line in the report, “Contribution to reach 100% funding level projected to the end of the plan
year.”!! Id at 2.

Tellingly, the Complaint contains a section entitled, “Defendants Knew The Plan
Was Underfunded.” Compl., 99 236-256. Each and every one of the allegations in that section,
however, reference facts post-dating the 2008 collapse. Yet, the next few paragraphs of the
Complaint purport to identify “Misrepresentations to Plan Participants” dating back to the 1970s,
1980s, and 1990s. See, e.g., id. Y 257-259, 266-270. The Complaint also claims that “actuaries
throughout the life of the Plan annually calculated the amount of money that STHSRI should pay
into the Plan” and further that “SJHSRI routinely disregarded their recommendations . . . with
the result that the Plan became more and more underfunded over time.” Id. 9 271.

Nowhere does the Complaint reference, much less attempt to square those
allegations with the recommendations or conclusions in the Actuarial Reports from 2003 through
2008. Likewise, Plaintiffs do not try to explain how any alleged misconduct in the 1970s, 1980s
and 1990s (which is denied) could have plausibly or causally been the source of their harm or

damages, when the Plan had positive financial funding from at least 2003 through 2008. Nor

1" As discussed supra note 5, the Diocesan Defendants do not have access to the Actuarial Report for the Actuarial
Valuation as of July 1, 2008.

11
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could any such conduct be causally related to the Plan’s financial condition in 2017 when
SJHSRI petitioned the Plan into receivership. Id. 9 56 (discussing receivership).

The Actuarial Reports selectively cited in the Complaint show that the Plan did
not “become more and more underfunded over time.” Id. 4 271; see Ex. 9. It was not
underfunded until the stock market crash of 2008 crippled it, along with other businesses, and
retirement plans all over the globe. See In re Irving Tanning Co., 555 B.R. at 85 n.11.

B. Any Causal Connection Between Acts
Or Omission Prior To 2008 Was Broken Because There

Were Many Intervening Years of Adequate Funding And The
Great Recession Of 2008 Constitutes A Separate Intervening Cause

Each and every allegation of wrongdoing predating the stock market crash of
September 2008 must be dismissed. To establish causation, Plaintiffs must link the defendants’
alleged wrongdoing to their alleged harm, which in this case is an underfunded Plan. “[I]t is
only when the total amount of funding falls below the threshold level necessary to pay
beneficiaries that beneficiaries’ benefits are endangered.” Hill v. Vanderbilt Capital Advisors,
LLC, 834 F. Supp. 2d 1228, 1255 (D.N.M. 2011). Even if one assumes that the Diocesan
Defendants were somehow involved in earlier missteps or misrepresentations, such conduct
could not have caused any damages for two independent and dispositive reasons.

First, for at least 6 years, the Plan’s assets outstripped the present value of the
accrued benefits and no minimum contribution was required to maintain that status. See supra at

Part .A. The Plan was funded.!> See id. As a result, the causal link between alleged earlier

misrepresentations or decisions and any future impact on the retirement benefits that Plan

12 Even ERISA does not require that defined benefit plans maintain full funding every year. Instead, ERISA permits
plans to make contributions designed to address any underfunding issues over time. 29 U.S.C. § 1082(c); Angell’s
Mem. of Law in Supp. of its Mot. to Dismiss (“Angell Brief”), ECF No. 49-1, at 6.

12



Case 1:18-cv-00328-WES-LDA Document 54-1 Filed 09/17/18 Page 21 of 78 PagelD #: 688

participants might receive was broken.!* See Holmes v. Sec. Inv’r Prot. Corp., 503 U.S. 258,
268 (1992).

Second, alleged misconduct predating the 2008 Great Recession had nothing to do
with any harm to Plaintiffs precisely because something else—global economic calamity—
caused the Plan to become “underfunded.” See Holmes, 503 U.S. at 268 (providing that
proximate cause demands “some direct relation between the injury asserted and the injurious
conduct alleged”). As an intervening force, the Great Recession cut off any liability for the
Diocesan Defendants for conduct prior to 2008. See In re State Street Bank & Trust Co. Fixed
Income Funds Inv. Litig., 772 F. Supp. 2d 519, 543-44 (S.D.N.Y. 2011); In re Irving Tanning
Co., 555 B.R. at 85 n.11; see also Dura Pharm., Inc. v. Broudo, 544 U.S. 336, 342-43, 348
(2005) (affirming dismissal of a claim because other factors besides misrepresentations, such as
changed economic circumstances, changed investor expectations, new industry-specific or firm-
specific facts, conditions, or other events, taken separately or together could account for lower
price.).

This failure of causation is particularly critical to the claims against the Diocesan
Defendants. Plaintiffs, themselves, affirmatively aver that “[a]s of 2009, SJTHSRI had taken over
the administration of the STHSRI Plan, and SJHSRI’s Finance Committee was administering the
Plan and making its investment decisions.” Compl. § 77; see id. 9 86, 89.

Those portions of Counts 111, VII, VIII, IX, XIX and XX that rely upon and
incorporate allegations respecting conduct or alleged misrepresentations predating September

2008 should be dismissed.

13 1 Plaintiffs had filed this lawsuit in 2002, the case would have been dismissed as moot in 2003 because at that

time the Plan was funded and Plaintiffs could not demonstrate any “actual and imminent” threat as required to show
injury-in-fact. See Hill, 834 F. Supp. 2d at 1255-56.

13
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II. COUNT VII (FRAUD THROUGH INTENTIONAL
MISREPRESENTATION AND OMISSION) MUST BE DISMISSED
AGAINST THE DIOCESAN DEFENDANTS FOR FAILURE TO STATE A CLAIM

A. Count VII Must Be Dismissed For Improper and Conclusory Group Pleading
That Lumped The Diocesan Defendants Together In Violation Rules 8(a) And 9(b)

The Complaint must be dismissed because it abounds with group pleading
contrary to Fed. R. Civ. P. 8(a)(2) and 9(b). “To fulfill the demands of notice pleading, ‘a
plaintiff cannot ‘lump’ multiple defendants together and must ‘state clearly which defendant or
defendants committed each of the alleged wrongful acts.”’” Beta Grp., Inc. v. Steiker,
Greenaple, & Croscut, P.C., No. 15-213 WES, 2018 WL 461097, at *1 (D.R.I. Jan. 18, 2018)
(discussing prohibition of group pleading in context of Fed. R. Civ. P. 8) (internal citation
omitted); see Laurence v. Wall, C.A. No. CA08-109 ML, 2010 WL 4137444, at *2 (D.R.I. Sept.
30, 2010) (same).

This standard is especially important for claims of fraud, which are subject to the
heightened pleading standard of Fed. R. Civ. P. 9(b). “Where multiple defendants are involved,
each person’s role in the alleged fraud must be particularized in order to satisfy Rule 9(b).” Beta
Grp., Inc., 2018 WL 461097, at *10 (internal quotation marks omitted); see W. Reserve Life
Assururance Co. of Ohio v. Caramadre, 847 F. Supp. 2d 329, 343 (D.R.I1. 2012); 2 Moore’s
Federal Practice § 9.03[1][f] (2012) (“[A] claimant usually may not group all wrongdoers
together in a single set of allegations. Rather, the claimant is required to make specific and
separate allegations against each defendant.”).

The allegations against the Diocesan Defendants are deficient precisely because
Plaintiffs make their allegations against “the Diocesan Defendants,” treating the three defendants

as though they were one entity. Lumping together RCB, DAC, and DSC as the “Diocesan

14
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Defendants,” and failing to distinguish which allegations pertain to which entity, is
impermissible group pleading. See Beta Grp., Inc.,2018 WL 461097, at *1, *10.

In identifying the parties at the beginning of the Complaint, Plaintiffs devote
single paragraphs to each of RCB, DAC, and DSC. Compl. 49 27-29. In paragraph 30, Plaintiffs
establish the defined term “Diocesan Defendants,” and thereafter never again reference
independently RCB. One paragraph references DAC and DSC tangentially, id. 9 163.'*
Otherwise Plaintiffs only refer to the three “Diocesan Defendants” through the group term.
There are zero descriptions of actions taken or statements made solely by RCB, DAC, and DSC.
Conversely, the Plaintiffs refer to the “Diocesan Defendants™ in at least 60 paragraphs and 9
different counts.!> The Complaint further lumps together the Diocesan Defendants with all of
the other defendants in at least 19 other paragraphs and one other count. '

This is improper and the Complaint alleges no facts to excuse this failing. For
instance, the Complaint states that Bishop Tobin was an officer of RCB, DAC, and DSC, id. q
27-29, but includes no other allegations that justify treating the three corporations as though they
were one entity or that the conduct alleged was undertaken by Bishop Tobin as an officer of any
of those three corporate entities. Plaintiffs’ pleading deficiencies are particularly critical here
because so many of the allegations are phrased in general and conclusory terms, covering
decades of conduct. See, e.g., id. 9 216-218, 228, 257-259. The Complaint acknowledges that

the role of the “Diocesan Defendants” changed dramatically over time to the point where “as of

14 Paragraph 163 quotes a statement made by the Chancellor for the Diocese of Providence in the Providence
Journal. In parentheses, Plaintiffs mention that the Chancellor is an officer for DAC and DSC. Compl. q 163.

15 Compl. 49 57, 67, 92,93, 106, 108, 111, 112, 116, 128, 131, 141, 142, 143, 145, 146, 151, 152, 153, 155, 156,
157,158,159, 160, 161, 162, 164, 165, 166, 167, 169, 176, 179, 182, 185, 190, 191, 192, 194, 195, 196, 200, 202,
203, 204, 205, 206, 208, 209, 213, 216, 217, 218, 255, 256, 260, 309, 310, 311, Claims for Relief (Count III, VII,
VIII, IX, X VI, XVII, XIX, XX, XXI) (referencing the “Diocesan Defendants™).

16 Compl. 9 129, 131, 137, 150, 157, 207, 224, 292, 295, 296, 297, 299, 300, 326, 352, 404, 406, 425, 428, Claim
for Relief (Count IX) (referencing all defendants).

15
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2009 SJHSRI had taken over the administration of the [Plan].” Id. § 77; see also id. 9 86-89.
Group pleading denies the Diocesan Defendants the protections of Fed. R. Civ. P. 8(a)(2) and
9(b) and the Complaint should be dismissed. See Beta Group, Inc., 2018 WL 461097, at *1, *10.

B. The Alleged Misrepresentations To
Plan Participants In The 1970s-1990s Are Not Actionable

Plaintiffs allege that there were certain “Misrepresentations to Plan Participants”
in the 1970s through the 1990s. Compl. 49 257-279. The Diocesan Defendants dispute they
made these statements. Leaving that aside for the moment, these statements are not actionable
for three reasons. First, for the reasons set forth supra at Part [.B, none of Plaintiffs’ statements
concerning the state of the Plan prior to the 2008 market crash could have caused Plaintiffs’
alleged harm. See Dura, 544 U.S. at 342-43; Bendaoud v. Hodgson, 578 F. Supp. 2d 247, 270
(D. Mass. 2008).

Second, the alleged misrepresentations were not factually false and merely
conveyed an intent to fund the plan in a particular manner or make certain payments to Plan
beneficiaries in the future (i.e., merely statements to do a particular thing in the future, and thus
cannot be actionable misrepresentations).!” An alleged misrepresentation “‘must relate to
something that is a fact at the time the assertion is made in order to be a misrepresentation. Such
facts include past events as well as present circumstances but do not include future events.”” St.
Paul Fire & Marine Ins. Co. v. Russo Bros., Inc., 641 A.2d 1297, 1299 n.2 (R.1. 1994) (quoting
Restatement (Second) Contracts § 159, cmt c. at 428 (1981)). “[T]he general rule is that mere

unfulfilled promises to do a particular thing in the future do not constitute fraud in and of

17 The Diocesan Defendants adopt the argument in Angell Pension Group’s Memorandum of Law In Support of Its
Motion Dismiss (“Angell Brief”), ECF-49-1, at 23 n.17 (noting the absurdity in asserting statements referring to
lifetime benefits are fraudulent when contained in Plan participant benefit statements, when such statements
continue to be made in participant benefit statements issued by Plaintiff Receiver).
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themselves.” Cote v. Aiello, 148 A.3d 537, 548 (R.1. 2016) (internal quotation marks omitted)
(holding that, because a company owner’s “statements regarding [the company] always revolved
around the future disposition of the company, . . . [they] therefore could not form the basis for a
claim of fraud” (emphasis in original”)).

For example, Plaintiffs allege that the Plan participants were provided booklets
with information concerning the Plan. E.g., Compl. §267. The 1973 edition of this booklet
stated: “The Hospital will pay the entire cost of the Plan beginning January 1, 1973 — not only
your pension but also all actuarial, legal and investment expenses incurred in the administration
of the Plan.”'® Id. The Complaint fails to allege facts to indicate this statement was false or that
SJHSRI did not pay such costs. Additionally, documents referenced in the Complaint prove that
the Plan was adequately funded through 2008. See Ex. 9; supra at Part L A.

Third, Plaintiffs have not alleged any facts sufficient to establish that there was
not an intent to keep promises made to the pensioners in the 1970s, 1980s, or 1990s when those
alleged promises were made. See In re DeRosa, 103 B.R. 382, 386 (Bankr. D.R.I. 1989).
Although the Complaint is rife with alleged misrepresentations from the 1970s through 2008, it
never once references the status of the Plan’s funding during that entire time period. The
Receiver has records containing that data at least through 1995 because they were produced in
response to a subpoena months ago. Had they been referenced in the Complaint, the Actuarial
Reports for the Plan show consistent surplus funding through 1995. While the Court cannot

consider the content of those documents on a motion to dismiss because they were not referenced

18 The allegations set forth in Paragraphs 257-279 of the Complaint do not sufficiently differentiate among the
defendants, and the Diocesan Defendants cannot decipher which statements, if any, Plaintiffs attribute directly to
them. The one cited here, for example, references a statement made by “the Hospital.” Compl. §267. To the extent
Plaintiffs allege any such representations were made by the Diocesan Defendants, when these statements were made
and by whom are important for reasons set forth herein.
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in the Complaint, it can consider that the Complaint pleads no facts about the Plan’s funding
when alleged promises were made decades ago. Indeed, no specific allegations of underfunding
in the Complaint predate 2009. Compl. 99 236-256. Without those averments, any fraud claims
based on facts before 2009 must be dismissed.
C. Any Alleged Reliance On Any Alleged Misrepresentations Of Fact (Of
Which There Were None) Respecting The Alleged “Quid Pro Quo” In The

2014 Asset Sale Was Not Justifiable As A Matter Of Law Because Plaintiffs (And
Regulators) Had Notice Of The Key Facts Alleged Against The Diocesan Defendants

1. The Alleged “Quid Pro Quo’ Scheme

The Complaint describes a scheme in which the Diocesan Defendants allegedly
plotted with other defendants to surreptitiously isolate and abandon SJTHSRI’s unfunded pension
liability to a surviving STHSRI shell entity that would have no operating assets. Compl. 9 116-
160. The allegations are as follows: At the time of the 2014 Asset Sale, “all of the defendants
knew” that the Plan was underfunded. See, e.g., id. 4 150. All of SJTHSRI’s assets would be
transferred to a new separate company. Id. 4 57, 150, 156. The Plan would be left alone
without any operating assets and receive “only” an additional $14 million. Id. 9 149. The
Diocesan Defendants would agree to continue to maintain SJHSRI in the OCD and therefore the
Plan could continue as a church plan, which meant that ERISA would not apply. Id. 99 155-
156. In return, the Diocesan Defendants would receive Catholicity covenants that would apply
to both “New” Our Lady of Fatima Hospital and “New” Roger Williams Hospital. Id. 9 155.
Via this scheme, and unbeknownst to all but the schemers, the Plan participants would not have
the protection of ERISA. Id. § 156.

Plaintiffs conflate whether this scheme, or various parts of it, constitute fraud,
conspiracy, or aiding and abetting on the part of the Diocesan Defendants. Accordingly, this

section of the brief will examine each component of this so-called “plot” in turn and demonstrate
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that each and every such component was revealed to the regulators, and thus the world, in the
Change in Effective Control application (“CEC Application™) provided to the regulators at the
time of the proposed transaction. Infra at Part I1.C.1.i-iv. These facts—all of them—were
disclosed and public, explicitly and in several different locations. /d. Even more bizarrely (in
the context of an alleged fraud or illicit conspiracy) several of them were expressly identified to
the regulators, and thus the world, as the very problem driving the transaction and the solution to
those problems. /d. Viewed in this context, the alleged fraud or conspiracy is beyond
implausible, it is absurd and belied by completely legal acts and public disclosure, and more
plausibly understood to have legitimate purposes. Stubbs v. Taft, 149 A.2d 706, 708-09 (R.I.
1959); see Precision Assoc., Inc. v. Panalpina World Transp. (Holding) Ltd., No. 08-CV-
00052(JG)(VVP), 2015 WL 4987751, at *5 (E.D.N.Y. Aug. 19, 2015).

Further, it is axiomatic that a plaintiff cannot establish reasonable reliance on a
false statement or “undisclosed” fact if the plaintiff knows the very fact he/she claims the
defendant failed to disclose—or if the fact is made obvious to him/her. See Restatement
(Second) Torts § 541 (“The recipient of a fraudulent misrepresentation is not justified in relying
upon its truth if he knows that it is false or its falsity is obvious to him.”). Accordingly, itis a
defense to a fraud claim “that the complainant had knowledge, actual or constructive, of the

actual facts[.]”!® 37 Am. Jur. 2d Fraud & Deceit § 309 (2018).

19 In Rhode Island, “[c]Jonstructive notice” ordinarily means that a person “should be held to have knowledge of a
certain fact because he knows other facts from which it is concluded that he actually knew, or ought to have known,
the fact in question. Constructive notice also exists whenever it is shown that reasonable diligence would have
produced actual notice.” Conti v. Governor Dyer Coop. Mkt., Inc., No. 83-4400, 1986 WL 716034, at *2 (R.I.
Super. Ct. May 27, 1986) (internal quotation marks omitted).
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i.  No One Hid That The Plan Was Underfunded In 2014;
Rather It Was Public Knowledge That The Plan Was At Risk
And That Risk Was A Key Driver Behind The 2014 Asset Sale

Any suggestion that the unfunded status of the Plan?* was hidden from the public
or regulators fails when juxtaposed with the public record. The response to the very first
question in the CEC Application?! submitted by Prospect Medical Holdings, Inc. to the
Department of Health, states as follows:

Based on operating revenue alone, the combined [CCCB] hospital systems have
reduced operating losses to approximately $3M per year. Although a significant
improvement, these losses cannot be sustained. Furthermore, although sufficient
capital expenditures have been made to the facilities, the physical plants at the
Existing Hospitals are aging and need upgrading.
Of additional concern are pension costs (this same issue is impacting hospitals
throughout the country). If pension losses are taken into consideration, the
[CCCBJ system will, over the long term, incur significant losses.
Ex. 10 at 2 (Excerpted CEC Application) (emphasis added); see Compl. 99 300, 409(f)
(referencing application to Department of Health).

Other references to Plan deficits abound in the CEC Application. For example,
the CEC Application attaches the Asset Purchase Agreement (“APA”) between Prospect and
CCCB, SJHSRI, and RWH. Ex. 11 (APA). Section 4.29 of the APA addresses the Seller’s (i.e.,
CCCB, SJHSRI, and RWH’s) solvency and states that it is not insolvent “/a/fter exclusion of

Liabilities associated with the Retirement Plan due to their uncertainty of amount[.]” Ex. 11 §

4.29 (PCEC000044) (emphasis added); see Compl. 4 426.

20 Compl. 9 259(b), 283, 311, 338.
21 The complete Change in Effective Control Application is available through the Rhode Island Department of
Health’s website at https://drive.google.com/file/d/0B91x-sHDAL9qczFyRkV{TmpoRVk/view.
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The CEC Application also attached SJTHSRI’s financial statements for the years
2009 through 2013.?> That application is referenced in the Complaint and also are public record,
susceptible to judicial notice.”> Each of those financial statements contains several pages of
notes discussing the Plan. Each shows a negative funding status for the Plan. The year 2010 is
illustrative. It shows the “[flunded status of the Plan” as (§51,004,155). Ex. 12 at PCEC001543.
The figures set forth in the reports submitted to the regulators for the other years go from
($50,871,072) in 2009, id., to ($92,962,281)** in 2013, Ex. 16 at PCEC001297. All of this
information was affirmatively disclosed to the regulators.
The Attorney General’s Decision? approving the transaction under the Hospital
Conversion Act establishes that everyone involved understood the issue. Compl. 9§ 369; Ex. 17
(Attorney General’s Decision). It states that the CCCB hospital system was sustaining operating
losses of approximately $3 million dollars per year, “not including pension losses.” Ex. 17 at 8.
After noting that these losses raised questions about the “continued viability” of the CCCB
system, the Attorney General’s Decision turned to a discussion of the Plan specifically:
Of additional concern to [CCCB] is its pension funding (an issue that is impacting
many hospitals around the country). If pension losses are taken into
consideration, in fiscal year 2012, the [CCCB] system sustained losses of over $8

million dollars which are increasing without additional contributions. Such losses
cannot be sustained by [CCCB].

22 Ex. 12 (Excerpted 2009-2010 Financial Statements); Ex. 13 (Excerpted 2010 Government Auditors’ Reports); Ex.
14 (Excerpted 2010-2011 Financial Statements); Ex. 15 (Excerpted 2011-2012 Financial Statements); Ex. 16 (2012-
2013 Financial Statements).

3 In re Colonial Mortg. Bankers Corp., 324 F.3d at 15-16 ((discussing the consideration of “matters susceptible to
judicial notice” on a motion to dismiss and recognizing “the hoary tenet that a court ‘may look to matters of public
record in deciding a Rule 12(b)(6) motion’”) (citation omitted)).

24 The valuations in the financial statements are pursuant to accounting principles and not the actuarial standards
applied in ERISA or by actuaries and used in the Actuarial Reports discussed supra at Part I.

25 The Attorney General’s decision is referenced in the Complaint. Compl. §369. It is also available on the
Attorney General’s website at http://www.riag.ri.gov/documents/5-16-14AGFinalDecision.pdf.
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Id. at 9. There can be no doubt that the regulators were told and understood that the Plan was
losing significant amounts of money each year—unsustainable losses that exceeded $5 million
annually. See id. at 8-9 (discussing $3 million in losses to CCCB that grew in excess of $8
million when pension losses were considered).

There was, in short, no fraudulent statements or conspiracy to hide that the Plan
had serious funding issues. There was, rather, consensus amongst various constituencies that the
CCCB system as a whole and the Plan, in particular, were in jeopardy and something needed to
be done to help them. See id. at 8-9.

Nor was there any misapprehension or conspiracy to hide the amount of money
that was going to be contributed to the Plan or that this figure would not bring the Plan to full
funding. The $14 million contribution was discussed in the Attorney General’s Decision. Ex. 17
at 21. Likewise, there was no misapprehension that, even after the contribution of $14 million to
the Plan, it would not be one hundred percent funded. Compl. 4 327-330, 337-339. The parties
to the transaction had made plans for further contributions to the Plan. /d. Indeed, part of the
regulatory process was directed at establishing mechanisms for further/additional funding. Id. 99
339, 369-370.

Further, as a matter of law, the Court must reject the Complaint’s conclusory, oft-
repeated predicate that all Plan participants had no idea that the Plan was underfunded. See,
e.g., 1d. 19 56, 66. First, as mentioned above, the pension issue was raised in the very first
answer in the CEC Application. Ex. 10 at 2. Second, the pension deficit and what was to be
done with the pension deficit was discussed at various public hearings, as referenced in the

Complaint. See, e.g., Compl. 9 327, 333, 352. Third, many pensioners were surely aware that
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there were issues in the funding of their pension because it had been frozen on four separate
occasions leading up to the 2014 transaction.?®

ii.  The Structure Of The 2014 Asset Sale, Including That Prospect Wasn’t
Be Assuming Any Liabilities For The Plan, Was Disclosed And Public

The Complaint also alleges that the Diocesan Defendants conspired with other
defendants to strip STHSRI of all of its assets and leave the Plan’s liability with STHSRI after the
2014 Asset Sale. Compl. 99 156-157. As a threshold matter, the structure of the 2014 Asset Sale
was a secret to no one. The very name of the governing agreement—Asset Purchase
Agreement—screams out that this transaction is an asset purchase. See generally Ex. 11. The
structure of this deal was not lost on the regulators. See Ex. 17 at 20. The Attorney General’s
Decision declares: “As described in the Asset Purchase Agreement (APA), Prospect Medical
Holdings (Prospect) through a series of subsidiaries, is acquiring substantially all of the assets of
[CCCB].” Id.

Likewise, the APA declares that the liability for the Plan will remain with
SJHSRI. Section 2.14 of the APA states:

2.4 Excluded Liabilities of Sellers. Notwithstanding anything herein to the
contrary, the Company and/or the Company Subsidiaries are assuming only the
Assumed Liabilities and are not assuming and shall not become liable for the
payment or performance of any other Liability of Sellers (collectively, the
“Excluded Liabilities”). The Excluded Liabilities are and shall remain Liabilities
of the Sellers. Without limiting the generality of the foregoing, the term

“Excluded Liabilities” includes any Liability: ... (iii) that is described on
Schedule 2.4 . . ..

Ex. 11 at PCEC000017.

26 The notes to the STHSRI financial statements for September 30, 2011 and 2010, submitted as part of the 2014
CEC Application, document pension freezes on October 1, 2007, October 1, 2008, September 30, 2009 and
September 30, 2011. Ex. 14 at PCEC001507; see Compl. 9 78, 288, 298 (discussing pension freezes).
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Schedule 2.4, “Certain Excluded Liabilities,” explicitly lists “All Liabilities
related to the Retirement Plan.” Id. at PCEC000274 (emphasis added). If the written
description were not enough, the CEC Application contained a graphic representation of the end

result of the contemplated transaction. It showed SJHSRI off by itself, with the words “Church

Frospect Medical Holdings, Inc.
(PMH)
A Delaware corporation

Plan” written underneath it:
CharterCARE

Bishop of

Diocese of
Providence Health Partners
\—'—J |—4 CCHP Foundation |
I—

Prospect Ilosp;:]nill:loldh:-. Lc P t Medical Systems,
— AT ( ) Inc. (PM5)
‘exas himited-luability company ADS ko
(Bolding company wholly-owned by ™1 e "“‘“m"":'n"

St. Joseph R whalky-owned by PATH)
Health Alta Hospitals System, LLC Nix Haspital System, LLC
Services of R1 (ALTA) ] A Texas limited lighslity company
A Californsn limsted-Eability (operating company wholly-owted by
PHH) ProMed Health Care

{PHCA)
A Califormia corporation
{mansgement corpany

whally-owned by PMSC)

company
(heolding company wholly-owned by
PMH)

o ] Nix Health Services Cor th
Alta Holtywood Hospitals, Tac. F— A Texas 501(s) Non-Profit (‘mm:'
A California corporation {Medical Foundation)

{operating company wholly-
owned by ALTA)
* dba Hollywoed Community
Hospital

Nix Community General Hospital,
LLC

PHP Holdings, Inc.
(PHPH)
A Delaware corporation
(whally-guned by FMH)

. * dba Hellyw i
Retirement Hospital at m‘i".“:mﬁ.- A Texas limited-liabiliey company ]
Board Center (opersting company wholly-owned by
* dba Van Nuys Community PHH) Prospect Health Plan, Inc.
A Delaware corporation
Alta Los Angeles Hospltaks, {wholly-gwned by PHPH)
SIHSRI Inc. Nix Services, LLC
Church Plan — A California corporation — A Texas limited-lishiliey company
{operating compay wholly-cwned (billing business wholly-cwned by PHH)
by ALTA)

+ dba Las Angeles Community
Hospital Nix SPE, LLC
e A Tesas lnsted-liabil:ty company
(real property holding compazry whelly-
1 crmned by PHM)

PCEC000425

Ex. 24 (Organizational chart concerning corporate structure following the 2014 Asset Sale) (red

arrow not in original).?’

ii.  The Plan’s Status And Intended Future As A Church Plan Were Disclosed

The Complaint rails that the intent in this transaction was that the Plan would

remain a church plan not subject to ERISA. Compl. 9 57(d)(i1), 66, 130, 138, 141, 155-56, 307,

27 The Diocesan Defendants had no role in drafting Exhibit 24 and reserve the right to contest its accuracy. Compl.
205.
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404. Tt claims that defendants concealed this. Id. 4 66, 276, 307. This is untrue, as
demonstrated by documents referenced in the Complaint—documents submitted to state
regulators. For example, Section 4.17(1) of the APA states clearly that “The Retirement Plan is a
Church Plan.” Ex. 11 at PCEC000037. “Retirement Plan” is a defined term in the APA. Id. at
PCEC000106. “Retirement Plan” means “the St. Joseph Health Services of Rhode Island
Retirement Plan.” /d.
The financial statements submitted with the CEC Application also explicitly
identify it as a “church plan.” Ex. 15 at PCEC001474. The Notes to the Consolidated Financial
Statements for September 30, 2012 and 2011 state:
SJHSRI has a defined benefit pension plan which covers substantially all of the
SJHSRI's employees. The Plan is a non-electing church plan under the Internal
Revenue Service and is not subject to the participation, vesting, and provisions of
the Internal Revenue Service code.

Id. (emphasis added).

Plaintiffs also allege that the Diocesan Defendants (who had nothing to do with
the process) improperly listed STHSRI in the Official Catholic Directory (“OCD) as part of this
“quid pro quo” arrangement. Compl.  155. Treatment of the OCD and the deficiencies of

Plaintiffs’ claims related thereto are discussed infra at Part ILF & IIL.A.

iv.  The Continued Catholicity Of The Hospitals Following
The 2014 Asset Sale In No Way Demonstrates A Conspiracy

The fact that the new entities created as part of the 2014 Asset Sale would be
subject to Catholicity requirements was disclosed in the APA, Ex. 11 at PCEC000075-
PCEC000076, PCEC000263, and referenced in the Attorney General’s Decision. Ex. 17 at 45.
The Complaint’s absurd allegation is that if the Diocesan Defendants wanted Our Lady of Fatima

to remain Catholic then they would have to knuckle under to the illicit demands of the other
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defendants. Compl. 9 155-156. Our Lady of Fatima was already under contractual restrictions
to comply with various Catholicity requirements. See id. § 152 (“These ‘Catholic identity
covenants’ included essentially all the rights which the Diocesan Defendants were entitled to
exercise over Old Fatima Hospital.”). The Diocesan Defendants did not need to join some
alleged fraudulent scheme to obtain the benefit of that bargain. Ex. 19 at Ex. A (Articles of
Amendment to Articles of Incorporation of SJTHSRI). They already had it and saying no to the
deal would not divest them of those rights. See id. Certainly, this is no basis for a conspiracy
claim. Bell Atl. Corp. v. Twombly, 550 U.S. 544, 564-70 (2007); Stubbs, 142 A.2d at 708-09.

2. The Disclosures Render Any Reliance Unreasonable As A Matter Of Law

The public record reveals that all relevant facts concerning the funding and church
plan status of the Plan, the structure of the 2014 Asset Sale, and the continued Catholicity of the
hospitals were disclosed to state regulators and the public, including Plan participants. “The
recipient of a fraudulent misrepresentation is not justified in relying upon its truth if he knew that
it is false or its falsity is obvious to him.” Restatement (Second) Torts § 541. This is true even if
the complainant does not have actual knowledge but reasonable diligence would have produced
actual notice. See, e.g., Soft Stuff Distribs., Inc. v. Ryder Truck Rental, Inc., No. CCB-11-2605,
2012 WL 3111679, at *5 (D. Md. July 30, 2012) (finding fraud allegations were not sufficient to
support reasonable reliance where nothing stopped plaintiff from investigating the allegedly
fraudulent practice, plaintiff had at least constructive knowledge of the fact that defendant was
employing the allegedly fraudulent practice, and company could have clarified the nature of the
allegedly fraudulent practice); In re Ford Motor Co. Bronco Il Prod. Liab. Litig., 982 F. Supp.
388, 397-98 (E.D. La. 1997) (granting summary judgment on fraud claim for defendant where

there was no genuine dispute of material fact as to whether plaintiffs could have discovered the
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alleged fraud through the exercise of reasonable diligence as sufficient information had been
disseminated to the media concerning the product’s defect to “excite plaintiffs’ attention”).
Accordingly, the Complaint fails to state a claim for fraud or conspiracy as regards the claims
discussed herein.

D. The Plaintiffs’ Claim For Fraud Fails Because

The Alleged Statements In The Vatican And Health
Services Council Letters Were Not False And Were Opinions

In support of their fraud claims, Plaintiffs point to two letters. Compl. 4 172-
182, 309. In those letters, Bishop Tobin affirmatively declared that the Plan was at “significant
risk” and in danger of “failure,” which would be “catastrophic.” See Compl. 9 174, 309
(emphases added).
The first letter, dated September 27, 2013, was directed to the Vatican (“Vatican
Letter”). Id. § 171-72. That letter stated:
“‘[W]ithout [approval of] this transaction, it appears that a consistent Catholic
healthcare presence in the Diocese of Providence would be gravely compromised,
and the financial future for employees-beneficiaries of the pension plan would
be at significant risk. 1believe that the APA [Asset Purchase Agreement]
between CharterCARE and Prospect will help avoid the catastrophic
implications of such a failure, and at the same time, enhance the quality of care
at STHSRI/Our Lady of Fatima.””
Id. 4 174 (emphasis added).?8
Bishop Tobin’s second letter was to the Health Services Council (“HSC”), dated

February 14, 2014 (“HSC Letter”). Plaintiffs allege that the Bishop wrote the HSC Letter,

“pursuant to the conspiracy in which the Diocesan Defendants were participating with all of the

28 Plaintiffs attempt to make much of the claim that STHSRI’s counsel suggested revisions to the draft Vatican Letter
“deleting a reference to ‘spiraling and gaping’ liability, and substitut[ing] ‘significant’ liability[.]” Id. § 177.
However, none of the other above-quoted statements were changed. /d. 4 178. For reasons discussed infra at Part
I1.D & II1.B.2, these changes made absolutely no difference to the analysis of Plaintiffs’ fraud and conspiracy claims
as regards these letters.

27



Case 1:18-cv-00328-WES-LDA Document 54-1 Filed 09/17/18 Page 36 of 78 PagelD #: 703

other Defendants to relieve Fatima Hospital of any liability under the Plan at the expense of the
Plan participants . . ..” Id. 4 309. The HSC Letter, like the Vatican Letter, stated that,
“[w]ithout this transaction, . . . the financial future for employee-beneficiaries of the pension
plan would be at a significant risk. I believe that this partnership will help avoid the
catastrophic implications of such a failure . ...” Id. (emphasis in complaint).

Plaintiffs allege that the HSC Letter contains misrepresentations because the
Bishop knew that “the Plan was at much more than a ‘significant risk’”, Compl. § 311, and that
the Diocesan Defendants “knew that ‘the proposed partnership between CharterCARE Health
Partners and Prospect Medical Holdings’ made pension failure much more likely, and, indeed, a
virtual certainty . . ..” Id. § 310. They make similar allegations concerning the Vatican Letter.
1d. 9§ 179.

On their face, the letters are far more consistent with a lawful purpose: The
Bishop was deeply interested in doing what he could to help a community hospital system that
all agree was suffering unsustainable losses. See Ex. 25 at 1-2 (HSC Letter); Ex. 21 at 1
(Vatican Letter). He wrote a letter to a governmental authority and the Vatican in support of a
transaction that was described to him—in a presentation that tracked information also provided
to the regulators*—as the last best hope of saving that floundering hospital system. See Ex. 25
at 1-2; Ex. 21 at 1-2. He did so to help avoid the catastrophic impact closing that system would
have on the system’s employees, patients and especially the underserved members of the
community that the system served. See Ex. 25 at 1-2; Ex. 21 at 2.

The statements in these letters are not false. Plaintiffs do not dispute that there

was a serious risk of failure of the Plan or CCCB’s system or that such failure would have been

2 Compare Ex. 23 (September 12, 2013 “Overview of Strategic Transaction” Presentation) with Ex. 10 at 2 and
supra at Part I1.C.
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catastrophic. See, e.g., Compl. 9§ 57(b) (describing Plan as “grossly underfunded”).
Accordingly, Bishop Tobin’s statements cannot be the basis for a fraud claim. See Laccinole v.
Assad, C.A. No. 14-404 S, 2016 WL 868511 at *8 (D.R.I. Mar. 7, 2016). (“To establish a prima
facie case of fraud in Rhode Island, a plaintiff must allege . . . the defendant made a false

representation” (emphasis added)).

The two letters cannot form the basis of a fraud claim because the alleged false
statements are opinions. Indeed, after quoting the language from the HSC Letter discussed
above, Compl. 9 309, the Complaint literally alleges that the Bishop should have formed a
different opinion based upon what it claims he knew and the information that it claims he had.

Compare Compl. § 309 with id. § 310. Paragraph 310 of the Complaint states:

However, as explained above, rather than believing the 2014 Asset Sale would

help avoid pension failure, Bishop Tobin personally, and, through him and other

officials, the Diocesan Defendants, knew that “the proposed partnership between

CharterCARE Health Partners and Prospect Medical Holdings” made pension

failure much more likely, and, indeed, a virtual certainty, absent unanticipated and

extremely improbable investment gains, because it would cut the link between the

Plan and an operating hospital, and would transfer assets from SJHSRI that

otherwise would be available to help fund the Plan.
Compl. §310; see id. 9 180-182, 311 (making similar assertions concerning Vatican Letter).
This paragraph is astonishing on many levels. First, every fact in paragraph 310 from which
Plaintiffs assert that the Bishop should have known that “pension failure” was “a virtual
certainty” was also known to the public and the regulators. See supra at Part II.C. How then,
can the Bishop—or more accurately the Diocesan Defendants—be held liable for fraud or
conspiracy for failing to form what Plaintiffs (now) consider to be the appropriate conclusions,
when regulators and experts with training and expertise ultimately reached the same conclusion
and approved the transaction? See, e.g., Ex. 17 at 20, 53 (discussing Attorney General’s

retention of experts). This claim is outrageous.
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Second, the Complaint is alleging that the Bishop’s opinion was wrong. Id. An
opinion—whether right or wrong or modified by a sufficiently severe adjective in the eyes of the
Plaintiffs or their counsel now (in hindsight)—does not a fraud claim make. See St. Paul Fire &
Marine Ins. Co., 641 A.2d at 1299 n.2 (“The general rule is that a misrepresentation should take
the form of an expression of fact and not the offering of an opinion or estimate.”); see also
Siemens Fin. Servs., Inc. v. Stonebridge Equip. Leasing, LLC, 91 A.3d 817, 822 (R.1. 2014)
(Accordingly, “matter[s] of opinion, estimate, or judgment may not be the subject of
misrepresentation claims” (internal quotation omitted)).>° Neither does disagreement about the
speaker having reached the wrong opinion.

Third, the opinions in these paragraphs are actually predictions about future
events and what is likely or unlikely to happen. See Compl. § 309; see id. 49 172-182
(discussing similar language in Vatican Letter). As a matter of law, a fraud claim based on an
opinion on how future events will play out cannot constitute a misrepresentation. Siemens, 91
A.3d at 822. An alleged misrepresentation “‘must relate to something that is a fact at the time
the assertion is made in order to be a misrepresentation. Such facts include past events as well as
present circumstances but do not include future events.”” St. Paul Fire & Marine Ins. Co., 641
A.2d at 1299 fn. 2 (quoting Restatement (Second) Contracts § 159, comment c. at 428 (1981));
see also Hogan v. E. Enter./Boston Gas, 165 F. Supp. 2d 55, 64-65 (D. Mass. 2001) (holding that
statement about whether an office would remain open and expressing doubt as to the employer’s
future financial resources were “simply not factually verifiable” at the time they were made, and
the employee could not have reasonably relied on them); Seimans, 91 A.3d at 819-20, 823

(rejecting claim based upon equipment lessor’s proposed business plan because “any forecasts of

30 Although the Rhode Island Supreme Court applied Massachusetts law in St. Paul Fire & Marine Ins. Co., it found
that there was no conflict between Massachusetts and Rhode Island law on this issue. 641 A.2d at 1299 n.2.
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the future performance of the imaging center” constituted an opinion, estimate or judgment and
could not “form the basis of a misrepresentation claim or defense”).?!

Moreover, Plaintiffs’ allegation that the Diocesan Defendants misrepresented the
extent to which the Plan was underfunded by changing the description of the plan’s liability from
“spiraling and gaping” to “significant” in the final version of the Vatican Letter is irrelevant.
See Compl. 4/ 173, 177, 255, 311. Bishop Tobin’s statements that the Plan was at a
“significant” risk indisputably and strongly declares that an important problem exists. See id.
The Complaint’s attempt to base a fraud or conspiracy claim on the Bishop’s choice of adjectives
must be rejected. Id. 99 177-179, 310. These types of statements simply cannot be the basis for
a fraud claim as a matter of law. See Poley v. Bender, 347 P.2d 696, 699 (Ariz. 1959) (stating
that “[1]t is obvious that the indefinite adjectives ‘good’, ‘sufficient’, and ‘proper’, are . . . too
vague to be taken as anything other than reflections of the opinion of the speaker”); see also
Hogan, 165 F. Supp. 2d at 65 (stating that, “[w]ith the use of the indefinite term ‘much,’ there is
no way the . . . the truth of that statement” could be verified”).

E. The Alleged Misrepresentations By The Diocesan Defendants To
The Vatican, HSC, USCCB, OCD And IRS Could Not Have Been

The Cause Of Any Harm Suffered By Plaintiffs As A Matter of Law
Because They Were Not Made To Plaintiffs And Plaintiffs Did Not Rely On Them

The Complaint fails to state a claim for fraud because the alleged
misrepresentations to the Vatican, the HSC, the U.S. Conference of Catholic Bishops

(“USCCB”), the OCD, and the IRS** could not have been the cause of any harm suffered by

31 The Siemens Court applied Massachusetts law, but noted that it did “not perceive a conflict” with Rhode Island
law. See 91 A.3d at 820 n.4.

32 Plaintiffs’ specific allegations concerning the Diocesan Defendants’ alleged false statements regarding the OCD
are discussed in detail infra at Part ILF.
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Plaintiffs as a matter of law.>> None of the alleged misrepresentations were made to Plaintiffs or
the Plan participants, and Plaintiffs have not alleged that they were the intended recipients of the
information conveyed by the various Diocesan Defendants to the Vatican, the HSC, the USCCB,
the OCD or the IRS. Furthermore, Plaintiffs have not alleged that they actually relied on any of
these statements.

1. Plaintiffs Do Not Allege That They Were The
Intended Recipients Of Purported Misrepresentations

Fraud claims based on statements to persons other than the plaintiff claiming to
have been defrauded generally do not lie, unless the plaintiff was an intended recipient of the
misrepresentation. Lifespan/Physicians Prof'l Servs. Org., Inc. v. Combined Ins. Co. of Am., 345
F. Supp. 2d 214, 226 (D.R.1. 2004) (noting that a “third party . . . who is intended as a recipient

of the information and who foreseeably relies on such information is entitled to recovery if he or

299

she does indeed rely. ).34

(emphasis added and internal quotation omitted)
Plaintiffs have not alleged any facts to show that the alleged misrepresentations
attributed to the Diocesan Defendants were received by and intended to deceive Plaintiffs.
Plaintiffs allege that the “misrepresentations and omissions” in the Vatican Letter “were included
because Defendants SJHSRI, RWH, CCCB, and the Diocesan Defendants, all understood that
Vatican approval was required for the transaction to proceed, and knew or were told that that

»

the Vatican must approve specifically the ‘pension restructuring.” Compl. § 182 (emphasis

added). Thus, Plaintiffs are alleging the Diocesan Defendants intended to deceive the Vatican—

33 Compl. 9 172-182 (Vatican Letter); id. 99 309-310 (HSC Letter); id. 99 194-196 (representations to the USCCB
and OCD); id. 99 200-204 (representations to the OCD and IRS).

34 See also 37 Am. Jur. 2d Fraud & Deceit § 281 (“Particular rules, however, may limit who is entitled to relief . . .
such as . . . that the party seeking redress be the party the fraud was intended to deceive.[] That is, the fraud must
have been directed toward the person bringing the fraud claim in the sense that this was the person intended to act
upon it.”).

32



Case 1:18-cv-00328-WES-LDA Document 54-1 Filed 09/17/18 Page 41 of 78 PagelD #: 708

not Plaintiffs. See id.

Similarly, with respect to the HSC Letter, Plaintiffs allege that, “pursuant to the
conspiracy in which the Diocesan Defendants were participating with all of the other Defendants
to relieve Fatima Hospital of any liability under the Plan at the expense of the Plan participants,
Bishop Tobin personally wrote to the Health Services Council to lobby in favor of regulatory
approval of the for-profit hospital conversion[.]” Id. 9 309 (emphasis added). Again, Plaintiffs
are alleging intent to deceive the HSC—not Plaintiffs. /d.

This is also true with respect to the alleged false statements to the USCCB, OCD
and IRS. Plaintiffs allege that the Diocesan Defendants “knew that continuing to list STHSRI in
the Catholic Directory was misrepresenting fo the U.S. Conference of Bishops, the editors of
the Catholic Directory, and the IRS, that STHSRI continued to be ‘operated, supervised, or
controlled by or in connection with the Roman Catholic Church.”” Id. q 194 (emphasis added).
Plaintiffs further allege that, “[t]hese false claims were material in that they hindered or had the
potential for hindering the IRS's efforts to monitor and verify Defendant SJTHSRI’s tax
liability.” Id. 9 201. Plaintiffs do not, however, allege that they were the intended recipients of
these purported misrepresentations.

Nowhere in the Complaint do Plaintiffs allege that the Diocesan Defendants
intended to deceive Plaintiffs or Plan participants with any of these statements to third-parties.
See Gorbey, 849 F. Supp. 2d at 166. Accordingly, their fraud claims should be dismissed.

2. Plaintiffs Fail To Allege Reliance On The Statements To Third-Parties

Moreover, Plaintiffs have failed to allege that they or Plan Participants knew of,
let alone relied on, the purported statements to the Vatican, HSC, USCCB, OCD, or IRS. Failing

to do so is fatal to Plaintiffs’ fraud claim. See E. Providence Loan Co. v. Ernest, 236 A.2d 639,
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642 (R.I. 1968) (“It is also fundamental . . . that a plaintiff must present evidence which shows
he or she was induced to act ‘because of the reliance upon the alleged false
representation.”). Gorbey ex. Rel. Maddox v. Am. Journal of Obstetrics & Gynecology, 849 F.
Supp. 2d 162, 166 (D. Mass. 2010), is particularly instructive. There, the court denied the
plaintiffs” motion to amend their complaint to add a claim for fraud. /d. The court reasoned:
“Plaintiffs here do not allege that they relied or acted upon any alleged misrepresentation but
rather that third parties so relied and acted which, in turn, resulted in plaintiffs’ injury.” Id.
“Plaintiffs point to no case,” the court added, “in support of a theory that third-party reliance on
fraud is cognizable under Massachusetts law.” Id. Rhode Island law recognizes no such action
either.®

F. The Listing Of SJHSRI In The Official Catholic Directory

Was Proper And In Any Event Cannot Be Challenged In These Circumstances;
Accordingly No Fraud Or Conspiracy Claim Can Be Based On That Inclusion

The Complaint alleges that the Diocesan Defendants agreed to maintain the Plan
as a church plan by listing STHSRI in the OCD. Specifically, Plaintiffs claim that STHSRI
should not have appeared in the OCD because it was not “operated, supervised or controlled by
or in connection with the Roman Catholic Church . ...” Compl. § 71(c). Plaintiffs cannot
sustain Count VII on this ground because (1) STHSRI was, in fact, supervised and controlled in
connection with the Church and (2) Plaintiffs cannot challenge the sufficiency of the Diocesan

Defendants’ determination on this score as a matter of constitutional law.

35 See Siemens, 91 A.3d at 820 n.4 (addressing fraud claim and observing, “we do not perceive a conflict between
the relevant substantive law of Massachusetts, where defendants contend the misrepresentations were made, [or]
Rhode Island, where the imaging center was located”); St. Paul Fire & Marine Ins. Co., 641 A.2d at 1300 n.2
(applying Massachusetts fraud law, but noting that there was no conflict with Rhode Island law).

34



Case 1:18-cv-00328-WES-LDA Document 54-1 Filed 09/17/18 Page 43 of 78 PagelD #: 710

1. The Complaint’s Allegations Regarding
Listing a Subordinate Organization In The OCD

Each year, the IRS issues a Group Ruling determination letter to the USCCB

pertaining to the group tax-exempt status of the USCCB and its subordinate organizations. Id.
102. The IRS accepts listing of a subordinate organization in the OCD as confirmation that the
organization falls within the USCCB’s group exemption. /d. 9 104. The Complaint alleges that
to be included under the USCCB group exemption letter the listed organization must be
“operated, supervised, or controlled by or in connection with the Roman Catholic Church . . ..”
1d. 9 103. The Diocese of Providence is responsible for assessing the eligibility for OCD listing
within its geographic bounds. 1d. 9 106.

2. Count VII Fails Because Plaintiffs Acknowledge That SJHSRI Was

Operated In Connection With The Diocese Of Providence And Plaintiffs
Cannot Challenge The Sufficiency Of That Connection As A Matter of Law

The Complaint fails to plausibly allege that the Diocesan Defendants’ listing of
SJHSRI in the OCD was fraudulent due to a purported lack of connection between SJTHSRI and
the Diocese of Providence. Rather, based on records capable of judicial notice, documents
referenced in the Complaint, and Plaintiffs’ allegations, the opposite is true.

The Complaint focuses on the purported lack of diocesan control over the
corporate governance of STHSRI, Compl. 9 89-92, rather than the lack of a diocesan connection
in the operation of SJTHSRI. A connection, however, is all that is required according to the
USCCB’s Group Ruling determination letter. Ex. 18 at 2 (2017 Memo from USCCB) (providing
that the USCCB’s Group Ruling determination letter from the IRS applies to “the agencies and
instrumentalities and educational, charitable, and religious institutions operated, supervised or

controlled by or in connection with the Roman Catholic Church in the United States . . . .’

(emphasis added)). Although Plaintiffs assert that STHSRI had no connection with the Diocese
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of Providence, Compl. 9 159, they fail to plead sufficient facts to support the claim (and in fact
plead sufficient facts establishing there was a connection).

1. SJHSRI’s Diocesan Connection Post-2014 Asset Sale

Following the June 2014 Asset Sale, SJHSRI retained a tangible connection with
the Roman Catholic Church and specifically, the Diocese of Providence. SJHSRI’s amended
articles of incorporation, dated January 4, 2010, provide that RCB is the Class B member of
SJHSRI. Ex. 19 at Ex. A (Articles of Amendment to Articles of Incorporation of SJTHSRI) (“The
corporation [SJTHSRI] shall have two classes of members . ... The Class B member shall be the
Roman Catholic Bishop of Providence, a body politic and corporation sole, or its designee.”).
These articles, as amended, are on file with the Rhode Island Secretary of State and remain
extant. /Id.

As Class B member, RCB possessed specific controls over the conduct of
SJHSRI, even in wind-down, to prevent the diminishment of SJTHSRI’s Catholicity and its
continued adherence to the USCCB’s Ethical and Religious Directives for Catholic Health Care
Services (the “ERDs”). Id. at Ex. A (Articles of Amendment). For example, RCB held veto
power over “any amendment to the Articles of Incorporation, bylaws, or other governing
documents of STHSRI that adversely affected or diminished the Catholicity of the corporation or
causes or permits” certain prohibited medical procedures such as abortion. /d. Likewise, RCB
had authority to prohibit any amendment to STHSRI’s governing documents relating to the ERDs
or “the performance of Prohibited Procedures [like abortion] at the corporation.” Id.
Accordingly, even after the 2014 Asset Sale, SJTHSRI continued to be operated in connection
with the Diocese of Providence. SJHSRI’s listing in the OCD, therefore, was not fraudulent. See

Cote, 148 A.3d at 548.
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Plaintiffs try to sever this connection by referencing statements to the press by

diocesan personnel following the petitioning of the Plan into receivership. Compl. 44 163-164.
For example, the Complaint quotes the following:

“St. Joseph Health Services of Rhode Island is not a diocesan entity. The pension

plan was adopted, sponsored, operated, managed and funded by SJHSRI, an

independent corporation, and not by the Diocese of Providence. Changes over the

last decade, including the formation of CharterCARE Health Partners, sharply

reduced diocesan involvement in SJHSRI and the hospitals. And upon the 2014

transaction with Prospect, that involvement essentially ended.”
Id. 9 163; see id.  164. Such statements are easily squared with the continued ties between
SJHSRI and the Church as a matter of law and corporate form. From the perspective of
managing the day-to-day business of STHSRI and administering the Plan, the Church’s role was
admittedly quite limited to non-existent. Likewise, RCB’s right to enforce Catholicity and the
ERDs, Ex. 19 at Ex. A, when SJHSRI no longer operated a hospital was less significant. But this
does not render meaningless the Church’s continuing right to keep STHSRI from using its
resources in a manner that would diminish its Catholicity or its adherence to the ERDs. The
ERDs, for example, state: “Catholic health care institutions are not to provide abortion services,
even based upon the principle of material cooperation.”*® Ex. 20 at 18 (ERDs). Thus, even
though SJTHSRI had ceased to operate a hospital, if as part of winding up its affairs, STHSRI
sought to change its governing documents to permit the use of corporate resources to support

abortion providers, the Church could have stopped SJHSRI from doing so. See Ex. 19 at Ex. A.

Consequently, there was certainly a connection in the eyes of the Church and there was nothing,

36 The ERDs provide:
[Clooperation is material if the one cooperating neither shares the wrongdoer’s intention in
performing the immoral act [in the example above, abortion] nor cooperates by directly
participating in the act as a means to some other end, but rather contributes to the immoral activity
in a way that is causally related but not essential to the immoral act itself.”

Ex. 20 at 24 (emphasis in original).
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therefore, false in the post-2014 Asset Sale listing of STHSRI in the OCD. See id. Count VII
should be dismissed. See Cote, 148 A.3d at 548; see also Laccinole, 2016 WL 868511 at *8.

Having disregarded these connections with STHSRI, the Complaint goes on to
confuse the OCD listing inquiry with that for church plan qualification. Compl. 9 71(c), 131,
142, 159, 204-205. That is, Plaintiffs attempt to test the decision to list SJTHSRI in the OCD
against the standard chosen by a federal appeals court for assessing whether an organization is
“controlled by or associated with a church” for the purposes of the church plan analysis. 1d. §
88. The Court should reject this conflation. The two standards are not the same. Infra at Part
11L.A.2.

Plaintiffs’ appear to rely on the factors set out in Lown v. Continental Casualty
Co., 238 F.3d 543, 548 (4th Cir. 2003), to argue that STHSRI was not controlled by or associated
with a church for the purposes of their church plan and OCD qualification arguments. Compl. 4
88 (quoting Lown factors); see also id. 19 89-92 (alleging purported lack of Diocesan control or
association). The Lown factors ask: (1) “whether the religious institution plays any official role
in the governance of the organization”; (2) “whether the organization receives assistance from
the religious institution”; and (3) “whether a denominational requirement exists for any
employee or patient/customer of the organization.” 238 F.3d at 548.

Plaintiffs’ reliance on Lown as a standard for OCD inclusion is improper. First,
the USCCB does not suggest strict adherence to Lown or anything approaching the Lown factors.
See Ex. 18. Rather, the USCCB sets out no such “test” for deciding whether a subordinate
organization seeking listing in the OCD has a sufficient connection to the Roman Catholic

Church. /d. The decision instead rests with the local dioceses. See id.,; see also Overall v.
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Ascension, 23 F. Supp. 3d 816, 832-33 (E.D. Mich. 2014) (identifying decisions as to challenges
to “a church’s polity, administration, and community” as beyond judicial inquiry).

Second, assuming the Lown factors have any relevance at all to the OCD listing
question, Lown hardly represents a consensus standard, even in the church plan setting. Instead,
Lown has been criticized as out of step with ERISA’s own definition of “associated with a
church,” which provides: “an organization . . . is associated with a church . . . if it shares
common religious bonds and convictions with that church . ...” 29 U.S.C. § 1002(33)(C)(iv);
see Medina v. Catholic Health Initiatives (Medina I1), 877 F.3d 1213, 1224 (10th Cir. 2017). As
the U.S. Court of Appeals for the Tenth Circuit explained in Medina II-

Setting aside their uncertain derivation, the Lown factors cannot be the exclusive
means of determining whether an organization is “associated with a church.”
This is because the Lown factors are much narrower than the broad language of
the definition in § 1002(33)(C)(iv). Under the statute, to be “associated with a
church,” a corporation need only share “common religious bonds and convictions
with that church or convention or association of churches.” The statute imposes
no denominational requirements, corporate governance requirements, or funding
requirements. Thus, an organization could share “common religious bonds and
convictions” with a church while satisfying none of the Lown factors. Because
the Lown factors are narrower than the statutory language, satisfying
the Lown factors may suffice to establish that an organization is associated with a
church. But an organization does not need to satisfy the Lown factors in order to
be associated with a church.
877. F3d at 1224 (emphases in original). This Court, therefore, should decline to follow Lown
and defer to the wide discretion afforded to local dioceses by the USCCB and—to the extent

church plan “association” standards are relevant at all to this inquiry—the broader definition of

“association” under 29 U.S.C. § 1002(33)(C)(iv) and dismiss Count VII.
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ii.  Plaintiffs Cannot Challenge The Sufficiency Of The Connection
Between SJHSRI And The Diocese Of Providence For OCD Listing Purposes

Plaintiffs’ begrudgingly acknowledge SJHSRI’s continued diocesan connection,
but strive to minimize it as “moot” after the 2014 Asset Sale. Compl. §90. Plaintiffs miss the
mark.

For OCD listing purposes, if there is a connection between SJTHSRI and the
Diocese of Providence (and there is), then Plaintiffs cannot challenge the sufficiency of that
connection as a matter of law. The First Amendment precludes judicial inquiry into “a church’s
polity, administration and community.” See Overall, 23 F. Supp. 3d at 832 (citing Serbian E.
Orthodox Diocese v. Milivojevich, 426 U.S. 696, 713 (1976)). Plaintiffs’ challenge to the
sufficiency of SJTHSRI’s connection to the Diocese of Providence for the purposes of listing in
the OCD, therefore, must fail.

In Overall, the court ruled that the First Amendment barred the plaintiff’s
argument contesting the sufficiency of a defendant hospital’s connection with the Church (in the
context of a church plan challenge). See id. at 832-33. The Court reasoned that, even assuming
the plaintiff’s “allegations are true, this argument regarding religious orthodoxy is prohibited by
the Constitution because the First Amendment creates a protected zone for churches to decide
these issues of religious doctrine free from government intrusion.” Id. at 832 (internal quotation
marks omitted). “This protected zone includes: (1) a church’s law and doctrine; (2) a church’s
religious mission, and (3) a church’s polity, administration, and community.” Id. Here, as in
Overall, Plaintiffs challenge SJTHSRI’s connection with the Diocese of Providence and the
determination that this connection was sufficient to list STHSRI in the OCD. See id. This
represents an improper challenge to the Diocese of Providence’s assessment of “who is within

[its] religious community.” See id.; see also Medina v. Catholic Health Initiatives (Medina I),
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147 F. Supp. 3d 1190, 1202 (D. Colo. 2015) (reasoning similarly as to a challenge of a Catholic
hospital’s “common religious bonds” with a church). As such, Count VII should be dismissed.

III. THE COMPLAINT DOES NOT PLAUSIBLY ALLEGE
THAT THE DIOCESAN DEFENDANTS ENTERED INTO
AN AGREEMENT FOR AN UNLAWFUL ENTERPRISE AND SO
PLAINTIFFS’ CLAIM FOR CONSPIRACY (COUNT IX) SHOULD BE DISMISSED

To plead a claim for civil conspiracy under Rhode Island law, “evidence must be
produced from which a party may reasonably infer the joint assent of the minds of two or more
parties to the prosecution of the unlawful enterprise.” Stubbs, 149 A.2d at 708-09 (internal
quotation omitted); see Smith v. O ’Connell, 997 F. Supp. 226, 241 (D.R.1. 1998). “Disconnected
circumstances, any one of which or all of which are just as consistent with a lawful purpose as
with an unlawful undertaking, are insufficient to establish a conspiracy.” Stubbs, 149 A.2d at
708-09. Rather, the “evidence must do more than raise a suspicion. It must lead to belief.” Id.
Civil conspiracy, moreover, “is not an independent basis of liability,” and therefore “requires a
valid underlying intentional tort theory.” Fogarty v. Palumbo, 163 A.3d 526, 543 (R.1. 2017)
(internal citation and quotation marks omitted)).

% ¢

The factual underpinnings of Plaintiffs’ “quid pro quo” fraud and conspiracy
claims against the Diocesan Defendants were discussed at length, supra at Part I1.C, and those
sections are incorporated here to the extent that they apply equally to any analysis of the
conspiracy claims. Having failed to allege any cognizable fraud, Plaintiffs’ conspiracy claims

must also fail. Fogarty, 163 A.3d at 543. This section will address legal deficiencies in Count

IX not previously discussed.
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A. The Complaint Does Not Allege Facts Suggesting
An Improper Agreement Concerning The Listing Of SJHSRI In The OCD

1. There Was Nothing Unlawful About
The Listing Of SJHSRI In The OCD

Plaintiffs contend that the Diocesan Defendants conspired with other defendants
to maintain the Plan as a church plan by fraudulently listing SJTHSRI in the OCD, following the
sale of SJTHSRI’s hospital assets to Prospect. Compl. 99 71(c), 131, 142, 159, 204-205. As
discussed in detail supra at Part II.F, there was nothing false about SJTHSRI’s listing in the OCD
following the 2014 Asset Sale given the continuing connection between SJHSRI and the Church.
Accordingly, there was no “intentional tort” that the Diocesan Defendants’ agreed to prosecute to
support a conspiracy claim. See Fogarty, 163 A.3d at 543. Count IX should be dismissed.

2. Listing In The OCD And Maintaining Church Plan Status Are Not The Same

As discussed supra at Part I1.F.2, the Complaint improperly conflates listing in
the OCD with the ability of the Plan to remain a church plan. Id. 9§ 71(c), 131, 142, 159, 204-
205. The power to list an organization in the OCD is not equal to the power to maintain that
organization’s pension plan as a church plan. The Complaint admits as much.

Plaintiffs allege that a pension plan of a non-church organization controlled by or
associated with a church must be maintained by an organization that has a principal purpose of
administering or funding the plan and is also controlled by or associated with a church.’” Id. §
72. There is no requirement for a principal purpose organization for listing in the OCD.
Compare 29 U.S.C. § 1002(33)(A) & C(ii1)(II) (defining church plan under ERISA); Compl. § 72
(describing principal purpose organization requirement for church plan status) with Ex. 18

(describing OCD listing considerations, without reference to principal purpose organization

37 For the purposes of this motion to dismiss, the Diocesan Defendants take no position as to whether STHSRI had a
principal purpose organization and over what time period.
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element). Accordingly, even under Plaintiffs’ own alleged facts, the Diocesan Defendants—
assuming that they had any role in this determination—could not maintain the Plan as a church
plan simply by listing STHSRI in the OCD.

3. Other Aspects Of The Complaint Undermine Plaintiffs’ Claim That
There Was An Agreement For An lllegal Undertaking Concerning The OCD

On top of the improper conflation between qualifying for listing in the OCD and
attaining church plan status, the Complaint also undercuts Plaintiffs’ contention that the
Diocesan Defendants engaged in any sort of illegal agreement concerning the OCD to render the
Diocesan Defendants’ conduct inconsistent with lawful purposes. Plaintiffs assert that it is an
annual responsibility to make submissions concerning the OCD, Compl. 9 106-110, and that
SJHSRI had a history of listing in the OCD prior to 2015, id.  111. There was nothing out of
the ordinary then with the continued listing of STHSRI in the OCD after the 2014 Asset Sale.
Any “agreement” between the Diocesan Defendants and others to fraudulently list STHSRI in the
OCD is belied, moreover, by Plaintiffs’ claim that Chancellor Reilly—alleged to have been
intimately involved in those dealings—challenged the ability of STHSRI to remain in the OCD
mere months after the 2014 Asset Sale. Compare id. 9 143-161, 166-168 with id. 9 187.
Rather, Chancellor Reilly’s November 11, 2014 email was consistent with (and representative
of) the Chancellor performing the function as gatekeeper to the OCD, so that no organization
would be listed improperly.*® Ex. 22 (November 11, 2014 Email from Chancellor Reilly); see

Stubbs, 149 A.2d at 708-009.

38 The Complaint mischaracterizes Chancellor Reilly’s November 11, 2014 email to so great a degree that it is
barely recognizable. Ex. 22 (November 11, 2014 Email from Chancellor Reilly). The Chancellor’s comment that
“Fatima and SJHSRI are not eligible for listing” in the OCD was not an admission that STHSRI was not controlled
or connected with the Diocese of Providence, but driven by the Chancellor’s then-held belief that STHSRI was now
owned by the for-profit Prospect. If Prospect owned SJHSRI, Chancellor Reilly warned, this would jeopardize
SJHSRI’s place in the OCD. See id. (“Except in exceptional circumstances, the USCCB group exemption policies
and the IRS rules for public charities would not permit an organization owned by a for-profit to continue to be listed
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Likewise, documents within the public record and referenced in the Complaint
indicate that the meetings/presentations to the “Diocesan Defendants Attendees® in August
2013 and to the Diocesan Finance Council in September 2013 respectively were far more
consistent with lawful business dealings than an unlawful plot against the Plan and its
participants. Plaintiffs allege:

Defendants SJTHSRI, RWH, CCCB, the Prospect Entities, and the Diocesan

Defendants all knew that the Diocese of Providence’s power to delete SJTHSRI

from the Catholic Directory gave the Diocese a complete veto over the asset sale,

because claiming that the Plan was a Church Plan, although unlawful, was a

requirement by STHSRI, RWH, CCCB, and the Prospect Entities for the sale to

proceed, as expressly set forth in the Overview of the Strategic Transaction shared

with the Diocesan Defendants on August 14, 2013.
Compl. 4 204. Plaintiffs are correct in one respect: RCB (though not the “Diocesan
Defendants™) did hold a “complete veto over the asset sale.” Id. But, that authority had nothing
to do with the “power to delete SJTHSRI from” the OCD, id., and everything to do with the legal
authority afforded to RCB in SJHSRI’s governing documents. Ex. 19 at Ex. A. That is, the
Amended Articles of Incorporation for SJTHSRI expressly grant RCB a veto over “the sale,
mortgaging, or leasing of any real or personal property of the corporation with a value in excess
of the canonical threshold then in effect[.]” Id. at Ex. A  D(i). As such, for any significant asset
sale to go through, STHSRI, CCCB, RWH, and Prospect would need to seek RCB’s approval as a
pure matter of corporate governance. Id.

Additionally, the presentation at the September 12, 2013 meeting to the Diocesan

Finance Council—which was allegedly identical to the August 13, 2014 presentation, save for

in the Directory” (emphasis added)); see also Ex. 18 at 2-3 (discussing public charity requirement for fitting within
USCCB?’s group ruling).

3 By “Diocesan Defendants Attendees,” Plaintiffs mean Bishop Tobin, Chancellor Reilly, and Monsignor Theroux.
Compl. 9 143.
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deletion of references to “Attorney-Client Privilege” and a title change*®)—does not reflect an
offer directed at the Diocesan Defendants, let alone the “quid pro quo” described in the
Complaint. Ex. 23 (Sept. 12, 2013 “Overview of Strategic Transaction” Presentation). Nor does
the presentation suggest any affirmative obligation specific to the Diocesan Defendants relative
to the Plan. See Id. at 11. This is not surprising because the presentation, as Plaintiffs
acknowledge, was originally a “Presentation to the Board of Directors,” referring to the Boards
of Trustees for SJTHSRI, CCCB, and RWH. Compl 9 145. The presentation makes no reference
to the OCD, let alone an agreement on the part of the Diocesan Defendants to list STHSRI
therein. See Ex. 23. Rather, it describes in detail the various covenants agreed to between
Prospect, CCCB, SJHSRI, and RWH. See id. at 3-4, 9-10. The Diocesan Defendants were not
signatories to the APA. See Ex. 11 at PCEC000089-PCEC000092.

The presentation, moreover, does not list “requirements” on the part of the
Diocesan Defendants, but “Requirements of the post-Closing structure of CCHP”’:

Requirements of the post-Closing structure of CCHP

— Maintain the retirement plan of St. Joseph Health Services of
'Rhode Island as a “Church Plan”

— Maintain an organization to —

= enforce the post-closing covenants of Prospect and Newco; and
= hold the membership (ownership) interest in Newco

See id. at 11. Although “maintain the retirement plan of St. Joseph Health Services of Rhode

Island as a ‘Church Plan’” appears beneath the “Requirements” heading, this hardly represents a
“quid pro quo” to the Diocesan Defendants. See id. The other “requirement” describes the need
to “Maintain an organization to enforce the post-closing covenants of Prospect and Newco” and

“hold the membership (ownership) interest in Newco” (an apparent reference to the entity that

40 Compl. 9 167.
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would become Defendant Prospect East). See id. From the face of the document therefore, this
is simply a list of two of the conditions of the agreement between Prospect, CCCB, SJHSRI, and
RWH, and not a conspiracy with the Diocesan Defendants. This makes sense when the
presentation is viewed as originally drafted for the purposes of the Boards of Trustees of
SJHSRI, CCCB, and RWH; not the Diocesan Defendants’ alleged (and non-existent) power to
maintain the Plan as a church plan by listing STHSRI in the OCD.*! Compl. § 145; see Twombly,
550 U.S. at 564-70; Stubbs, 149 A.2d at 708-09.

Stubbs is instructive. In Stubbs, the Rhode Island Supreme Court considered
whether the plaintiffs, heirs of an alleged victim of a conspiracy to deprive the victim of an
inheritance, asserted sufficient facts to support the conclusion of law that there was a conspiracy.
149 A.2d at 707. The Court held that a conspiracy claim must include facts that, if proved,
would “lead to belief” of a conspiracy. Id. at 709. Alleging “[d]isconnected circumstances any
of which . . . are just as consistent with a lawful purpose as with an unlawful undertaking are
insufficient to establish a conspiracy.” Id. at 708-09. Observing that the plaintiffs had only
alleged that the defendant had appointed others to positions of trust and asked the court to infer
the defendant’s involvement in a conspiracy against the alleged victim as a result of the
purported harm that befell her, the court deemed this a bridge too far. /d. Rather, the court
concluded that the plaintiffs did not allege facts supporting the elements of conspiracy. Id.

Similar concerns exist here. When considered in light of the applicable law, the

public record, and the documents referenced within the Complaint, and the Complaint itself,

4! Plaintiffs’ allegations concerning the receipt of $638,838.25 in proceeds from the 2014 Asset Sale do not change
the analysis. Compl. §211. SJHSRI had previously borrowed that money, through the Inter-Parish Loan Fund.
Compl. §208. This payment, therefore, was hardly an improper “kickback,” but simply in satisfaction of a
preexisting debt to a lender. Indeed, virtually all debts of CCCB, SJHSRI, and RWH were paid off as part of the
closing of the 2014 Asset Sale. See Ex. 17 at 20-21 (discussing general allocations of payments under the APA).
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Plaintiffs fail to cast the Diocesan Defendants’ dealings with STHSRI et al. concerning the OCD
as “an unlawful undertaking.” Stubbs, 149 A.2d at 708-09. As a matter of law, the Diocesan
Defendants’ could not maintain the Plan as a church plan by listing STHSRI in the OCD. See
supra at Part III.A.2. Moreover, when taken in fuller context and divorced of Plaintiffs’ spin, the
Complaint describes circumstances that “are just as consistent with a lawful purpose.” Stubbs,
149 A.2d at 708-09. Like the Stubbs plaintiffs, Plaintiffs here ask this Court to infer the
Diocesan Defendants’ involvement in the conspiracy essentially because they were both the
gatekeeper of the OCD and had authority to veto the 2014 Asset Sale (although not for the
reasons Plaintiffs ascribe). Such alleged circumstances are insufficient to establish a conspiracy.
See id.; see also Precision Assoc., 2015 WL 4987751, at *5 (dismissing antitrust conspiracy
claim where defendant was subject of regulatory inquiry because it was “not plausible that the
antitrust regulators would have offered leniency to a defendant that continued to actively
participate in the conspiracy”).

B. The Complaint Fails To Allege Facts Suggesting An

Illegal Agreement Concerning The 2014 Asset Sale Or
The Bishop’s Communications In Support Of That Transaction

The Complaint does not allege sufficient facts to establish any sort of illegal
agreement as it concerns the funding/church plan status of the Plan, the structure of the 2014
Asset Sale, the adoption of Catholicity rules at “New” Our Lady of Fatima Hospital and “New”
Roger Williams Hospital, or the Bishop’s Letters to the Vatican or HSC. Plaintiffs try to place
the trappings of a conspiracy on a transaction that was on full display to the public, and heavily
vetted by two state regulators that received substantial facts concerning the present and future of
the Plan. See supra at Part I1.C. They do so largely by assuming bad intent and using

conclusory and pejorative word choice throughout the Complaint, not by alleging particular
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facts. No claim for conspiracy can plausibly lie in such circumstances. See Twombly, 550 U.S.
at 564-70; Stubbs, 142 A.2d at 708-09; see also Eclectic Props. E., LLC. V. Marcus & Millichip
Co., 751 F.3d 990, 994 (9th Cir. 2014) (dismissing complaint for failing to contain adequate
factual allegations to plausibly infer that the defendants specifically intended to defraud).

1. Disclosure Of Funding/Church Plan Status Of The Plan, The Scope
Of The 2014 Asset Sale, And The Continued Catholicity Of The Hospitals

As discussed in detail supra at Part I1.C, the funding and church plan status of the
Plan, the scope of the 2014 Asset Sale, and the continued catholicity of the hospitals was
publicly disclosed, as was the fact that the Plan’s status was a prime motivator for the 2014 Asset
Sale. There was no predicate wrong, therefore, to support a conspiracy claim. See Fogarty, 163
A.3d at 543.

2. Letters To The HSC And The Vatican

Plaintiffs describe the letter to the HSC as written by the Bishop “pursuant to the
conspiracy in which the Diocesan Defendants were participating with all of the other Defendants
to relieve Fatima Hospital of any liability under the Plan at the expense of the Plan
participants.” Compl. §309. They make similar allegations concerning the Bishop’s letter to the
Vatican. Id. §311. On their face, both letters are far more consistent with a lawful purpose: the
Bishop was deeply interested in doing what he could to help a community hospital system that
all agree was suffering unsustainable losses. See supra at Part 11.C.

Plaintiffs are completely unconstrained and need not balance the many critically
important interests that were at play in this decision: whether that hospital system would survive?
whether the system would have access to sufficient capital to succeed? where and how

healthcare would be delivered, if at all, to the underserved populations that had used that hospital

48



Case 1:18-cv-00328-WES-LDA Document 54-1 Filed 09/17/18 Page 57 of 78 PagelD #: 724

system for decades? See generally Ex. 25 at 1-2 (reflecting Bishop Tobin’s consideration of
such interests); Ex. 21 at 1-2 (same).

With the benefit of hindsight, Plaintiffs (now) may not like the deal that was
ultimately adopted, nor the support expressed by the Bishop (and many others) in connection
with that decision. Such retrospective disagreement does not mean that the Diocesan Defendants
had assented to the prosecution of an unlawful enterprise. Rather, it is far more consistent with a
lawful purpose and furtherance of interests described here. Stubbs, 149 A.2d at 708-09; see
Twombly, 550 U.S. at 564-70. Plaintiffs must show more than a business deal that went contrary
to their present tastes for some economic or non-fraudulent reasons. Eclectic Props. E., 751 F.3d
at 997. Courts must also consider an “obvious alternative explanation” for defendants behavior.
1d. at 996 (quoting Ashcroft v. Igbal, 556 U.S. 662, 682 (2009)). Measured against these
standards, Plaintiffs fraudulent conspiracy claims fall short as a matter of law.

IV.  COUNTS XVI AND XVII (CIVIL LIABILITY
UNDER R.I. GEN. LAWS § 9-1-2) SHOULD BE DISMISSED

In Counts XVI and XVII of the Complaint, Plaintiffs allege that the Diocesan
Defendants violated two criminal statutes (one state, one federal) and should, therefore, be
subject to civil liability under R.I. Gen. Laws § 9-1-2. Compl. 4/ 508-515. R.I. Gen. Laws § 9-
1-2 requires that Plaintiffs’ alleged injuries be caused “by reason of” the alleged violation of the
underlying criminal law. Courts have construed “by reason of” to require direct and proximate
causation between the alleged injury and the alleged violation of law. Plaintiffs’ claims of
violations of the Hospital Conversion Act (“HCA”) and the Internal Revenue Code (“IRC”), as

alleged, could not have “caused” Plaintiffs’ alleged injuries as a matter of law.
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A. The Complaint Alleges Injuries That Were Not
Caused “By Reason Of” The Alleged Violations Of Criminal Law

1. Counts XVI and XVII Rest On Allegations Of Events That
Took Place After The Plan Was Allegedly Underfunded And Could Not
As A Matter Of Law (Or Chronology) Have Caused The Alleged Underfunding

Rhode Island General Laws § 9-1-2 provides that “[w]henever any person shall
suffer any injury to his or her person, reputation, or estate by reason of the commission of any
crime or offense, he or she may recover his or her damages for the injury in a civil action against
the offender.” (Emphasis added). This requires both actual and proximate causation. Kelly v.
Marcantonio, 187 F.3d 192, 203 n.8 (1st Cir. 1999). “The plain language of the statute thus
requires a causal connection between the alleged crime and the claimed injury.” Kelly, 187 F.3d
at 203 n.8. The Complaint fails to establish this causal connection because the Diocesan
Defendants’ alleged violations of the HCA and the IRC occurred affer Plaintiffs’ alleged injury.

The only facts described in the Complaint that could constitute a violation of the
HCA are alleged to have occurred in 2014. See Compl. § 195. Additionally, Plaintiffs only plead
that the Diocesan Defendants aided in preparing two Form 990 tax returns that contained false
information. Id. 4 198-199. Those two tax returns were for tax years ranging from October 1,
2014 to September 30, 2015%* and October 1, 2015 to September 30, 2016. Id. However,
Plaintiffs allege that the Plan was underfunded long before any violations of law alleged in
Counts XVI and XVII. 7d. §256. Indeed, the Complaint explicitly states that the alleged
violations of the HCA and IRC were designed to cover up the unfunded liability of the Plan. /d.

9207, 311

42 The Complaint states that the Form 990 which was filed on August 16, 2016 was “for the tax year from October 1,
2014 to September 30, 2014.” Compl. § 198. The Diocesan Defendants assume that the tax year end date contains a
typographical error and should have read “September 30, 2075, as opposed to 2014.
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Actions occurring after an injury has already occurred cannot be the cause of that
injury: “to the extent plaintiff-appellants are asserting a claim under § 9—1-2 for an alleged
cover-up, their claim also fails because of the lack of any nexus between the alleged cover-up
and the injuries (and damages) that they claim.” Kelly, 187 F.3d at 203 n.8. Here, the alleged
cover-up of a previously underfunded pension could not have caused the underfunding. /d.; see
Smith v. O’Connell, 997 F. Supp. 226, 241 (D.R.1. 1998).

2. The Alleged Harm To Plaintiffs Is Not Direct And Far Too Attenuated
From The Alleged Criminal Violations To Constitute Proximate Causation

Rhode Island General Laws § 9-1-2 requires that a plaintiff’s injury be caused “by
reason of” the commission of a crime. (Emphasis added). The Rhode Island Superior Court has
interpreted this provision to require proximate causation between the criminal conduct and the
injury alleged and further equates the proximate cause requirement and the language “by reason
of” to both the state and federal civil RICO statutes. Cortellesso v. Cortellesso, NO. P.C. 95-
457,1997 WL 839911, at *8 (R.L. Super. Apr. 29, 1997) (“this Court reads ‘by reason of” in G.L.
7-15-4(c) and 9-1-2 to mean ‘proximately caused by.’”).

Turning to that guiding law, the cause required “by reason of”” must be a “direct
relation between the injury asserted and the injurious conduct alleged.” Holmes, 503 U.S. at 268
(emphasis added). “A link that is ‘too remote,” ‘purely contingent,” or ‘indirec[t]’ is
insufficient.” Hemi Grp., LLC v. City of New York, 559 U.S. 1, 9 (2010) (quoting Holmes, 503
U.S. at 271, 274). Moreover, “‘[t]he general tendency of the law, in regard to damages at least,
is not to go beyond the first step.””” Holmes, 503 U.S. at 271 (internal quotations omitted).

i.  Count XVI
In Holmes, the defendant’s fraudulent stock-manipulation scheme directly harmed

stockbrokers by causing the prices of stock they owned to plummet. Id. at 262-63. After the
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stockbrokers’ failure, the plaintiff, an insurer standing in the shoes of the stockbrokers’ creditors,
brought suit alleging that the defendant conspired in a fraudulent scheme causing injury to the
creditors. Id. at 262. The Court held that “the link [wa]s too remote between the stock
manipulation alleged and the [creditor]s’ harm, being purely contingent on the harm suffered by
the [stockbrokers],” and, therefore, plaintiffs failed to demonstrate proximate cause. Id. at 271.
The Court further stated that the creditors and their insurer were “secondary victims” who were
“injured only indirectly,” and, consequently, were “not proper plaintiffs.” Id. at 274. Thus, if
the causal chain from a defendant’s acts to a plaintiff’s injury requires a court to “go beyond the
first step,” the chain is too long to establish proximate causation. Id. at 271.

Applying Holmes, Plaintiffs could, at most, be “injured only indirectly” by
alleged violations of the HCA. Id. at 274. The underlying statutes prohibit misrepresentations to
state regulators. Compl. 99 509, 513-14. The statutes themselves define whom they exclusively
protect and it is not the Plaintiffs. If Plaintiffs were harmed as a result of the alleged violations
somewhere down the line, then they are, at most, “secondary victims,” because the Court would
be required to look “beyond the first step” to reach their harm, which is “purely contingent” on
violating the statutes. See Holmes, 503 U.S. at 271, 274.

it.  Count XVII

Plaintiffs’ § 9-1-2 claim premised on aiding and abetting the filing of a false tax
return with the IRS (Count XVII) fails for the same reasons as Count XVI. Supra at Part
IV.A.2.1. There is no link between the direct victim and the Plaintiffs on this claim. The
allegedly false tax returns submitted to the IRS did not cause the underfunded pension—the
alleged underlying crime and harm are unconnected. Instead, Plaintiffs’ theory is that the

conduct constituting the alleged crime against the IRS (inclusion of STHSRI in the OCD) also—
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separate and apart from the allegedly fraudulent tax return—Ied to Plaintiffs’ injury by allowing
SJHSRI to claim church plan status under ERISA. Compl. 4 190. However, if the causal chain
does not run through the victim of the crime (the IRS), then Plaintiffs’ harm cannot be linked to
the offense (and is only tangentially related to the underlying crime). This is insufficient. In re
McNulty, 597 F.3d 344, 352 (6th Cir. 2010).

Furthermore, a finding of “direct” injury requires “that the harm to the victim be
closely related to the conduct inherent to the offense.” Id. (emphasis added). The underfunding
of a pension plan is in no way inherent to the offense of filing a false tax return. See id. Count
XVII should be dismissed.

3. The Alleged Violations In Counts XVI And XVII Are

Based On Alleged Misrepresentations To Regulators
Not The Plaintiff, And They Cannot Be A Basis For Relief Under § 9-1-2

Where the alleged criminal violation is of a statute prohibiting misrepresentations
to a regulator—and not the plaintiffs—harm to those plaintiffs cannot have been caused “by
reason of”’ the underlying violation. Hemi Grp., 559 U.S. at 10. In Hemi Group, New Y ork City
sued an out of state cigarette seller for failing to file customer lists with the State of New York,
in violation of state law. Id. at 6. The City claimed that the business’ failure to file its customer
report constituted mail fraud and allowed the business’ customers to evade City excise taxes,
thereby causing lost revenue for the City. Id. The Court held, in reversing a denial of a motion
to dismiss, that the City could not show proximate cause, because the business’ fraudulent
conduct was directed at a third-party—the State of New York—and the City was only indirectly
injured as a result. /d. at 9-11. The Court refused to extend civil liability “to situations where
the defendant’s fraud on the third party (the State) has made it easier for a fourth party (the

taxpayer) to cause harm to the plaintiff (the City).” Id. at 11. Here, Plaintiffs ask the Court to
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impose liability “where the defendant’s [alleged misrepresentation] on the third party (the [IRS])
has made it easier for a fourth party ([SJHSRI]) to cause harm to the plaintiff[s].” Id.
4. Plaintiffs Also Fail To Allege Facts Sufficient To Establish

Proximate Cause Because There Are More Direct Victims Of The
Alleged Crimes Who Have The Exclusive Right To Remedy The Alleged Violation

Courts have held that where “those directly injured . . . could be counted on to
bring suit for the law’s vindication” plaintiff’s claims based on “by reason of”” causation should
be dismissed. Holmes, 503 U.S. at 273. “The requirement of a direct causal connection is
especially warranted where the immediate victims of an alleged . . . violation can be expected to
vindicate the laws by pursuing their own claims.” Anza v. Ideal Steel Supply Corp., 547 U.S.
451, 458-60 (2006) (granting motion to dismiss where plaintiff-storeowner alleged that the
defendants filed fraudulent tax returns with the State of New York to allow them to lower their
prices and gain competitive advantage over the plaintiff, as “[t]he direct victim of this conduct
was the State of New York, not [the plaintiff] and it was the State that was being defrauded and
the State that lost tax revenue as a result”). This principle is based, in part, on a policy
determination that “[i]f the allegations are true, the State can be expected to pursue appropriate
remedies” and “[t]here is no need to broaden the universe of actionable harms to permit . . . suits
by parties who have been injured only indirectly.” Id. at 460.

The alleged direct victims here (the state regulators and the IRS) are perfectly
capable of pursuing appropriate remedies under their regulatory and statutory authority, without
broadening the universe of civil actions to indirect victims. 26 U.S.C. § 7206; R.I. Gen. Laws §
23-17.14-30; see Anza, 547 U.S. at 460. As the direct victims, the government actors are better
suited to vindicate the law. Anza, 547 U.S. at 460; see also Fortunet Inc. v. Gametech Ariz.

Corp., No. 206-CV-00393, 2008 WL 5083812, at *1-6 (D. Nev. Nov. 26, 2008) (holding that

54



Case 1:18-cv-00328-WES-LDA Document 54-1 Filed 09/17/18 Page 63 of 78 PagelD #: 730

plaintiff’s claim that a company making and selling gaming devices without a Nevada gaming
license caused alleged lost sales and revenue for plaintiff failed for lack of proximate cause
because “a more direct victim of the alleged wrongful conduct [the Nevada Gaming Control
Board and Commission] exists that can be counted on to vindicate Nevada’s gaming laws”).

Similarly, here, the HCA and the IRC are comprehensive statutory schemes,
which govern the conduct that Plaintiffs allege violated those schemes. State regulators and the
IRS are “well suited to address any such violations.” Accordingly, if those laws must be
vindicated, the direct victims—not Plaintiffs—are the proper parties to do so. Anza, 547 U.S. at
460; see James Cape & Sons Co. v. PCC Constr. Co., 453 F.3d 396, 404 (7th Cir. 2006) (holding
that plaintiff’s claim for damages caused by defendants’ bid-rigging scheme that defrauded the
Wisconsin Department of Transportation (WisDOT) was properly dismissed because “WisDOT
is fully capable of pursuing appropriate remedies” and, therefore, plaintiff “has not shown that its
injuries were proximately caused by the bid-rigging scheme”).

Furthermore, not only are the direct victims of the alleged crimes capable of
vindicating the law, the HCA and the IRC provide that enly those direct victims have a right to
seek remedies. The HCA provides no private right of action and, instead, grants to the Attorney
General and the Director of the Department of Health the exclusive right “to take corrective
action necessary to secure compliance under this chapter.” R.I. Gen. Laws § 23-17.14-30.
Additionally, 26 U.S.C. § 7206 provides no private right of action for violations of that section.
See, e.g., I-Remiel Azariah: Ibn Yahweh v. Shelby Cty. Gen. Sessions Court, No. 12-3073-JDT-
CGC, 2014 WL 1689297, at *8 (W.D. Tenn. Apr. 29, 2014) (“Section 7206 is a criminal statute
prohibiting fraud and false statements under the Internal Revenue Code and grants no explicit

private right of action.”); see also Rezner v. Baverische Hypo-Und Vereinsbank AG, 630 F.3d
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866, 873-74 (9 Cir. 2010) (holding that fraud on the IRS and filing a false tax return cannot be
used as a basis for civil liability because the IRS is the direct victim of those crimes, not a private
plaintiff suing under RICO for tax fraud, and holding “that [plaintiff] cannot show proximate
causation based on [defendant]’s fraud against the United States”); United States v. Credit
Suisse AG, No. 1:14CR188, 2014 WL 5026739, at *2-4 (E.D. Va. Sept. 29, 2014) (finding that
defendant’s crime of filing of false tax returns did not proximately cause movant’s injuries even
if movant was also defrauded as part of the same scheme, because movant’s “alleged harm is too
attenuated from the offense of conviction”).*?

5. Permitting Claims By Private Citizens Based On Alleged Crimes Against

Regulators Would Create An End Run Around The Administrative Procedures
Act And Public Policy Which Militates Against A § 9-1-2 Claim In This Context

Strong public policy reasons also compel strict adherence to the proximate cause
jurisprudence discussed above to dismiss claims brought by private citizens based on alleged
misrepresentations to regulators in the context of administrative proceedings. If R.I. Gen. Laws
§ 9-1-2 and proximate cause could be stretched to establish a cognizable claim by private
citizens for alleged misrepresentations in such proceedings, it would deal a devastating blow to
that statutory framework and the finality of decisions obtained pursuant to the Administrative
Procedures Act. See R.I. Gen. Laws § 42-35-1 et seq.

That act governs “all agency proceedings and all proceedings for judicial review
or civil enforcement of agency action.” R.I. Gen. Laws § 42-35-1.1 (emphasis added). The act

sets forth the law and procedure that must be followed whenever an administrative body reviews

43 The movant in Credit Suisse brought his motion under the Crime Victims’ Rights Act of 2004, 18 U.S.C. § 3771,
seeking the right to speak at the defendant’s sentencing. 2014 WL 5026739, at *1. In order to fit the definition of
“crime victim” under that act, a party must demonstrate that he was “directly and proximately harmed as a result of
the commission of a Federal offense.” 18 U.S.C. § 3771(e)(2). This is the same requirement for a claim of liability
under R.I. Gen. Laws § 9-1-2. Cortellesso, 1997 WL 839911, at *7-9 (requiring a “direct relation” and “proximate
causation” for a claim under R.I. Gen. Laws § 9-1-2).
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a matter and whenever there are any allegations of wrongdoing or an erroneous decision as a
result of that administrative review. Id. § 42-35-1 et seq. Moreover, the act sets forth the limited
scope of judicial review of all matters involving administrative proceedings. Id. § 42-35-15.

If a cause of action such as the one pressed here with respect to the HCA were
allowed to proceed, any aggrieved party—or indeed as here, any aggrieved bystander—to an
administrative proceeding could collaterally attack the regulator’s decision by alleging some
misstatement in the administrative record. The case could proceed, as Plaintiffs intend here,
without any participation by the regulator and without a full review of the administrative record.
Such a claim could be based—Iike the one here—upon an alleged misrepresentation respecting
just one aspect of one factor amongst hundreds that a regulator must consider and balance in
making its decision. The concept of proximate cause exists to set limits on the scope of just this
type of lawsuit and claimant.

B. Count XVII Must Be Dismissed Because R.I. Gen. Laws § 9-1-2 Is

Preempted By Federal Law And Would Constitute An Impermissible End Run
Around The Lack Of A Private Right Of Action Under The Internal Revenue Code

Count XVII asserts a claim under a state statute (R.I. Gen. Laws § 9-1-2) and calls
for the imposition of civil liability based solely on an alleged violation of federal law (26 U.S.C.
§ 7206(2)). Compl. 49 513-514. This argument, however, must fail, because the use of R.I. Gen.
Laws § 9-1-2 to enforce the IRC impermissibly conflicts with federal law and is preempted.
Additionally, R.I. Gen. Laws § 9-1-2 cannot, create a private right of action under a federal
statute that does not itself provide such a right.

1. Rhode Island General Laws § 9-1-2 Is Preempted By Federal Law

Without a clear intent by Congress to preempt state law, a presumption against

preemption generally exists in cases involving a field traditionally governed by the states. See
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Medtronic, Inc. v. Lohr, 518 U.S. 470, 485 (1996). However, “[p]olicing fraud against federal
agencies is hardly ‘a field which the States have traditionally occupied.’ . . . such as to warrant a
presumption against finding federal pre-emption of a state-law cause of action.” Buckman Co. v.
Plaintiffs' Legal Comm., 531 U.S. 341, 347 (2001) (internal citation omitted). “To the contrary,”
the U.S. Supreme Court has observed, “the relationship between a federal agency and the entity
it regulates is inherently federal in character because the relationship originates from, is governed
by, and terminates according to federal law.”** Id. Thus, there exists “no presumption against
pre-emption” in such cases. Id. at 347-48. Therefore, the burden falls upon Plaintiffs to show
that federal law does not preempt R.I. Gen. Laws § 9-1-2’s attempt to police fraud against a
federal agency. See Buckman, 531 U.S. at 347. This is a burden that they cannot carry.

In Buckman, the Supreme Court set forth the framework for determining whether
a state law claim for fraud on a federal agency could stand, or whether it “conflict[ed] with, and
[was] therefore impliedly pre-empted by, federal law.” 531 U.S. at 348. In that case, the
plaintiffs were patients who purportedly sustained injuries resulting from the use of orthopedic
bone screws. Id. at 343. The plaintiffs alleged that the defendant made fraudulent
representations to the Food and Drug Administration (“FDA”) in order to obtain approval to
market the screws. Id. After determining that no presumption against preemption existed for
state law “fraud-on-the-FDA” claims, the Court examined several factors in determining that a
conflict existed between the state and federal laws. Id. First, the Court stated that:

The conflict stems from the fact that the federal statutory scheme amply

empowers the FDA to punish and deter fraud against the Administration, and that
this authority is used by the Administration to achieve a somewhat delicate

44 There are other areas of unique federal concern, in which the States are not permitted to act. For example, States
may not punish perjury that occurred in federal courts. Thomas v. Loney, 134 U.S. 372, 375 (1890). Additionally,
like perjury in a federal court, “a State has no legitimate interest in enforcing a federal scheme” against “fraud in a
federal administrative process.” Arizona v. United States, 567 U.S. 387, 430 (2012) (Scalia, J., concurring in part
and dissenting in part).
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balance of statutory objectives. The balance sought by the Administration can be
skewed by allowing fraud-on-the-FDA claims under state tort law.

Id. at 348. The Court went on to say that:

State-law fraud-on-the-FDA claims inevitably conflict with the FDA’s

responsibility to police fraud consistently with the Administration’s judgment and

objectives. As a practical matter, complying with the FDA’s detailed regulatory

regime in the shadow of 50 States’ tort regimes will dramatically increase the

burdens facing potential applicants-burdens not contemplated by Congress . . . .

Would-be applicants may be discouraged from seeking . . . approval of devices

with potentially beneficial off-label uses for fear that such use might expose the

manufacturer or its associates (such as petitioner) to unpredictable civil liability.
Id. at 350. The Court also reasoned that fraud-on-the-FDA claims would increase the
administrative burdens on the FDA due to increased disclosures and submissions by applicants
from fear of civil lawsuits by private citizens. Id. at 351. Thus, a conflict existed because of the
additional burdens to both the regulator and the regulated as a result of state claims, along with
the strong potential that these claims would disrupt the “delicate balance of statutory objectives”
administered by the federal agency if regulated entities were subject to fifty inconsistent state tort
regimes.* Id. at 350-51.

This claim is a state-law-fraud-on-the-IRS claim and Buckman applies. Compl.

4 197- 200. Allowing the claim to proceed here would have the detrimental effects of
frustrating the administrative efficiencies associated with group rulings that the IRS has
established under its statutory and regulatory authority. See IRS Publication 4573, Group

Exemptions (“Group exemptions are an administrative convenience for both the IRS and

organizations with many affiliated organizations.”). If these state law claims were permitted,

45 This Court has followed the Buckman decision in holding that a plaintiff’s claims for fraud on the FDA were
preempted. Koch v. I-Flow Corp., 715 F. Supp. 2d 297, 305 (D.R.1. 2010). Additionally, state law “fraud-on-the-
agency” claims have been dismissed where the fraud was committed against other federal agencies. See Nathan
Kimmel, Inc. v. DowElanco, 275 F.3d 1199, 1208 (9th Cir. 2002) (fraud-on-the EPA); Offshore Serv. Vessels, L.L.C.
v. Surf'Subsea, Inc., No. CIV.A. 12-1311, 2012 WL 5183557, at *3 (E.D. La. Oct. 17, 2012) (fraud-on-the-Coast
Guard); see also Morgan v. Brush Wellman, Inc., 165 F. Supp. 2d 704, 722 (E.D. Tenn. 2001) (applying Buckman to
the Department of Energy).
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non-profit entities (at least in Rhode Island) would be forced “to satisfy not only the standards
imposed by that agency under federal law, but also the potentially heterogeneous standards”
propounded by Rhode Island in order to avoid liability for statements made to the IRS. See
Nathan Kimmel, Inc. v. DowElanco, 275 F.3d 1199, 1207 (9th Cir. 2002).

Moreover, as was the case when the Ninth Circuit applied Buckman to the
Environmental Protection Agency (“EPA”), “Congress has afforded the [IRS] substantial
enforcement powers under [the IRC] that enable [the IRS] to make a measured response to
suspected fraud against it.” Nathan Kimmel, 275 F.3d at 1205-06. In affirming the dismissal of
a state law claim for fraud against the EPA, the Ninth Circuit, went on to say that “[i]n
particular,” it was “troubled that an applicant’s disclosures under” [federal law], although not
challenged by the EPA (the very agency empowered by Congress to enforce [that federal law]),
may be judged illegal under state law.” Id. at 1207. This concern is no less troubling for the IRS
in this case and especially true given that the IRC grants Plaintiffs no private right of action. /-
Remiel Azariah: Ibn Yahweh, No. 12-3073-JDT-CGC, 2014 WL 1689297, at *8; see Offshore
Serv. Vessels, L.L.C. v. Surf Subsea, Inc., No. CIV.A. 12-1311, 2012 WL 5183557, at *13 (E.D.
La. Oct. 17, 2012) (Where “the statutory enforcement provisions noticeably ‘do[ ] not provide a
private right of action for damages’ . . . plaintiffs’ claims are an improper attempt to supplement
the express remedies provided by federal law.”).

2. Count XVII Seeks An Impermissible End Run
Around The Lack Of Private Right Of Action Under The Internal Revenue Code

As stated above, Count XVII is an attempt by Plaintiffs to bring a private right of
action to enforce a federal law that does not permit private enforcement. Levy v. World
Wrestling Entm’t, Inc., No. CIV.A.308-01289(PCD), 2009 WL 455258, at *2 (D. Conn. Feb. 23,

2009) (“[T]here is no private action to enforce the tax code.”). Where a federal statute provides
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for no private right of action, plaintiffs cannot utilize a state law to do that which the federal law
does not allow. Astra USA, Inc. v. Santa Clara Cty., Cal., 563 U.S. 110, 117-19 (2011).
“Recognition of any private right of action for violating a federal statute . . . must ultimately rest
on congressional intent to provide a private remedy.” Id. at 117 (quoting Virginia Bankshares,
Inc. v. Sandberg, 501 U.S. 1083, 1102 (1991)). “The absence of a private right to enforce the
statutory . . . obligations would be rendered meaningless if [plaintiffs] could overcome that
obstacle by suing to enforce” the federal statute under state law. Astra USA4, 563 U.S. at 118.

The dangerous implications of allowing state law to operate this way are manifest:
“[r]ecognizing [a plaintiff’s] right to proceed in court could spawn a multitude of dispersed and
uncoordinated lawsuits. . . . With [the federal agency] unable to hold the control rein, the risk of
conflicting adjudications would be substantial.” Id. at 120. Therefore, such claims must be
dismissed whether a creature of state statutory or common law. Id; see Grochowski v. Phoenix
Constr., 318 F.3d 80, 86 (2d Cir. 2003) (where “no private right of action exists under the
relevant [federal] statute, the plaintiffs’ efforts to bring their claims as state common-law claims
are clearly an impermissible ‘end run’ around the [federal statute].”); see also Cooper v. Charter
Commc’ns Entertainments I, LLC, 760 F.3d 103, 110 n.6 (1st Cir. 2014) (holding similarly);
Brissenden v. Time Warner Cable of New York City, 25 Misc. 3d 1084, 1091 (N.Y. Sup. Ct.
2009) (A “plaintiff cannot use [a state statute] to circumvent the lack of private right of action
under [a] federal statute.”).

V. COUNT XIX (RHODE ISLAND LAW, BREACH OF FIDUCIARY
DUTY) MUST BE DISMISSED FOR FAILURE TO STATE A CLAIM

Plaintiffs’ common law breach of fiduciary duty claim under Rhode Island law
must be dismissed because Plaintiffs fail to allege sufficient facts to establish that the Diocesan

Defendants are fiduciaries. Plaintiffs’ allegations that the Diocesan Defendants are fiduciaries
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are limited and conclusory in nature. Compl. 9 521-522. Plaintiffs only make two directly
related allegations: (1) “Defendants SJTHSRI, CCCB, Angell, and the Diocesan Defendants all
owed Plaintiffs fiduciary duties;” and (2) “Defendants STHSRI, CCCB, Angell, and the Diocesan
Defendants all breached their fiduciary duties to Plaintiffs, causing damages.” Id. These wholly
conclusory allegations must be disregarded under Igbal. 556 U.S. at 678 (“[t]hreadbare recitals
of the elements of a cause of action, supported by mere conclusory statements, do not suffice" to
defeat a Rule 12(b)(6) motion).

Plaintiffs have pled no factual allegations that would establish a fiduciary
relationship between the Diocesan Defendants and the Plaintiffs or the pensioners. Under Rhode
Island law, an essential element of a breach of fiduciary duty claim is “the existence of a
fiduciary duty.” Chain Store Maint., Inc. v. Nat’l Glass & Gate Service, Inc., No. PC 01-3522,
2004 WL 877599, at *13 (R.I. Super. Ct. April 21, 2004); see Prob. Court of City of Warwick ex
rel. Lawton v. Bank of Am., N.A., 813 F. Supp. 2d 277, 301 (D.R.I. 2011) (stating that, “[t]o
prevail on this claim, Plaintiffs must show that the Bank owed them a fiduciary duty”). “A
fiduciary duty arises when the facts show a special relationship of trust and confidence that
requires a fiduciary to act in the other party’s best interest, rather than in its own best interest.”
Fraioli v. Lemcke, 328 F. Supp. 2d 250, 267 (D.R.I. 2004) (citing Vanwest v. Modland Nat’l Life
Ins. Co., 98-76,2000 WL 343019293, at *3 (D.R.I. Mar. 27, 2000)). “Factors that demonstrate
the existence of a fiduciary relationship include ‘the acting of one person for another; the having
and exercising of influence over one person by another; the inequality of the parties; and the
dependence of one person on another.”” Chain Store, 2004 WL 877599, at *13 (quotation
omitted).

Plaintiffs do not allege when each or any of the Diocesan Defendants owed a
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fiduciary duty or how or why they each owed such a duty. Given the allegations in the
Complaint of the “diminished or non-existent roles of Bishop Tobin and the Diocese” in 2009,
such allegations are especially important. Compl. 9 89; see id. § 205. The Complaint is
completely devoid of any allegations concerning facts that would support the existence of a
fiduciary relationship. See Santucci v. Citizens Bank of R.1., 799 A.2d 254, 255-58 (R.1. 2002)
(affirming judgment disposing of breach of fiduciary duty claim where plaintiffs “did not set
forth specific facts to support their assertion that [defendant] owed a fiduciary duty to
[plaintiff]”). To underscore this point, nowhere in the 527 paragraph Complaint do Plaintiffs use

99 Cey

the word “trust,” “influence,

29 ¢¢

confidence” or “dependence” in any allegations pertaining to the
Diocesan Defendants.*® Count XIX should be dismissed.

VI. THE COMPLAINT FAILS TO STATE A CLAIM UNDER ERISA

A. Count III Should Be Dismissed As An Inappropriate Request
For Money Damages Not Cognizable Under 29 U.S.C. § 1132(a)(3)

Assuming the Plan is an ERISA plan, Plaintiffs have also failed to state a
plausible claim under 29 U.S.C. § 1132(a)(3) because the relief they seek (the payment of money
to fund the Plan) is not within the scope of that provision.

1. Legal Standard

Section 1132(a)(3) authorizes lawsuits “(A) to enjoin any act or practice which
violates any provision of [ERISA] or the terms of the plan, or (B) to obtain other appropriate
equitable relief (i) to redress such violations or (ii) to enforce any provisions of [ERISA] or the
terms of the plan.” The U.S. Supreme Court has explained that “the term ‘equitable relief” in §

[1132(a)(3)] is limited to ‘those categories of relief that were #ypically available in equity’ during

46 Moreover, even if Plaintiffs sufficiently alleged facts establishing a fiduciary relationship, unless they can
establish one affer 2009, Plaintiffs claim for breach of fiduciary still fails as a matter of law because the assets of the
Plan exceeded the present value of the accrued benefits up until the economic crash in 2008. See supra at Part 1.
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the days of the divided bench (meaning, the period before 1938 when courts of law and equity
were separate).” Montanile v. Bd. of. Trs. Of Nat’l Elevator Indus. Health Benefit Plan, 136 S.
Ct. 651, 657 (2016) (emphasis in original) (quoting Mertens v. Hewitt Assocs., 508 U.S. 248, 256
(1993)). “[L]egal remedies—even legal remedies that a court of equity could sometimes
award—are not ‘equitable relief” under § [1132(a)(3)].” Id. at 661. Suits for money damages,
therefore, are not cognizable. See Mertens, 508 U.S. at 255; see also Great-W. Life & Annuity
Ins. Co. v. Knudson, 534 U.S. 204, 210 (2002) (holding suits “to impose personal liability” on
defendant and “compel the defendant to pay a sum of money to the plaintiff” not proper under §
1132(a)(3)); Drinkwater v. Metro. Life Ins. Co., 846 F.2d 821, 824 (1st Cir. 1988) (“Other
appropriate equitable relief should be interpreted to mean what it says—declaratory or injunctive
relief, not compensatory and punitive damages.”).

Rather, “[e]quitable remedies are, as a general rule, directed against some specific
thing; they give or enforce a right to or over some particular thing . . . rather than a right to
recover a sum of money generally out of the defendant’s assets.” Montanile, 136 S.Ct. at 658-59
(internal quotation marks and citation omitted); see also Depot, Inc. v. Caring for Montanans,
Inc., No. CV 16-74-M-DLC, 2017 WL 3687339, at *5 (D. Mont. Feb. 14, 2017) (“Under
Montanile . . . a party cannot recover in equity unless the funds have been maintained in a
segregated account”). A § 1132(a)(3) plaintiff, therefore, “must seek not to impose personal
liability on the defendant, but to restore to the plaintiff particular funds or property in the
defendant’s possession.” Knudson, 534 U.S. at 214. Where the defendant either spends funds on
untraceable items or commingles funds with other monies—¢§ 1132(a)(3) does not permit the
plaintiff to proceed against the defendant’s general assets. See Montanile, 136 S. Ct. at 655

(“We hold that, when a participant dissipates the whole settlement on nontraceable items, the
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[plaintiff] cannot bring a suit to attach the [defendant’s] general assets under § [1132(a)(3)]
because the suit is not one for ‘appropriate equitable relief.””’); Depot, Inc., 2017 WL 3687339, at
*5 (observing that § 1132(a)(3) liability does not attach where funds have been spent or
commingled).

2. Plaintiffs’ Allegations

Although Plaintiffs style Count III as seeking “equitable relief,” the facts as pled
reveal that Plaintiffs request money damages to make up a funding deficiency, a remedy
unavailable against the Diocesan Defendants. Specifically, Plaintiffs ask this Court to order the

Diocesan Defendants:
e “to fund the Plan in accordance with ERISA’s funding requirements,” Compl. (Count III, C);

e “make the Plan whole for all contributions that should have been made pursuant to ERISA

funding standards, and for interest and investment income on such contributions,” /d. (Count
111, D);

e “disgorge any profits accumulated as a result of their fiduciary breaches”; /d. (Count III, D);

e “order declaratory and injunctive relief as necessary and appropriate, including enjoining . . .
Diocesan Defendants . . . from further violating the duties, responsibilities, and obligations
imposed on them by ERISA, with respect to the Plan;” /d. (Count III, E).

On top of that, Plaintiffs ask the Court to award, declare, or otherwise provide:

“all relief under 29 U.S.C. § 1132(a), or any other applicable law, that the Court
deems proper, and such appropriate relief as the Court may order, including an
accounting, surcharge, disgorgement of profits, equitable lien, constructive trust,
reformation of the Plan to conform to Defendants’ promises and assurances to
participants and beneficiaries, reformation of the Plan to comply with ERISA
including but not limited to the minimum funding provisions of ERISA, equitable
estoppel to fund the Plan, or other remedy;”

Id. (Count III, F).
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3. The Complaint Fails To Allege An Entitlement To Equitable Relief

The Complaint does not allege facts to indicate that the requested relief is
“appropriate equitable relief” under § 1132(a)(3). It alleges that the Plan has tens of millions of
dollars in unfunded liability, Compl. 9§ 314-15; it does not allege that the Diocesan Defendants
currently possess or retain specific monies or property from the Plan or the alleged fiduciary
breaches; nor do they allege that the Diocesan Defendants are ERISA fiduciaries.*” Compl. 9q
440-446 & Wherefore Clause (identifying only SJHSRI and CCCB as ERISA fiduciaries).

U.S. Supreme Court precedent forecloses efforts to collect money damages by
simply using equitable buzzwords. In Knudson, the Court refused a benefit plan insurer’s efforts
to seek reimbursement from a plan participant’s settlement with a tortfeasor, where the
settlement funds had gone to the participant’s attorneys and a restricted trust. 534 U.S. at 208-
09, 213-14. Because the participant never held the settlement funds, the Court ruled that the
insurer was seeking legal, as opposed to equitable relief. The Court reasoned: “Almost
invariably . . . suits seeking (whether by judgment, injunction, or declaration) to compel the
defendant to pay a sum of money . . . are suits for ‘money damages,’ as that phrase has
traditionally been applied, since they seek no more than compensation for loss resulting from the

defendant’s breach of legal duty.” Knudson, 534 U.S. at 210.

47A person is an ERISA fiduciary to the extent

(i) he exercises any discretionary authority or discretionary control respecting management of such

plan or exercises any authority or control respecting management or disposition of its assets, (ii)

he renders investment advice for a fee or other compensation, direct or indirect, with respect to

any moneys or other property of such plan, or has any authority or responsibility to do so, or (iii)

he has discretionary authority or discretionary responsibility in the administration of such plan.
29 U.S.C. § 1002(21)(A). Plaintiffs do not allege that the Diocesan Defendants held such authority at the time of the
purported fiduciary breaches. If anything, they allege the opposite: “the Diocesan Defendants share responsibility
for the 2014 Asset Sale and the retention of the Plan by an insolvent STHSRI, not because they controlled STHSRI
(which they did nof), but because they participated” in the conspiracy. Compl. § 205 (emphasis added).
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Similarly, in Mertens, the Supreme Court rejected a § 1132(a)(3) claim against a
non-fiduciary to make up a funding deficiency, where the non-fiduciary allegedly assisted a
breach of fiduciary duty. 508 U.S. at 253, 261-63. The Court reasoned that the plaintiffs did not
“seek a remedy traditionally viewed as equitable, such as an injunction or restitution.” Mertens,
508 U.S. at 255. Instead, the Court observed that “[a]lthough they often dance around the word,
what petitioners in fact seek is nothing other than compensatory damages—monetary relief for
all losses their plan sustained as a result of the alleged breach of fiduciary duties.” Id. (emphasis
in original). Such relief, however, was not cognizable under § 1132(a)(3). Id. at 257.

Lower courts have heeded the Supreme Court’s holdings and do not tolerate such
semantic subterfuge as a means of expanding the relief available under § 1132(a)(3) to reach
money damages. See, e.g., Todisco v. Verizon Commc ’ns, Inc., 497 F.3d 95, 99-100 (finding that
equitable estoppel cannot be a basis to provide plaintiff with benefits due under the terms of a
plan under § 1132(a)(3), as it smacks of legal relief); Laurent v. Pricewaterhouse Coopers LP,
06-CV-2280 (JPO), 2017 WL 3142067 at *9 (S.D.N.Y. Jul. 24, 2017) (holding that claim for
surcharge*® was at bottom seeking monetary compensation for loss resulting from breach of duty
and 1s barred as outside of the relief authorized by § 1132(a)(3)).

Plaintiffs’ § 1132(a)(3) claim fails for the same reasons as those in Knudson and
Mertens. See Knudson, 534 U.S. at 214, 221; Mertens, 508 U.S. at 255. Like the claims in those
cases, the Complaint’s request for an order to “fund the Plan” consistent with ERISA is detached
from any specific property purportedly held by the Diocesan Defendants and instead represents a

claim for money damages. See Knudson, 534 U.S. at 214, 221; Mertens, 508 U.S. at 255.

48 Surcharge, moreover, is not available for the additional reason that Plaintiffs do not allege that the Diocesan
Defendants were ERISA fiduciaries. Depot, Inc., 2017 WL 3687339, at *4-5; see supra note 47.
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The Complaint’s reference to the receipt of wholly separate loan proceeds
allegedly received by the Diocesan Defendants from the 2014 Asset Sale does not change the
analysis. Compl. 4 211. Plaintiffs do not allege that the Diocesan Defendants still possess these
particular funds in segregated accounts or that they are traceable to a particular asset. See Depot
Inc.,2017 WL 3687339, at *5. The law is clear. The Complaint fails to allege any facts or
circumstances justifying equitable relief. See Montanile, 136 S.Ct. at 658-59. Accordingly, this
Court should dismiss Count III.

B. Plaintiffs Fail To State A Claim For ERISA Equitable Estoppel

The First Circuit has not officially resolved whether equitable estoppel is
available under ERISA. Guerra-Delgado v. Popular, Inc., 774 ¥.3d 776, 782 (1st Cir. 2014);
Tetrault v. Reliance Standard Life Ins. Co., 769 F.3d 49, 58 (1st Cir. 2014). To the extent that
equitable estoppel is a viable ERISA remedy in the First Circuit, however Plaintiffs fail to fit
their § 1132(a)(3) claim within its limited bounds.

Assuming equitable estoppel is available at all under § 1132(a)(3), the First
Circuit has held that estoppel cannot modify an ERISA plan, but is only available where the
representation at issue interprets an ambiguous plan provision. Guerra-Delgado, 774 F.3d at 782
(“We have in the past assumed that any such claim under ERISA is necessarily limited to
statements that interpret the plan and cannot extend to statements that would modify the plan.”
(emphasis in original)). “Two reasons,” the Guerra-Delgado Court explained, “support this
limitation.” Id. “First, because an ERISA plan must be ‘established and maintained pursuant to
a written instrument,” a plan cannot be modified orally.” Id. (internal citations and quotation
marks omitted). As such, “it would be inherently unreasonable to rely on an oral statement

purporting to modify the plan.” Id. “Second,” the court added, “ERISA plans must ‘provide a
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procedure for amending [the] plan,” and modifications made in contravention of the plan’s stated
procedure violate that requirement.” Id. (brackets in original) (internal quotation marks and
citations omitted). “It would be unreasonable,” therefore, “to rely on an informal statement that
departed from that procedure.” Id.

The Complaint does not fit within these narrow parameters. Plaintiffs do not
identify ambiguous plan provision(s) or make any effort to connect representations/omissions
with such provisions. Rather, they expressly seek to use equitable estoppel to write out
exculpatory provisions and avoid clear funding obligation disclaimers in various iterations of the
Plan. Compl. 944/ 220-224. This is nothing less than an attempt to use estoppel to modify the
Plan. First Circuit precedent precludes such a result. See Livick v. The Gillette Co., 524 F.3d 24,
31 (1st Cir. 2008) (rejecting estoppel claim and noting as “we have previously explained, a plan
beneficiary might reasonably rely on an informal statement interpreting an ambiguous plan
provision; if the provision is clear, however, an informal statement in conflict with it is in effect
purporting to modify the plan term, rendering any reliance on it inherently unreasonable.”).

Thus, assuming the Plan is an ERISA plan, Plaintiffs fail to state a claim for equitable estoppel
under § 1132(a)(3). Guerra-Delgado, 774 F.3d at 782; Livick, 524 F.3d at 31. This Court,
therefore, should dismiss Count III to the extent it seeks equitable estoppel.

CONCLUSION

For the foregoing reasons, the Court should grant the Diocesan Defendants’

Motion to Dismiss.
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St. Joseph Health Services of Rhode Island
Retirement Plan

Part I Summary of Results

A. Funding Levels

07/01/2003 Page
1. Contribution Amounts as of End
of Year
a. Minimum 0 17
As % of Payroll 0%
b. Recommended 0 17
As % of Payroll 0%
2. Actual Contribution 0 10
3. Normal Cost 2,224,769 16
As % of Payroll 3.4%
4. Market Value of Assets 80,687,937 8
5. Valuation Assets 94,225 670 9
6. Accrued Liability 75,632,790 16
7. Unfunded Accrued Liability {18,592,880) 16
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: St. Joseph Health Services of Rhode Island
Retirement Plan

Part \. Summary of Results

A. Funding Levels

07/01/2003 Page
1. Contribution Amounts as of End
of Year
a. Minimum $ -0 17
As % of Payroll 0%
b. Recommended $ 0 17
As % of Payroll 0%
2. Actual Contribution $ 0 10
3. Normal Cost $ 2,224,769 16
As % of Payroll 3.4%
4. Market Value of Assets $ 80,687,937 8
5. Valuation Assets $ 94225670 9
6. Accrued Liability $ 75,632,790 16
7. Unfunded Accrued Liability $ (18,592,880) 16

Employee Benefits Consulting
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St. Joseph Health Services of Rhode Island
Retirement Plan

B. Analysis of Scheduled Employer Contributions

No contribution is recommended under the Hospital's funding policy for the plan year beginning July 1,
2004.

C. Benefit Security

07/01/2003 Page
1. Market Value of Assets $ 80,687,937 8
2. Present Value of Accrued 60,221,708 18
Benefits'
Excess of {1] over [2] $ 20,466,229
4. Ratio of [1] to [2] 134.0%
Assumed Discount Rate 8.0%
(used in [2])
D. Valuation Data
07/01/2003 Page
1. Active Employees Submitted 1,690 13
2. Number of Employees Costed
a. Active Employees 1,690 13
b. Retirees and Beneficiaries 508 14
¢. Vested Terminations 13
Transfers and Disabled 749
d. Total Employees Costed 2,947
3. Payroll of Costed Employees 365,035,574
Percent Increase 14.3%
4. Average Payroll of Costed $38,483
Employees
Percent Increase 0.4%

The present value of accrued benefits is an estimate of the plan’s liabilities, calculated assuming that accruals cease as of
the valuation date and the plan is not terminated so that liabilities are detemnined using the plan’s actuarial valuation

mptions. r 3
assumptions Employee Benefits Consulting
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St. Joseph Health Services of Rhode Islahd
Retirement Plan

PagelD# 752

Part Il. Actuarial Commentary

The recommended funding level used by the Hospital is determined in a manner consistent with the
original minimum funding standards of ERISA. The recommended contribution is based on the Plan’s
Normal Cost plus an amortization of the Plan’s unfunded liability. If the plan is projected to have no
unfunded liability at the end of the Plan Year then no contribution is recommended. While the Plan is a
church plan, and is not subject to the funding requirements of ERISA, the current funding policy follows
the ERISA guidelines without regard to current liability calculations. The recommended contribution for
the 2004 plan year is $0.

A primary actuarial objective of the Projected Unit Credit Cost Method is to choose actuarial assumptions
so0 as to minimize net actuarial gains and losses over several years. For the past five years, the record of
gains and losses has been as follows:

Actuarial Gain (Loss) in Prior Plan Years

Valuation Date Asset Gain (Loss) Liability Gain (Loss) Total
07-01-2004 $ (3,187,752) $ (354,490) $ (3,542,242)
07-01-2003 $ (2,588,758) $ 204,331 $ (2,384,427)
07-01-2002 $ 385927 $  (499,691) $ (113,764)
07-01-2001 $ 4,136,928 $ (1,780,190) $ 2,356,738
07-01-2000 $ 7,037,762 $ (2,392,264) $ 4,645,498

For the July 1, 2004 valuation, liability losses due primarily to more early retirements than expected was
mostly offset by gains due to lower than expected salary increases. This net loss compounded with asset
valuation return less than expected.

There were two changes to the actuarial assumptions: (1) the interest rate was lowered to 7.75% from
8.00%; and (2) the mortality table was updated to the RP2000 Table from the GAM 83 Table. Those
changes increased the liability by $1,244,027 and the normal cost by $74,151.

The following illustration compares the major actuarial assumptions to aggregate measures of actual plan

experience for the last plan year:

Assumed Actuai

2004 2003 2002 2001 2000
Investment return,
market value ]
basis N/A 14.9% 27% (5.9%) (1.9%) 12.3%
Investment return,
asset valuation
basis 8.0% 4.6% 51% 8.4% 13.8% 18.5%
Pension
compensation

increase per year

on a comparable
basis 4.0% 3.0% 51% 6.9% 4. 7%

Em?)'lgo‘?/ee Benefits Consulting
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St. Joseph Health Services of Rhode Island
Retirement Plan

Part Ill. Actuarial Certification

This report presents the results of the Actuarial Valuation for the St. Joseph Heaith Services of Rhode island
Retirement Plan as of July 1, 2004 for development of the recommended contribution as a church plan,
disclosures under Statement of Financial Accounting Standards No. 35 (FAS 35) for the 2004/2005 plan year.

This report has been prepared using generally accepted actuarial practices and methods. The actuarial
assumptions used in the calculations are individually reasonable and reasonable in aggregate.

Aon Consulting did not audit the employee data and financia! information used in this valuation. On the basis
of our review of this data, we believe that the information is sufficiently complete and reliable, and that if is
appropriate for the purposes intended.

Actuarial computations under FAS 35 are for the purpose of disclosures in the Plan’s financial statements.
The calculations reported herein have been made on a basis consistent with our understanding of these
accounting standards. Determinations for purposes other than meeting Employer financial accounting
requirements or disclosures in the Pian’s financial statements may be different from these resuits.
Accordingly, additional determinations may be needed for other purposes, such as judging benefit security at
termination.

This report is intended for the sole use of St. Joseph Health Services of Rhode Island. 1t is intended only to
supply information for St. Joseph Health Services of Rhode Island to comply with the stated purposes of the
report and may not be appropriate for other business purposes. Reliance on information contained in this
report by anyone for other than the intended purposes puts the relying entity at risk of being misled because
of confusion or failure to understand applicable assumptions, methodologies, or limitations of the report's
conciusions. Accordingly, no person or entity, including St. Joseph Health Services of Rhode Island, should
base any representations or warranties in any business agreement on any statements or conclusions
contained in this report without the written consent of Aon Consulting.

The actuary whose signature appears below is a Member of the American Academy of Actuaries and meets
the Qualification Standards of the American Academy of Actuaries to render the actuarial opinion contained
herein. They are available to answer any questions with regard to the matters enumerated in this report.

Aon’s relationship with the Plan and the Pian Sponsor is strictly professional. There are no aspects of the
relationship that may impair or appear to impair the objectivity of Aon's work.

Aon Consulting, Inc.

Alexander E, Kirimov, A.S.A.
Enrollment Number 05-05454
99 High Street

Boston, MA 02110-2320
(617) 457-4606

Employee Benefits Consulting
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St. Joseph Health Services of Rhode Island
Retirement Plan

PartlV. Valuation Method and Assumptions

. Valuation Method

The method of vaiuation used for pension benefits is called the Projected Unit Credit Method. Under this
method, actuarial gains and losses are reflected immediately through a change in the unfunded accrued
liability. These gains and losses are amortized as a level dollar amount over the number of years
necessary to comply with procedures for calculating minimum and maximum contributions.

Current liability is determined as the present value of all benefits accrued related to age, service,
compensation, death or disability which are reasonably and reliably predictable.

. Valuation of Assets

Valuation assets are determined by using a 5 year moving average asset valuation method. The
valuation assets may not exceed 120% of market value, nor be less than 80%. All assets are placed in a
trust fund with Bank of America as Trustee. The financial information used in this valuation was not
audited by Aon Consulting.

. Employees Included in the Calculations

All active employees who have met the plan's eligibility requirements as of the valuation date are included
in the calculations. Former employees or their survivors who are entitled to an immediate or deferred
benefit under the provisions of the plan are also included.

. Actuarial Assumptions

1. Mortality: RP ~ 2000 Mortality Table - Separate male and female rates.

2. " Disability: None.
3. Termination: Select and ultimate rates were used. The rates

are illustrated in the tables on the following pages.

4. Salary progression: 4% compounded annually.

Interest rate used for determining:

a. Preretirement 7.75% compounded annually.
b. Postretirement . 7.75% compounded annually.
6. Expenses: None.

Employee Benefits Consulting
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7. Retirement age:

8. Social Security Taxable Wage Base
increases;

T I M| ho I By T "t " = ] L I

Beginning at fifty-five, the following rates are

assumed:
Probability

Age of Retirement

55 2.0%
56-59 0.8%
60-61 3.0%

62 15.0%
63 7.5%

64 10.0%

65 75.0%

66 80.0%

67 91.0%

68 100.0%

4.0% compounded annually.

9. The following are examples of the probability that a participant will die or terminate within the year:

: The termination rates below are ultimate rates after 10 years of service.
Mortali Termination
Age Male Female Male - Female
8 25 - 0.000366 0.000207 0.066 0.099
1 30 0.000444 0.000264 0.050 0.077
35 0.000773 0.000475 0.034 0.054
40 0.001079 0.000706 0.018 0.032
45 0.001508 0.001124 0.012 0.021
50 0.002138 0.001676 0.006 0.011
55 0.003624 0.002717 0.000 0.000
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In addition to the above rates, the following rates based on service are included for participants with 10 or
fewer years of service. :

Service Rate
10%
9%
8%
7%
6%
5%
4%
3%
2%
1%

SOVENOOMAWN

E. Changes in Actuarial Assumptions or Methods

The interest rate used to determine pre- and post-retirement liabilities was lowered to 7.75% from 8.00%.

The mortality tables used to determine pre-and post-retirement liabilities were changed to the gender-
distinct RP-2000 Mortality Table from the gender-distinct GAM 83 Mortality Table.

F. Other Considerations

1. Participant salaries are limited to the IRC Section 401(a)(17) limit that was in effect as of the
beginning of the plan year. Projected benefits are limited to the IRC Section 415(b) limit that was in
effect as of the beginning of the plan year.

2. For the purpose of valuing death benefits, 100% of the participants are assumed to be married.
Wives are assumed to be three years younger than their husbands.

3. Employees are assumed to work the same number of hours in all future years that they worked in the
computation period preceding the valuation date.

4. Although we believe these to be accurate and complete, employee data supplied o us by the
Employer and financial information supplied to us by the Trustee have not been audited by us.

5. We rely on the Employer to inform us of any former participants who have been rehired and lost prior

service because of the length of their break in service. These employees may have participation
requirements different from other new employees.

Employee Benefits Consulting
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A. Statement of Income & Disbursements of the Trust Fund for the Plan Year Ending

Part V. Financial Statements

06/30/2004

1.

Fund Balance at Beginning of Year
(market value, accrual basis)

Income
a. Contributions received or receivable

from employer for plan year ending
June 30, 2004

b. Earnings on investments
c. Total income
Disbursements

a. Benefit payments directly to
participants or their beneficiaries

b. Administrative expenses
c. Total Disbursements
Net Income {Disbursements)

Fund Balance at End of Year

$ 80,687,937
$ 0
12,614,649

$ 12614649
$ 2,994,186
833,227

$ _3.827413

$ _8,787.236

$ _89,476.173
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B. Development of Actuarial Value of Assets

1. Actuarial value as of 07/01/2003 $ 942258670
2. Market value as of 07/01/2003 $ 80,687,937
3. Employer contributions during the year $ 0
4. Benefit payments from 07/01/2003 to $ 2,994,186
-+ 06/30/2004
5. Expected interest at 8.0% through 06/30/2004
a. On[1] $ 7,538,054
b. OnJ[3] 0
¢c. Onf4] 127,458
d. Net expected interest ([a] + [b] - [c]) $ 7,410,596
6. Expected market value as of 06/30/2004 $ 85,104,347
(121 + [3] - [4] * [5d])
Actual market value as of 06/30/2004 $ 89,475,173
Market value gain {loss) from 07/01/2003 to 06/30/2004 {[7] - [6]) $ 4,370,826
Recognition of actuarial value gain (loss)
amounts
Amount to
Plan Year Original 06/30/2004 Recognize on
Ending Gain (Loss) Balance 07/01/2004
a. 06/30/2000 4,848,730 969,746 969,746
b. 06/30/2001 (8,008,613) (3,203,445) (1,601,722)
¢. 06/30/2002 (12,078,648) (7.247,188) (2,415,730)
d. 06/30/2003 {5,071,056) (4,056,845) (1,014,211}
e. 06/30/2004 4,370,828 4,370,826 874,165
f. Total ($3,187,752)
10. Actuarial value as of 07/01/2004([1] + [3] — [4] + [5d] + {9f]) $ 95454328
11.  Actuarial value as a percentage of market value ' 106.68%

C. Contributions for the Prior Plan Year

No contributions for the prior pian year are assumed to be made.

D. Contributions for the Current Plan Year

No contributions for the current plan year are assumed to have previously been made for purposes of this

report.
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St. Joseph Health Services of Rhode island
Retirement Plan

PartVlL. Summary of Principal Plan Provisions

The following summary describes plan provisions assumed in calculating the cost of your pension plan.

A. General Information

Original Effective Date: July 1, 1965

Effective Date of Last Amendment: July 1, 2001
Plan Year: July 1 to June 30

Employer Fiscal Year: October 1 to September 30
Employer ID Number: 05-0484597

o A 0N =

. Eligibility

All employees, who work more than 1,000 hours a year, are eligible to participate in the Plan on the first
day of the month following the completion of one year of service.

“Employee” does not include temporary employees, persons employed on a part-time, retainer, or on a
contract basis.

. Service

Service shall equal total ptan years of service with the Employer. Prior to July 1, 2001, a year of service was
credited for each plan year in which an employee was an active participant in the plan and was paid for at
least 1,000 hours. On July 1, 2001 the plan was amended to use elapsed time to determine service through
July 1, 2001. Thereafter, the 1,000 hour rule will continue to be used.

. Normal Retirement Date

Normal retirement date is the later of the first day of the month coincident with or next following the
employee’s attainment of age sixty-five and the fifth anniversary of his plan participation.

. Normal Retirement Benefit

The amount of annual normal retirement benefit to be paid in monthly installments for life, based on
credited service to normal retirement date, is:

1. Fifty percent of Final Average Earnings, less
2. Fifty percent of the Social Security Benefit

The above difference shall be multiplied by the ratio of the participant's credited. service not in excess of
30 years over 30 years. '
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The annual retirement benefit can not be less than $48.00 multiplied by years of credited service, to a
maximum of 30 years.

if an employee was a member on June 30, 1977, his benefit should not be less than the sum of (a) and
(b) below:

(a) Future Service Benefit: 0.75% of Annual Earnings up to $4,800 plus 1.5% of Annual Earnings in
excess of $4,800, for each year of future service.

(b} Past Service Benefit: 0.75% of Annual Earnings for each year of past service.
Delayed Retirement
A participant may continue in the employment of the Employer after his normal retirement date. - In such

event he will receive at actual retirement his accrued benefit calcuiated using service as of his actual
retirement date.

. Final Average Earnings

The average of the five highest consecutive Annual Earnings during the ten years immediately
preceding employee’s termination of employment.

*Annual Earnings” means the basic rate of compensation, excluding bonus payments, call time,
overtime or any irregular payments. In no event shall compensation for any year exceed the IRC
limit on annual compensation includable in a defined benefit plan ($205,000 for 2004).

Accrued Benefit

The accrued benefit at any fime prior to a participant's normal retirement date shall be the

projected normal retirement benefit based on credited service projected to normal retirement and

Final Average Earnings as of the accrual date multiplied by a fraction. The numerator of this fraction

is the number of years of credited service on the accrual date and the denominator is the projected
number of years of credited service at the later.of age 60 or 30 years of service, but, no later than
normal retirement date. This fraction cannot exceed one. The plan was amended as of July 1, 2001 to
change age 65 to age 60, for this purpose.

Early Retirement Benefit

Upan the completion of five years of continuous service and the attainment of age fifty-five, a participant
may elect to retire. He may receive a monthly benefit for life beginning at his early retirement date equal to
the benefit accrued at normal retirement date reduced by the following:

+ First 60 months between early and normal retirement dates: 5/9% each month.
e Additional months pricr to normal retirement date: 5/18% each month.

« If the participant has accumulated eighty-five points, computed as the sum of age and continuous
service at termination (years and complete months), and has attained the age of fifty-five he may
receive an unreduced monthly benefit for life beginning at this early retirement date equal to his benefit
accrued at termination.
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J. Death Benefit

in the event of the death of an active married participant who completed five years of service whose
benefit payments have not commenced, it will be assumed that the participant had separated from
service on the date of death, survived to the earliest retirement age, began receiving a joint and one-haif
survivor benefit based on the participant’s vested accrued benefit, and died on the day after the earliest
retirement date.

] A spouse may elect a life annuity, a lump sum, or a reduced benefit payable anytime from when the
participant would have reached age fifty-five.

i K. Optional Methods of Settlement

The normal form of annuity for a participant is a monthly annuity payabie for life.

l In addition, a participant may elect other optional forms of payment such as a Ten Years Certain and Life
Benefit annuity or a Joint and Survivor Benefit annuity payable for life with a reduced benefit to be
continued for the lifetime of his beneficiary after his death.

All optional methods of settlement are actuarially equivalent to the normal form of annuity.

L. Amendment or Termination of Plan

The Employer reserves the right to amend or terminate the Plan at any time. If the plan is terminated, the
plan assets will be distributed among the plan participants based upon a priority allocation procedure and
the Employer shall be liable for any unfunded vested benefits to the extent required by law. Any funds
remaining after satisfaction of all liabilities shall be returned as permissible to the Empioyer.
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PartVIl.  Supporting Data

A. Reconciliation of Plan Participants

1. Active Pariicipants

Active Participants as of July 1, 2003 ........cooiiieccrreeene e e 1,690
Data CormeCtiONS. ... ..o..eieerceteie e st e eee e en et eeeenen 0
To Terminated Vested Status ..o (32)
Non-Vested Terminations ... (132)
RENIEE. ... ettt e s e e 36
Transfer In from Per DIBM.. ... ceeeererecee et sansreseeeeeeceesesaeas 13
Transfer Qut to Per Diem ......c..cocveimiireriini et e t)]
TO REtred StatUsS.....c.coeeevieee et se s e eecane e es s sem s esasesrenmare s enees 21
Cashed OUL.........coooeieee et et et ar et eresrene et e e &)}
NEW PartiCIDantS ... ..ot erencemeeseriers e rssssstsesseseeaens 157
NEE CRANGE. ...ttt et et e et reee et sr et s anatec e st sasnenen s st mere s seobecneeorane 11
] Active Participants as of July 1, 2004 ... ..o 1,701
2. Terminated Vested Participants, Disableds and Per Diem
] Terminated Vested Participants, Disableds and Per Diem as of July 1, 2003............. 749
Data COrreCtioNS. .........oceeceveeiereicniemnerccsissssneseesisransssesseessssssssensenns {O)
] REUM 0 ACHVE SEAIUS.......oooeooooo e eessee e reereereresemeeemeeerereseneneees (16)
To Retired StatUS. ........v et (23)
From ACHVE SEatuS ..ot 4
] Deceased................... eetnedEeheseesesseseestesseseeetesteerrereasioteiiieneeareaniatsineeanenen &)
NEE CRANGE. ... e ettt sas s e s s et st s b sa s s s s rata s nans e (%)
Terminated Vested Participants, Disableds and Per Diem as of July 1, 2004............. 744

3. Retirees and Bengeficiaries

] Retirees and Beneficiaries as of July 1, 2003 ...t e 508
Data COrMECHOMS. ...c.vee e eereeete ettt e s s e 4
] DECEASEU. ..o e eiieceeeteeeere et n s b et b e e et (11)
; From ACHVE STAIUS ..ottt ere e se v enessb st nn s e ses s 21
From Terminated Vested StatUs..............cooerveiieieeiieie e 23
: Cashed OUb.........cie e eeverree e eaenenes (N
I Return 0 ACHVE StALUS...........o e eerecreeere e ssisaesseenissees 2)
NEW BENEICIAIY........ov ottt 3
) NEECRANGE. ..ottt e e bbb e na e bt senn e 37
i Retirees and Beneficiaries as of JUly 1, 2004 .. ........ooovimerieeeeeeeeeeeene e ens e 545
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B. Summary Statistics on Costed Employees

1. Active Employees:

b [ b

b

] 2. Vested Terminations, Deferred Disableds and Per Diem:

3. Retirees and Beneficiaries:
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Retirement Plan

C. Schedule of Data for Active Costed Participants

16 54 6 - - - - : : : 76-
14 55 7 1 - - - - = = 77
17 66 28 10 3 - - 1 - - 125
19 88 28 23 30 2 - - - - 190
12 68 33 27 34 34 11 - - -l 219
20 65 36 33 36 53 56 11 - - 310
9 62 30 22 25 33 37 86 10 -] 308
4 42 16 17 18 23 27 30 33 -l 210
3 16 6 9 16 23 17 13 15 6 124
3 2 2 2 5 4 3 2 1 5 29
- 4 2 3 2 1 1 1 2 1 17
126 529 194 147 169 173 152 138 61 12§ 1,701

Average Age: 46.12

Salaries are limited by the IRC section 401(a)(17) limits.

15

Average Service: 13.62

Employee Benefits Consulting



Case 1:18-cv-00328-WES-LDA Document 54-2 Filed 09/17/18 Page 20 of 23 PagelD #: 765

St. Joseph Health Services of Rhode Island

Retirement Plan

Part VIIl. Appendices

A. Development of Unfunded Actuarial Liability

Unfunded accrued liability as of July 1, 2003
2. Increases in the obligation in [1]
a. Normal cost due July 1, 2003 3

b. Interest at 8.0% on unfunded accrued liability
and normal cost for one year

¢. Change in actuarial assumptions
d. Total increases
3. Decreases in the obligation in [1]
a. Employer contributions for year $

b. Interest at 8.0% on Employer contributions
from date paid to June 30, 2004

¢. Actuarial (gains)/losses
d. Total decreases
4. Unfunded accrued liability as of July 1, 2004
. Valuation assets as of July 1, 2004
6. Accrued liability as of July 1, 2004

B. Statement of Normal Cost and Accrued Liability

Valuation Date

1. Normal cost as of the valuation date $
2. Accrued liability as of the valuation date
a. For costed active Participants $
b. For retired employees and beneficiaries

c. For vested terminations, deferred disableds
and transfers

d. Total accrued liability _ $

2,224,769
(1,309,449)

1,244,027

3,542,242

July 1, 2004
2,315,593

49,771,820
25,688,839

7,102,378
82,563,037

©¥ D o

(18,592,880)

2,169,347

3,542.242
(12,891,291)°
95,454,328
82,563,037

July 1, 2003
2224769

46,809,034
21,683,215

7,140,632
75,632,790

3 The Unfunded accrued liability is not less than zero for funding purposes. The value shown here is for the purpose of calculating the

actuarial experience gain or loss.

Employee Benef1ts Consulting




%

Case 1:18-cv-00328-WES-LDA Document 54-2 Filed 09/17/18 Page 21 of 23 PagelD #: 766

St. Joseph Health Services of Rhode Island

Retirement Plan

C. Recommended Contributions

1. Recommended Minimum Contribution

a.
b.
c

d.

e.

Normat Cost

Amortization Charges

Amortization Credits

Interest

Subtotal

Actuarial funding level

i. Accrued liability

ii. Normal cost

lii. Lesser of Market Value and Actuarial Value of Assets
iv. Projected end of year funding level

Recommended Minimum

2. Recommended Maximum

a
b.

o

o

Normal Cost

10 Year Amortization of Unfunded Actuarial Liability
Interest

Subtotal

Recommended Maximum
[minimum of (2d) and (1g), not less than 0]

17

07/01/2004
2,315,593
0

0

179,458
2,495,051

82,563,037
2,315,543
89,475,173
(4,952,829)
0

2,315,593
0

179,458
2,495,051
0

$

®

L]

07/01/2003°
2,224,769
0
0
177,982
2,402,751

75,632,790
2,224,769
80,687,937
(3,056,808)
0

2,224,769
0

177,982
2,402,751
0
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D. Plan Accounting (FASB No. 35)

P

All of the information presented in this section is prepared in accordance with the requirements of FASB
No. 35. The information is appropriate for inclusion in the plan’s financial statements. it is not
appropriate for disclosure in the Employer’s financial statements or for other purposes. We are not aware
of any relationship between Aon Consulting and the Employer or the plan that would impair or appear to
impair our objectivity.

1. Basis of Calculations

Unless otherwise noted below, the information in this section is based upon the same actuarial
assumptions, plan provisions, and employee data that are described in Parts IV, VI, and VIII of this
report, respectively. Plan assets are valued at their fair market value.

a. Actuarial assumptions: Same as Part IV, except:
Salary scale: None

b. Plan provisions: Same as Part VI.
¢. Employee data: Same as Part VIIL.
2. Present Value of Accumulated Plan Benefits as of July 1, 2004

Number of Present Value
Participants

Vested benefits for 7

(1) Retired employees and beneficiaries : 545 % 25,688,839

(2) Terminated, transferred and disabled employees with 744 7,102,378

deferred vested benefits

(3) Fully vested employees 1,057 31,857,889

(4) Total vested 2,346 $ 64,649,106
Nonvested benefits 644 2,301,717
Total present value of accumulated plan benefits 2,990 $ 69,950,823
Net assets available for benefits (market value, accrual basis) as $ 89,475,173
of the valuation date
Unfunded present value of accumulated plan benefits = excess $ (22,524,350)
of [c] over [d] '
Unfunded present value of vested accumulated plan benefits = $ (24,826,067)

excess of {a] over [d]
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3. Change in Present Value of Accumulated Plan Benefits

a. Present value of accumulated plan benefits as $ 60,221,708
of July 1, 2003

b. Increase attributable to

(1) Benefits accumulated and (gain)/loss $ 4,232,580

(2) Benefits paid , {2,994,186)

(3) Plan amendment 0

{4) Change in actuarial assumptions 800,442

(5) Interest 4,690,279

(6) Total $ 6,729,115
c. Present value of accumulated plan benefits as $ 66,950,823

of July 1, 2004

4. Changes in the Past Year »
The mortality table and interest rate were changed as detailed in the assumptions section of this report.

The above information is prepared in accordance with the requirements of FASB No. 35, based on
assumptions selected for that purpose.
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|. INTRODUCTION

This report presents the results of the actuarial valuation as of July 1, 2005 of the St. Joseph Health
Services of Rhode Island Retirement Plan. The reportis prepared for the plan year beginning July 1, 2005
and ending June 30, 2006. The purpose of the report is to:

Hlustrate the current actuarial position of the plan.
Provide a summary of participant census and benefit detail.

Present information which will assist the plan sponsor in determining the appropriate contribution
for the plan year.

Outline the actuarial assumptions and methods used.

Summarize the results of our review of compliance with appropriate non-discrimination and/or top
heavy requirements.

This valuation was prepared on the basis of information submitted to The Angell Pension Group, Inc. inthe
form of payroll and asset data, as well as ancillary material pertaining to the plan and the plan sponsor, and
was prepared in accordance with current federal statutes and regulations. We have not independently
verified, nor do we make any representations as to, the accuracy of such information.

Z 4 11 oo

son A. Denton, A.§A., E A Date
Director of Actuarial Services

%&'ﬁ V /5/14712@

Albert V. Krayter
Manager, Defined Beneﬁt Department




Il. VALUATION RESULTS

Contributions for Plan Year Ending June 30, 2006

Recommended Contribution: $

Summary of Valuation Results:

. Farticipants
2005
Active 1,487
Terminated vested 824
Retirees in pay status 562
Total _ 2,873
. Normal Cost
Dollar amount $ 1,876,993
Covered payroll 58,851,238
As a percentage of payroll 3.2%
. Recommended Contribution
Dollar amount $ 0
As a percentage of payroll 0%
. Assets
Market Value $ 94,892,973
Actuarial Value 94,773,936
Net rate of return on market value 10.1%

Net rate of return on actuarial value 3.0%

[\ ]
=
o

1,701

744
543
2,990

$ 2,315,593
66,168,929
3.5%

0%

$ 89,475,173
95,454,328
14.9%

4.6%
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Plan Assets as of July 1, 2005

Bank of America $ 94,892973

Total Value of Plan Assets: $ 94,892,973

Actuarial Value of Plan Assets

Total Market Value of Plan Assets $ 94,892,973
Plus: Receivable Contributions 0
Plus: Adjustment to Actuarial Value (119,037)
Less: Benefits Payable 0
Less: Advance Contributions 0
Less: Interest on Advance Contributions N/A

Actuarial Value of Plan Assets _ $ 94,773,936
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Actuarial Present Value of Accumulated Plan Benefits

The actuarial present value of accumulated plan benefits is a measurement of plan liabilities attributable to
credited service and/or compensation as of a certain point intime. Theinformation provided below can
be used to satisfy Statement of Financial Accounting Standards No. 35 (FAS 35). It canalso beused to
gauge funding progress relative to plan assets.

The liability figures presented below are based upon actuarial assumptions which reflect the long term
nature of an ongoing plan. The present values shown do not represent the liabilities that would be incurred
to purchase annuity contracts or to pay single sumsin the event of the termination of this Plan. The cost
to purchase annuity contracts is dependent upon insurance company rates. The cost to pay single sums
would necessitate a comparison with 30 year Treasury interest rates and will be higher than the figures
shown below. '

Theinformation inthis section is based on the same actuarial assumptions as outlined in Section V of'this
report except that no salary scale assumption has been applied.

Present Values as of July 1, 2005

Number Total
of Vested Non-Vested Present

Lives Benefits Benefits Value
Active Lives: 1487 $32,912,195 $ 1,635,239 $34,547,434
Vested Terminations/Inactives: 824 10,442,287 0 10,442,287
Disabled Lives: 0 0 0 0
Retired Lives: 562 26,831,257 0 26,831,257
Other Lives: 0 0 0 0
Totals: 2873 $ 70,185,739 $ 1,635,239 $71,820,978
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Statement of Change in Accumulated Plan Benefits

Actuarial present value of accumulated plan benefits
as of the prior valuation date $ 66,950,823

Increase (decrease) during the year attributable to:

Plan amendment $ 0

Change in actuarial assumptions 0

Benefits accumulated 3,309,050

Increase for interest due to the decrease

in the discount period 5,042,541

Benefits paid (3,481,436)
Net increase (decrease): $ 4,870,155

Actuarial present value of accumulated plan benefits
as of the current valuation date $ 71,820,978

................................................................................................
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lll. SUMMARY OF PLAN PROVISIONS

Plan Effective Date: July 1, 1965

Eligibility Requirements: Age: None
Service: One Year

Year of Service: 12-consecutive-month computation period commencing on the employee's
date ofhire in which an employee is credited with 1,000 or more hours of
service.

Year of Service
Jfor BenefitAccrual: Service shall equal total plan years of service withthe Employer. Prior to
July 1, 2001, a year of service was credited for each plan year in which
an employee was an active participant in the plan and was paid for at least
1,000 hours. OnJuly 1,2001 the plan was amended to use elapsed time
to determine service through July 1, 2001, Thereafter, the 1,000 hourrule
will continue to be used.

Plan Entry Date: Aneligible employee will enter the plan on the first of the month following
completion of the eligibility requirements.

Normal Retirement Date: The first day of the month coincident with or next following the later of age -
' 65 or the fifth anniversary of the participant's participation.

Compensation: " Annual Earnings” means the basic rate of compensation, excluding bonus
payments, call time, overtime and any irregular payments. Inno event shall
compensation for any year exceed the IRC limit on annual compensation
includable in a defined benefit plan ($210,000 for 2005).

Average Compensation: The average of the five highest consecutive Annual Earnings during the ten
years immediately preceding employee's termination of employment.

Normal Retirement Benefit: The amount of annual normal retirement benefit to be paid in monthly
installments for life, based on credited serviceto normal retirement date, is:

1. Fifty percent of Final Average Earnings, less

2. Fifty percent of the Social Security Benefit

...................................................................
................................................
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The above difference shall be multiplied by the ratio of the participant’s
credited service not in excess of 30 years over 30 years.

The annual retirement benefit can not be less than $48.00 multiplied
by years of credited service, to a maximum of 30 years.

If an employee was a member on June 30, 1977, his benefit should not
be less than the sum of (a) and (b) below:

(a) Future Service Benefit: 0.75% of Annual Earnings up to $4,800
plus 1.5% of Annual Earnings in excess of $4,800, for each year of
future service.

(b) Past Service Benefit: 0.75% of Annual Earnings for each year of
past service.

Normal Form of Benefit: Life annuity

Accrued Benefit: The accrued benefit at any time prior to a participant's normal
retirement date shall be the projected normal retirement benefit based on
credited service projected to normal retirement and Final Average Earnings
as of the accrual date multiplied by a fraction. The numerator of this
fractionis the number of years credited service onthe accrual date and the
denominator is the projected number of years of credited service at the
later of age 60 or 30 years of service, but no later than normal retirement
date. This fraction cannot exceed one. The plan was amended as of July
1, 2001 to change age 65 to age 60, for this purpose.

FEarly Retirement Benefit : Uponthe completion of five years of continuous service and the attainment
of age fifty-five, a participant may elect to retire. He may receive a monthly
benefit for life beginning at his early retirement date equal to the benefit
accrued at normal retirement date reduced by the following:

»  First 60 months between early and normal retirement dates: 5/9%
each month.

»  Additional months prior to normal retirement date: 5/18% each month,

»  Iftheparticipant has accumulated eighty-five points, computed as the
sum of age and continuous service at termination (years and complete
months), and has attained the age of fifty-five he may receive an
unreduced monthly benefit for life beginning at this early retirement date
equal to his benefit accrued at termination.

.....................................................................
...............................................
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Late Retirement Benefit: A participant may continue in the employment of the Employer after his
normal retirement date. Insuch event he will receive at actual retirement
his accrued benefit calculated using service as of his actual retirement date.

Death Benefit: Inthe event of the death of an active married participant who completed
five years of service whose benefit payments have not commenced, it will
be assumed that the participant had separated from service on the date of
death, survived to the earliest retirement age, began receiving ajoint and
one-half survivor benefit based on the participant's vested accrued benefit,
and died on the day after the earliest retirement date.

A spouse may elect a life annuity, a lump sum, or a reduced benefit
payable anytime from when the participant would have reached age fifty-

five.
Vesting: Based on Years of Vesting Service, subject to the following schedule
Years of Service Vested Percentage
Less than 5 years | 0%
5 Years or more 100%

Notwithstanding the above vesting schedule, a participant will become
100% vested upon reaching Normal Retirement Date.
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IV. ACTUARIAL METHODS

Actuarial Cost Method

The ultimate cost of a pension plan cannot be determined until the last participant is paid and all obligations
aredischarged. An Actuarial Cost Method, rather than determining the cost of a pension plan, assigns the
costto a period of time. The Employee Retirement Income Security Act of 1974 (ERISA) specifies several
acceptable cost methods. IRS regulations allow some variations.

Costs have been computed in accordance with the Accrued Benefit (Unit Credit) method, as described
below.

The Normal Cost is the sum ofindividual normal costs for each participant who has not reached the assumed
retirement age. The normal cost for a participant is determined as the actuarial present value of the
projected benefit allocated to the current plan year.

In addition, there is a second cost component in which the payment, in the first plan year, is determined as
an amortization of the unfunded accrued liability. The accrued liability is defined as the actuarial present
value of the portion of the projected benefit that is allocated to prior planyears. This calculationis donefor
each participant, and then summed to get a total accrued liability. The unfunded accrued liability is the
difference between the total accrued liability and the actuarial value of plan assets.

Under the Accrued Benefit (Unit Credit) Method, any change in the accrued liability resulting from
experience gains or losses is calculated each plan year and separately amortized in accordance with
minimum funding rules. Inaddition, changes in plan provisions or actuarial assumptions that resultinan

increase or decrease in the accrued liability will be separately amortized. -

The method is the same method described in Section 3.01 of Internal Revenue Procedure 2000-40.

Asset Valuation Method
The actuarial value of the plan assets used in determining plan costsis equal to the "five-year" smoothing of

gains and losses method. Under this method, asset gains and losses are recognized at the rate 0of 20% per
year. As a result, the impact of appreciation or depreciation on valuation assets is smoothed.

Changes In Actuarial Methods

No changes in actuarial methods have occurred since the prior plan year.
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V. ACTUARIAL ASSUMPTIONS

Assumptions Used For The Current Plan Year

Actuarial assumptions are estimates as to the occurrence of future events affecting the costs of the plan such
as mortality rates, withdrawal rates, changes in compensation level, retirement ages, rates of investment
earnings, expenses, etc. The assumptions have been chosen to anticipate the long-range experience of the
plan. The enrolled actuary will certify to the reasonableness of these assumptions, as required by ERISA.

Pre-Retirement Investment Return: 7.75% per annum

Post-Retirement Investment Return:  7.75% per annum
Pre-Retirement Mortality: RP-2000 (Male/Female)
Post-Retirement Mortality: RP-2000 (Male/Female)

Withdrawal Rate: Select and ultimate rates of withdrawal are as follows:

Mortality Termination
Age Male Female Male Female

25 0.000366  0.000207 0.066 0.099
30 0.000444  0.000264 0.050 0.077
35 0.000773  0.000475 0.034 0.054
40 0.001079  0.000706 0.018 0.032
45 0.001508 0.001124 0.012 0.021
50 0.002138 0.001676 0.006 0.011
55 0.003624  0.002717 0.000 0.000

Inadditionto the aboverates, the following rates based on
service are included for participants with 10 or fewer years

of service:
Service Rate
1 10%
2 9%
3 8%
10

......................................................................................




7%
6%
5%
4%
3%
2%
1%
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Disability Rate: None

Salary Scale: 4.00% per annum
Taxable Wage Base: 4.00% per annum

Consumer Price Index: 3.00% per annum

Expenses: None

Assumed Retirement Age: Beginning at age fifty-five, the following rates are assumed:

Probability
Age of Retirement
55 2.0%
55-59 0.8%
60-61 30%
62 15.0%
63 7.5%
64 10.0%
65 75.0%
66 80.0%
67 91.0%
68 100.0%

Marital Status:  100% participants assumed to be married; wives are
assumed to be three years younger than their husbands.

Recommended Funding Level: The recommended contribution is based on the Plan’s
Normal Cost plus an amortization of the Plan’s unfunded
liability. If the plan is projected to have no unfunded
liability at the end of the Plan Year then no contribution is
recommended. While the Plan 1s a church plan, and is
not subject to the funding requirements of ERISA, the
current funding policy follows the ERISA quidelines
without regard to the current liability calculations.

....................................................................................................................
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APPENDIX A Development of Normal Cost

The Normal Cost is the portion of plan benefit costs which is allocated to the current plan year by the
Actuarial Cost Method being used. The following represents the development of the Normal Cost under
the chosen Actuarial Cost Method, unless the method determines the normal cost on an individual participant

basis.
1. Present Value of Benefits 3 N/A
2. Actuarial Value of Assets N/A

3. Unamortized Balance of Amortization Bases

(412)/ Unfunded Liability (404) N/A
4. Funding Standard Account Credit Balance

(412)/ Prior year's carry forward (404) N/A
5, Accumulated Reconciliation Account (412) N/A

6. Present Value of Future Normal Cost

[(1D-@)-G)+#H + ()] N/A
7. Present Value of Future Compensation : N/A
8. Current Compensation N/A
9.  Normal Cost [(6)/ (7) x (8)] 1,876,993
10. Expense Load / Term Cost 0
11. Total Normal Cost [(9) + (10)} $ 1,876,993
12

...............................................
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APPENDIX B Development of Contributions

1. Recommended Minimum Contribution
a. Normal Cost $
b. Amortization Charges
¢. Amortization Credits
d. Interest
e. Subtotal
f.  Actuarial funding level
i. Accrued liability
ii. Normal cost

iii. Lesser of Market Value and
Actuarial Value of Assets

iv. Projected end of year funding level
g. Recommended Minimum
2. Recommended Maximum
a. Normal Cost
b. 10 Year Amortization of Unfunded Actuarial Liability
c. Interest
d. Subtotal

e. Recommended Maximum
(minimum of (2d) and (1g), not less than 0)

July 1, 2005

1,876,993
0

0

145,467

2,022,460

89,429,128

1,876,993

94,773,936
(3,736,571)

0

1,876,993
0
145,467

2,022,460

$

July 1, 2004
2,315,593

0

179,458

2,495,051

82,563,037

2,315,543

89,475,173
(4,952,829)

0

2,315,593
0
179,458

2,495,051
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APPENDIX C Development of Actuarial Value of Assets

Development of Actuarial Value of Assets

1.  Actuarial value as of July 1, 2004 $ 95,454,328
2. Market value as of July 1, 2004 89,475,173
3.  Employer contribution during the year 0
4.  Benefit payments from July 1, 2004 through June 30, 2005 3,410,100
5. Expected interest at 7.75% through June 30, 2005

a. On (1) 7,397,710

b. On(3) 0

c. On(4) 143,153

d. Net expected interest [(a) + (b) + (c)] 7,254,557
6. Expected market value as of June 30, 2005

[@)+(3)-(4)+ (5d) 96,729,730
7. Actual market value as of June 30, 2005 94,892 973
8 Market value gain (loss) from July 1, 2004 to June 30, 2005 [(7) - (6)] (1,836,757)

9. Recognition of actuarial value gain (loss) amounts

o Amount to
Plan Year Original June 30, 2005 Recognize on
Ending Gain (Loss) Balance July 1, 2005
a. June 30, 2001 $ (8,008,613) (1,601,722) $ (1,601,722)
b. June 30, 2002 (12,078,648) (4,831,458) (2,415,730)
c. June 30, 2003 (5,071,056) (3,042,634) (1,014,211)
d. June 30,2004 4,370,826 3,496,661 874,165
e. June 30, 2005 (1,836,757) (1,836,757) (367,351)
f Total: $ (4,524,849

10. Actuarial value as of July 1, 2005 [(1) + (3) - (4) + (5d) + (9f) $ 94,773,936

11. Actuarial value as a percentage of market value $ 99.87%
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EXHIBIT 3
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Actuarial Valuation as of July 1, 2006
For the Plan Year Beginning July 1, 2006

and Ending June 30, 2007
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East Providence, R1 02915
401-438-9250
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I. INTRODUCTION

This report presents the results of the actuarial valuation as of July 1, 2006 of the St. Joseph Health
Services of Rhode Island Retirement Plan. The report is prepared for the plan year beginning
July 1, 2006 and ending June 30, 2007. The purpose of the report is to:

Hlustrate the current actuarial position of the plan.
Provide a summary of participant census and benefit detail.

Present information which will assist the plan sponsor in determining the appropriate
contribution for the plan year.

QOutline the actuarial assumptions and methods used.

Summarize the results of our review of compliance with appropriate nen-discrimination
and/or top heavy requirements.

This valuation takes into consideration a substantial asset gain realized during the period from July
1, 2005 to June 30, 2006. Given that smoothing asset method is being used, this gain is being
amortized over five years. Continued use of the "five-year" smoothing of gains and losses will spread
gains and losses and prevent from drastic market fluctuations. Also, this valuation reflects the change
in the investment return assumption from 7.75% to 8.00%.

This valuation was prepared on the basis of information submitted to The Angell Pension Group, Inc.
in the form of payroll and asset data, as well as ancillary material pertaining to the plan and the plan
sponsor, and was prepared in accordance with current federal statutes and regulations, and consistent
with current actuarial standards of practice. We have not independently verified, nor do we make any
representations as to, the accuracy of such information.

DRt O Fune 23007

ABavid P. Ward, ASA, EA, MAAA, MSPPA, FCA Date
Consulting Actuary

Cﬂ%eﬁ V. /Qf%teﬁ

Albert V. Krayter
Manager, Defined Benefit Department




II. VALUATION RESULTS

Contributions for Plan Year Ending June 30, 2007
Minimum Contribution: $ 0

Recommended Maximum Contribution: $ 2052351

Summary of Valuation Results:

-

Participants

Active

Terminated vested
Retirees in pay status
Total

Normal Cost

Dollar amount

Covered payroll

As a percentage of payroll

Minimum Contribution

Dollar amount
As a percentage of payroll

Assets

Market Value
Actuarial Value

Net rate of return on market value
Net rate of return on actuarial value

|\
>
>
[=p

1,614

797
610
3,021

§ 1,900,325
63,561,412
3.0%

0%

$102,323,479
97,717,152
11.7%

6.9%

2005

1,487

824
_362
2,873

$ 1,876,993
58,851,238
3.2%

0%

$ 94,892,973
94,773,936
10.1%

3.0%
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Plan Assets as of July 1, 2006
Bank of America $ 102,323,479

Total Value of Plan Assets: $ 102,323,479

Actuarial Value of Plan Assets

Total Market Value of Plan Assets $ 102,323,479
Plus: Receivable Contributions 0
Plus: Adjustmént to Actuarial Value (4,606,327)
Less: Benefits Payable 0
Less: Advance Contributions 0
Less: Interest on Advance Contributions N/A
Actuarial Value of Plan Assets $ 97,717,152
3




...................................................

Actuarial Present Value of Accumulated Plan Benefits

The actuarial present value of accumulated plan benefits is a measurement of plan liabilities
attributable to credited service and/or compensation as of a certain point in time. The information
provided below can be used to satisfy Statement of Financial Accounting Standards No. 35 (FAS 35).
It can also be used to gauge funding progress relative to plan assets.

The liability figures presented below are based upon actuarial assumptions which reflect the long term
nature of an ongoing plan. The present values shown do not represent the liabilities that would be
incurred to purchase annuity contracts or to pay single sums in the event of the termination of this
Plan. The cost to purchase annuity contracts is dependent upon insurance company rates. The cost
to pay single sums would necessitate a comparison with 30 year Treasury interest rates and will
generally be higher than the figures shown below.

The information in this section is based on the same actuarial assumptions as outlined in Section V
of this report except that no salary scale assumption has been applied.

Present Values as of July 1, 2006

Number Total
of Vested Non-Vested Present

Lives Benefits Benefits Value
Active Lives: 1614 $34,574,991 $ 1,563,674 $ 36,138,665
Vested Terminations/Inactives: 797 8,935,681 0 8,935,681
Disabled Lives: 0 0 0 0
Retired Lives: 610 31,026,031 0 31,026,031
Other Lives: 0 0 0 0
Totals: 3,021 $ 74,536,703 $ 1,563,674 $ 76,100,377

4




Statement of Change in Accumulated Plan Benefits

Actuarial present value of accumulated plan benefits
as of the prior valuation date $ 71,820,978

Increase (decrease) during the year attributable to:

Plan amendment $ 0
Change in actuarial assumptions (2,272,002)
Benefits accumulated 4,612,859
Increase for interest due to the decrease
in the discount period 5,419,978
Benefits paid (3,481,436)
Net increase (decrease): $ 4279399
Actuarial present value of accumulated plan benefits
as of the current valuation date $ 76,100,377
5




lll. SUMMARY OF PLAN PROVISIONS

Plan Effective Date: July 1, 1965

Eligibility Requirements: Age: None
Service: One Year

Year of Service: 12-consecutive-month computation period commencing on the
employee's date of hire in which an employee is credited with 1,000
or more hours of service.

Year of Service
for Benefit Accrual: Service shall equal total plan years of service with the Employer.
Prior to July 1, 2001, a year of service was credited for each plan
year in which an employee was an active participant in the plan and
was paid for at least 1,000 hours. On July 1, 2001 the plan was
amended to use elapsed time to determine service through July 1,
2001. Thereafter, the 1,000 hour rule will continue to be used.

Plan Entry Date: An eligible employee will enter the plan on the first of the month
foliowing completion of the eligibility requirements.

Normal Retirement Date: The first day of the month coincident with or next following the later
of age 65 or the fifth anniversary of the participant's participation.

Compensation: "Annual Earnings" means the basic rate of compensation, excluding
bonus payments, call time, overtime and any irregular payments. In no
event shall compensation for any year exceed the IRC limit on annual
compensation includable in a defined benefit plan ($220,000 for 2006).

Average Compensation: The average of the five highest consecutive Annual Earnings during the
ten years immediately preceding employee's termination of
employment.

Normal Retirement Benefit: The amount of annual normal retirement benefit to be paid in monthly
installments for life, based on credited service to normal retirement
date, is:

1. Fifty percent of Final Average Earnings, less

2. Fifty percent of the Social Security Benefit




Case 1:18-cv-00328-WES-LDA Document 54-4 Filed 09/17/18 Page 10 of 17 PagelD #: 795

The above difference shail be multiplied by the ratio of the participant's
credited service not in excess of 30 years over 30 years.

The annual retirement benefit can not be less than $48.00 multiplied
by years of credited service, to a maximum of 30 years.

If an employee was a member on June 30, 1977, his benefit should
not be less than the sum of (a) and (b) below:

(a) Future Service Benefit: 0.75% of Annual Earnings up to $4,800
plus 1.5% of Annual Earnings in excess of $4,800, for each year of
future service.

(b) Past Service Benefit: 0.75% of Annual Earnings for each year
of past service.

Normal Form of Benefit: Life annuity

Accrued Benefit: The accrued benefit at any time prior to a participant's normal
retirement date shall be the projected normal retirement benefit based
on credited service projected to normal retirement and Final Average
Earnings as of the accrual date multiplied by a fraction. The
numerator of this fraction is the number of years credited service on
the accrual date and the denominator is the projected number of
years of credited service at the later of age 60 or 30 years of service,
but no later than normal retirement date. This fraction cannot
exceed one. The plan was amended as of July 1, 2001 to change age
65 to age 60, for this purpose.

Early Retirement Benefit :  Upon the completion of five years of continuous service and the
attainment of age fifty-five, a participant may elect to retire. He
may receive a monthly benefit for life beginning at his early
retirement date equal to the benefit accrued at normal retirement date
reduced by the following:

e First 60 months between early and normal retirement dates:
5/9% each month.

e Additional months prior to normal retirement date: 5/18% each
month.

e If the participant has accumulated eighty-five points, computed
as the sum of age and continuous service at termination (years
and complete months), and has attained the age of fifty-five he
may receive an unreduced monthly benefit for life beginning at




sl

this early retirement date equal to his benefit accrued at
termination.

Late Retirement Benefit: A participant may continue in the employment of the Employer after
his normal retirement date. In such event he will recetve at actual
retirement his accrued benefit calculated using service as of his
actual retirement date.

Death Benefit: In the event of the death of an active married participant who
completed five years of service whose benefit payments have not
commenced, it will be assumed that the participant had separated
from service on the date of death, survived to the earliest retirement
age, began receiving a joint and one-half survivor benefit based on
the participant's vested accrued benefit, and died on the day after the
earliest retirement date.

A spouse may elect a life annuity, a lump sum, or a reduced benefit
payable anytime from when the participant would have reached age

fifty-five.
Vesting: Based on Years of Vesting Service, subject to the following schedule
Years of Service Vested Percentage
Less than 5 years 0%
5 Years or more 100%

Notwithstanding the above vesting schedule, a participant will become
100% vested upon reaching Normal Retirement Date.
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IV. ACTUARIAL METHODS

Actuarial Cost Method

The ultimate cost of a pension plan cannot be determined until the last participant is paid and all
obligations are discharged. An Actuarial Cost Method, rather than determining the cost of a pension
plan, assigns the cost to a period of time. The Employee Retirement Income Security Act of 1974
(ERISA) specifies several acceptable cost methods. IRS regulations allow some variations.

Costs have been computed in accordance with the Accrued Benefit (Unit Credit) method, as described
below.

The Normal Cost is the sum of individual normal costs for each participant who has not reached the
assumed retirement age. The normal cost for a participant is determined as the actuarial present value
of the projected benefit allocated to the current plan year.

In addition, there is a second cost component in which the payment, in the first plan year, is
determined as an amortization of the unfunded accrued liability. The accrued liability is defined as
the actuarial present value of the portion of the projected benefit that is allocated to prior plan years.
This calculation is done for each participant, and then summed to get a total accrued liability. The
unfunded accrued liability is the difference between the total accrued liability and the actuarial value
of plan assets.

Under the Accrued Benefit (Unit Credit) Method, any change in the accrued liability resulting from
experience gains or losses is calculated each plan year and separately amortized in accordance with
minimum funding rules. In addition, changes in plan provisions or actuarial assumptions that result
in an increase or decrease in the accrued liability will be separately amortized.

The method is the same method described in Section 3.01 of Internal Revenue Procedure 2000-40.

Asset Valuation Method
The actuarial value of the plan assets used in determining plan costs is equal to the "five-year"
smoothing of gains and losses method. Under this method, asset gains and losses are recognized at the

rate of 20% per year. As a result, the impact of appreciation or depreciation on valuation assets is
smoothed.

Changes In Actuarial Methods

No changes in actuarial methods have occurred since the prior plan year.




V. ACTUARIAL ASSUMPTIONS

Assumptions Used For The Current Plan Year

Actuarial assumptions are estimates as to the occurrence of future events affecting the costs of the plan
such as mortality rates, withdrawal rates, changes in compensation level, retirement ages, rates of
investment earnings, expenses, etc. The assumptions have been chosen to anticipate the long-range
experience of the plan. The enrolled actuary will certify to the reasonableness of these assumptions,
as required by ERISA.

Pre-Retirement Investment Return: 8.00% per annum

Post-Retirement Investment Return:  8.00% per annum
Pre-Retirement Mortality: RP-2000 (Male/Female)
Post-Retirement Mortality: RP-2000 (Male/Female)

Withdrawal Rate:  Select and ultimate rates of withdrawal are as follows:

Mortality Termination
Age Male Female Male Female

25 0.000366  0.000207 0.066 0.099
30 0.000444  0.000264 0.050 0.077
35 0.000773  0.000475 0.034 0.054
40 0.001079  0.000706 0.018 0.032
45 0.001508 0.001124 0.012 0021
50 0.002138 0.001676 0.006 0.011
55 0.003624  0.002717 0.000 0.000
In addition to the above rates, the following rates based

on service are added to the termination rates for
participants with 10 or fewer years of service:

Termination
Service Rate
1 10%
2 9%
3 8%
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Disability Rate: None

Salary Scale:  4.00% per annum

Taxable Wage
Base: 4.00% per annum

Consumer Price Index: 3.00% per annum

Expenses: None

Assumed Retirement Age: Beginning at age fifty-five, the following rates are assumed:

Probability
Age of Retirement
55 2.0%
55-59 0.8%
60-61 3.0%
62 15.0%
63 7.5%
64 10.0%
65 75.0%
66 80.0%
67 91.0%
68 100.0%

Marital Status:  100% participants assumed to be married; wives are
assumed to be three years younger than their
husbands.

Recommended Funding Level: The recommended contribution is based on the Plan’s
Normal Cost plus an amortization of the Plan’s
unfunded liability. If the plan is projected to have no
unfunded liability at the end of the Plan Year then no
contribution is recommended. While the Plan is a
church plan, and is not subject to the funding
requirements of ERISA, the current funding policy
follows the ERISA quidelines without regard to the
current liability calculations.
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APPENDIX A Development of Normal Cost

The Normal Cost is the portion of plan benefit costs which 1s allocated to the current plan year by the
Actuarial Cost Method being used. The following represents the development of the Normal Cost
under the chosen Actuarial Cost Method, unless the method determines the normal cost on an
individual participant basis. -

1. Present Value of Benefits $ N/A
2. Actuanal Value of Assets N/A
3. Unamortized Balance of Amortization Bases

(412)/ Unfunded Liability (404) N/A
4. Funding Standard Account Credit Balance

(412)/ Prior year's carry forward (404) N/A
5. Accumulated Reconciliation Account (412) N/A

6.  Present Value of Future Normal Cost

[(1)-2)-3G)+#) (3] N/A
7. Present Value of Future Compensation N/A
8. Current Compensation N/A
9. Normal Cost {(6)/(7) x (8)] 1,900,325
10.  Expense Load / Term Cost 0
11. Total Normal Cost [(9) + (10)] h 1,900,325
12
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APPENDIX B Development of Contributions

1. Minimum Contribution July 1, 2006 July 1, 2005
a. Normal Cost $ 1,900,325 § 1,876,993
b.  Amortization Charges 0 0
c. Amortization Credits 0 0
d. Interest 152,026 145,467
e. Subtotal 2,052,351 2,022,460

f  Actuarial funding level

i. Accrued liability 92,839,687 89,429,128
ii. Normal cost 1,900,325 1,876,993
ii. Lesser of Market Value and
Actuarial Value of Assets 97,717,152 94,773,936
iv. Projected end of year funding level (3,215,311) (3,736,571)
g Minimum Contribution 0 0

2. Maximum Recommended Contribution

a. Normal Cost 1,900,325 1,876,993
b. 10 Year Amortization of Unfunded Actuarial Liability 0 0
c. Interest 152,026 145,467
d. Subtotal 2,052,351 2,022,460
e. Maximum Recommended Contribution
(maximum of (2d) and (1g), not less than 0) 2,052,351 2,022,460
13

— i ’ - . -




Case 1:18-cv-00328-WES-LDA Document 54-4 Filed 09/17/18 Page 17 of 17 PagelD #: 802

APPENDIX C Development of Actuarial Value of Assets

Development of Actnarial Value of Assets

1. Actuarial value as of July 1, 2005* $ 95,455,955
2. Market value as of July 1, 2005 94 892,973
3. Employer contribution during the year : 0
4. Benefit payments from July 1, 2005 through June 30, 2006 3,481,436
5. Expected interest at 7.75% through June 30, 2006

a. On (1) 7,397,837

b. On(3) 0

c. On (4) 146,148

d. Net expected interest [(a) + (b) - (c)] 7,251,689
6. Expected market value as of June 30, 2006

[(2)+(3)-(4)+ (5d) 08,663,226
7. Actual market value as of June 30, 2006 102,323,479
8 Market value gain {loss) from July 1, 2005 to June 30, 2006 [(7) - (6)] 3,660,253

9. Recognition of actuarial value gain (loss) amounts

Amount to
Plan Year Original June 30, 2006 Recognize on
Ending Gain (Loss) Balance July 1, 2006
a. June 30, 2002 $ (12,078,648) (2,415,730) $ (2,415,730)
b. June 30, 2003 (5,071,056) (2,028,422) (1,014,211)
¢. June 30, 2004 4,370,826 2,622,496 874,165
d. June 30, 2005%* 1,573,342 1,258,674 314,669
e. June 30, 2006 3,660,253 3,660,253 732,051
f Total: $ (1,509,056)

10. Actuarial value as of July 1, 2006 [(1) + (3) - (4) + (5d) + (5f): $ 97,717,152
11. Actuarial value as a percentage of market value 95.50%

* Revised to reflect reconciliation for last year
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EXHIBIT 4
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. INTRODUCTION

This report presents the results of the actuarial valuation as of July 1, 2007 of the St. Joseph Health
Services of Rhode Island Retirement Plan. The report is prepared for the plan year beginning
July 1, 2007 and ending June 30, 2008. The purpose of the report is to:

Illustrate the current actuarial position of the plan.
Provide a summary of participant census and benefit detail.

Present information which will assist the plan sponsor in determining the appropriate
contribution for the plan year.

Qutline the actuarial assumptions and methods used.

Summarize the results of our review of compliance with appropriate non-discrimination
and/or top heavy requirements.

This valuation takes into consideration a substantial asset gain realized during the period from July [,
2006 to June 30, 2007. Given that smoothing asset method is being used, this gain is being amortized
over five years. Continued use of the "five-year" smoothing of gains and losses will spread gains and
losses and prevent the plan from experiencing drastic market fluctuations. Also, this valuation reflects
the notification from the client about their intent to contribute $1,500,000 to the Plan by
September 30, 2008, which was paid on September 29, 2008.

This valuation was prepared on the basis of information submitted to The Angell Pension Group, Inc.
in the form of payroll and asset data, as well as ancillary material pertaining to the plan and the plan
sponsor, and was prepared in accordance with current federal statutes and regulations, and consistent
with current actuarial standards of practice. We have not independently verified, nor do we make any
representations as to, the accuracy of such information.

[ meet the qualification Standard of American Academy of Actuaries based upon my educating

experience and continuing education.
Savedor 252007

David P. Ward, ASA, EA, MAAA, MSPPA, FCA Date
Director of Actuarial Services, and
Consulting Actuary

Hr.seer V&W

Albert V. Krayter
Manager, Defined Benefit Department
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. VALUATION RESULTS

Contributions for Plan Year Ending June 30, 2008

Minimum Contribution: $ 0

Recommended Maximum Contribution: $ 2,151,319

Summary of Valuation Results:

. Participants
200 2006
Active 1,503 1,614
Terminated vested 833 797
Retirees in pay status 652 610
Other 58 0
Total 3,046 3,021
. Normal Cost
Dollar amount $ 1,991,962 $ 1900325
Covered payroll 64,645,380 63,561,412
As a percentage of payroll 3.1% 3.0%
. Minimum Contribution
Dollar amount $ 0 $ 0
As a percentage of payroll 0% 0%
. Assets
Market Value (including $1,500,000) $116,218,822 $102,323,479
Actuarial Value (including $1,500,000) 105,088,736 97,717,152
Net rate of return on market value 16.8% 11.7%
Net rate: of return on actuarial value 10.8% 6.9%
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Plan Assets as of July 1, 2007
Bank of America $ 114,718,822

Total Value of Plan Assets: $ 114,718,822

Actuarial Value of Plan Assets

Total Market Value of Plan Assets $ 114,718,822
Plus: Recetvable Contributions 1,500,000
Plus: Adjustment to Actuarial Value (11,130,086)
Less: Benefits Payable 0
Less: Advance Contributions 0
Less: Interest on Advance Contributions N/A
Actuarial Value of Plan Assets $ 105,088,736
3
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Actuarial Present Value of Accumulated Plan Benefits

The actuarial present value of accumulated plan benefits is a measurement of plan liabilities
attributable to credited service and/or compensation as of a certain point in time. The information
provided below can be used to satisfy Statement of Financial Accounting Standards No. 35 (FAS 35).
It can also be used to gauge funding progress relative to plan assets.

The liability figures presented below are based upon actuarial assumptions which reflect the long term
nature of an ongoing plan. The present values shown do not represent the liabilities that would be
incurred to purchase annuity contracts or to pay single sums in the event of the termination of this
Plan. The cost to purchase annuity contracts is dependent upon insurance company rates. The cost
to pay single sums would necessitate a comparison with 30 year Treasury interest rates and will
generally be higher than the figures shown below.

The information in this section is based on the same actuarial assumptions as outlined in Section V
of this report except that no salary scale assumption has been applied.

Present Values as of July 1, 2007

Number Total
of Vested Non-Vested Present

Lives Benefits Benefits Value
Active Lives: 1,503 $ 34,625,493 $ 1,613,610 $ 36,239,103
Vested Terminations/Inactives: 833 10,890,179 0 10,890,179
Disabled Lives: 0 0 0 0
Retired Lives: 652 35,100,217 0 35,100,217
Other Lives: 58 0 183,893 183,893
Totals: 3,046 $ 80,615.889 $ 1,797,503 $ 82,413,392

4




Case 1:18-cv-00328-WES-LDA Document 54-5 Filed 09/17/18 Page 8 of 17 PagelD #: 810

Statement of Change in Accumulated Plan Benefits

Actuarial present value of accumulated plan benefits
as of the prior valuation date $ 76,100,377

Increase (decrease) during the year attributable to:

Plan amendment $ 0

Change in actuarial assumptions 0

Benefits accumulated 4,935,054

Increase for interest due to the decrease

in the discount period 5,892,404

Benefits paid (4,514,443)
Net increase {decrease): $ 6,313,018

Actuarial present value of accumulated plan benefits
as of the current valuation date $ 82,413,392
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. SUMMARY OF PLAN PROVISIONS

Plan Iffective Date: July 1, 1965

Fligibility Requirements. Age: None
Service: One Year

Year of Service: [2-consecutive-month computation period commencing on the
employee's date of hire in which an employee is credited witly 1,000
or more hours of service.

Year of Service
for Benefit Accrual. Service shall equal total plan years of service with the Employer.
Prior to July 1, 2001, a year of service was credited for cach plan
year in which an employee was an active participant in the plan and
was paid for at feast 1,000 hours. On July 1, 2001 the plan was
amended to use efapsed time to determme service through July 1,
2001, Thereafter, the 1,000 hour rule will continue to be used.

Plan Ity Date. An eligible employee will enter the plan on the first of the month
following completion of the eligibility requirements.

Normal Retirement Date: The first day of the month coincident with or next following the later
of age 65 or the fifth anniversary of the participant's participation

Compensaltion: "Annual Earnings” means the basic rate of compensation, excluding
bonus payments, call time, overtime and any irregular payments. Inno
event shall compensation {or any year exceed the IRC limit on annual
compensation includable in a defined benefit plan ($225,000 for 2007)

Average Compensation: The average of the five highest consecutive Annual Earnings during the
ten years immediately preceding  employee's  termination  of
cmployment.

Normal Retirement Berefit: The amount of annual normal retirement benefit (o be paid in monthly
mstallments for life, based on credited service to normal retirement
date, is:

I Fifty percent of Final Average Earnings, less

2. Fifty percent of the Soctal Sccurity Benefit
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The above difterence shall be multiplied by the ratio of the participant's
credited service not inexcess of 30 years over 30 vears

The annual retirement benefit can not be less than $48 .00 multipticd
by years of credited service, to a maximum of 30 years,

If an employee was a member on June 30, 1977, his benefit should
not be less than the sum of {a) and (b) below:

(a) T'uture Service Benefit: 0.75% of Annual Earnings up to $4,800
plus 1.5% of Annual Larnings in excess of $4.800, for cach year of
future service.

(by Past Service Benefit: 0.75% of Annual Earnings for cach year
of past service.

Normal Form of Benefit: L.ifc annuity

Accrued Benefii: The accrued benefit at any time prior to a participant's norml
retirement date shall be the projected normal retirement benefit based
on credited service projected to normal retirement and Final Average
Larnings as of the accrual date muluplied by a fraction.  The
numerator of this fraction is the number of years credited service on
the accrual date and the denominator is the projected number of
years of credited service at the Tater of age 60 or 30 years of service,
but no later than normal retirement date. This fraction cannot
exceed one. The plan was amended as of July 1, 2001 to change age
05 fo age 60, for this purposc.

Farly Retirement Beneftt - Upon the completion of five years of continuous service and the
attainment of age fifty-five, a participant may clect to retire. fle
may receive a monthly benefit for life beginning at his carly
retirement date equal to the benetit accrued at normal retirement date
reduced by the following:

o First 60 months between carly and normal retirement dates:
5/9% cach month.

e Additional months prior to normal retirement date: 5/18 % cach
month,

e i the participant has accumulated eighty-tive points, computed
as the sum of age and continuous service at termination (years and
complete months), and has attained the age of fifty-tive he may
receive an unreduced monthly benefit for life beginning at this
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carly retirement date cqual to his benefit accrued at termination.

Lare Retirement Benefit: A participant may continue in the employment of the Employer after
his normal retirement date. In such event he will receive at actual
retirement his accrued benefit calculated using service as of his
actual retirement date.

Death Benefit: In the event of the death of an active married participant who
completed five years of service whose benefit payments have not
commenced, 1t will be assumed that the participant had separated
from service on the date of death, survived to the earliest retirement
age, began receiving a joint and one-half survivor benefit based on
the participant's vested accrued benefit, and died on the day after the
earliest retirement date.

A spouse may clect a life annuity, a lump sum, or a reduced henefit
payable anytime from when the participant would have reached age
fifty-five.

Vesting: Based on Years of Vesting Service, subject to the following schedule
Years of Service Vested Percentage
[.ess than 5 years 0%
5 Years or more 100%

Notwithstanding the above vesting schedule, a participant will become
100% vested upon reaching Normal Retirement Date.
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IV. ACTUARIAL METHODS

Actuarial Cost Method

The ultimate cost of a pension plan cannot be determined until the last participant is paid and all
obligations are discharged. An Actuarial Cost Method, rather than determining the cost of a pension
plan, assigns the cost to a period of time. The Employee Retirement Income Security Act of 1974
(ERISA) specifies several acceptable cost methods. IRS regulations allow some variations.

Costs have been computed in accordance with the Accrued Benefit (Unit Credit) method, as described
below.

The Normal Cost is the sum of individual normal costs for each participant who has not reached the
assumed retirement age The normal cost for a participant is determined as the actuarial present value
of the projected benefit allocated to the current plan year.

In addition, there is a second cost component in which the payment, in the first plan year, is
determined as an amortization of the unfunded accrued liability. The accrued liability is defined as
the actuarial present value of the portion of the projected benefit that is allocated to prior plan years.
This calculation is done for each participant, and then summed to get a total accrued liability. The
unfunded accrued liability is the difference between the total accrued liability and the actuarial value
of plan assets.

Under the Accrued Benefit (Unit Credit) Method, any change in the accrued liability resulting from
experience gains or losses is calculated each plan year and separately amortized in accordance with

minimum funding rules. In addition, changes in plan provisions or actuarial assumptions that result
in an increase or decrease in the accrued liability will be separately amortized.

The method is the same method described in Section 3.01 of Internal Revenue Procedure 2000-40.

Asset Valuation Method
The actuarial value of the plan assets used in determining plan costs is equal to the "five-year"
smoothing of gains and losses method. Under this method, asset gains and losses are recognized at the

rate of 20% per year. As a result, the impact of appreciation or depreciation on valuation assets is
smoothed.

Changes In Actuarial Methods

No changes in actuarial methods have occurred since the prior plan year.
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V. ACTUARIAL ASSUMPTIONS

Assumptions Used For The Current Plan Year

Actuarial assumptions are estimates as to the occurrence of future events affecting the costs of the plan
such as mortality rates, withdrawal rates, changes in compensation level, retirement ages, rates of
investment earnings, expenses, etc. The assumptions have been chosen to anticipate the long-range
experience of the plan. The enrolled actuary will certify to the reasonableness of these assumptions,
as required by ERISA.

Pre-Retirement Investment Return: 8.00% per annum

Post-Retirement Investment Return:  8.00% per annum
Pre-Retirement Mortality: RP-2000 (Male/Female)
Post-Retirement Mortality: RP-2000 (Male/Female)

Withdrawal Rate: Select and ultimate rates of withdrawal are as follows:

Mortality Termination
Age Male Female Male Female

25 0.000366  0.000207 0.066 0.099
30 0.000444  0.000264 0.050 0.077
35 0.000773  0.000475 0.034 0.054
40 0.001079  0.000706 0.018 0.032
45 0.001508 0.001124 0.012 0.021
50 0.002138  0.001676 0.006 0.011
55 0003624 0.002717 0.000 0.000
In addition to the above rates, the following rates based

on service are added to the termination rates for
participants with 10 or fewer years of service:

Termination
Service Rate
1 10%
2 9%
3 8%

10
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Disability Rate: None

Salary Scale: 4 .00% per annum

laxable Wage
Base: 4.00% per annum

Consumer Price Index: 3.00% per annum

Lxpenses: None

Assumed Retirement Age:  Beginning at age fifty-five, the following rates are assumed:

Probability
Age of Retirement
55 2.0%
55-59 0.8%
60-61 3.0%
62 15.0%
63 7.5%
64 10.0%
65 75.0%
66 80.0%
67 91.0%
68 100.0%

Marital Status:  100% participants assumed to be married; wives are
assumed to be three years younger than their husbands.

Recommended Funding Level: The recommended contribution is based on the Plan’s
Normal Cost plus an amortization of the Plan’s
unfunded liability. If the plan is projected to have no
unfunded liability at the end of the Plan Year then no
contribution is recommended. While the Plan is a
church plan, and is not subject to the funding
requirements of ERISA, the current funding policy
follows the ERISA quidelines without regard to the
current liability calculations.

11
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APPENDIX A Development of Normal Cost

The Normal Cost is the portion of plan benefit costs which is allocated to the current plan year by the
Actuarial Cost Method being used. The following represents the development of the Normal Cost
under the chosen Actuarial Cost Method, unless the method determines the normal cost on an
individual participant basis.

1. Present Value of Benefits $ N/A

2. Actuarial Value of Assets N/A

3.  Unamortized Balance of Amortization Bases

(412)/ Unfunded Liability (404) N/A
4. Funding Standard Account Credit Balance

(412)/ Prior year's carry forward (404) N/A
5. Accumulated Reconciliation Account (412) N/A

6. Present Value of Future Normal Cost

(D)-2)-3)+ (A +(5)] N/A
7. Present Value of Future Compensation N/A
8.  Current Compensation N/A
9. Normal Cost [(6)/ (7) x (8)] 1,991,962
10. Expense Load / Term Cost 0
11. Total Normal Cost [(9) + (10)] 3 1,991,962
12
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APPENDIX B Development of Contributions

1. Minimum Contribution July 1, 2007 July 1, 2006
a. Normal Cost $ 1,991,962 $ 1,900,325
b.  Amortization Charges 0 0
¢. Amortization Credits 0 0
d. Interest 159,357 152,026
e.  Subtotal 2,151,319 2,052,351

f. Actuarial funding level
1. Accrued hability 98,931,457 92,839,687

ii. Normal cost 1,991,962 1,900,325

iti. Lesser of Market Value and

Actuarial Value of Assets 105,088,736 97,717,152
iv. Projected end of year funding level (4,165,317) (3,215,311)
g.  Minimum Contribution 0 0

2. Maximum Recommended Contribution

a. Normal Cost 1,991,962 1,900,325
b. 10 Year Amortization of Unfunded Actuarial Liability 0 0
¢. Interest 159,357 152,026
d. Subtotal 2,151,319 2,052,351
e. Maximum Recommended Contribution
(maximum of (2d) and (1g), not less than 0) 2,151,319 2,052,351
13
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APPENDIX C Development of Actuarial Value of Assets

Development of Actuarial Value of Assets

1. Actuarial value as of July 1, 2006 $ 97,717,152
2. Market value as of July 1, 2006 102,323,479
3. Employer contribution during the year 0
4. Benefit payments from July 1, 2006 through June 30, 2007 4,514,443
5. Expected interest at 8.00% through June 30, 2007

a On(1) 7,817,372

b. On(3) 0

c. On(4) 195,626

d. Net expected interest [(a) + (b) - (¢)] 7,621,746
6. Expected market value as of June 30, 2007

[(2) + (3) - (4) + (5d) 105,430,782
7. Actual market value as of June 30, 2007 114,718,822
8 Market value gain (loss) from July 1, 2006 to June 30, 2007 [(7) - (6)] 9,288,040

9. Recognition of actuarial value gain (loss) amounts

. Amount to

Plan Year Original June 30, 2007 Recognize on
Ending Gain (1.0ss) Balance July 1, 2007

a.  June 30, 2003 $  (5,071,056) (1,014,211) $  (1,014.211)
b, June 30, 2004 4,370,826 1,748,331 874,165
¢ June 30, 2005 1,573,342 944 006 314,668
d. June 30, 2006 3,660,253 2,928,202 732,051
e. June 30, 2007 9,288,040 9,288,040 1,857,608
f Total: $ 2,764,281

10.  Actuarial value as of July 1, 2007 [(1) + (3) - (4) + (5d) + (91): $ 103,588,736

11. Actuaria! value as a percentage of market value 90.30%
12. Employer Contribution Receivabie $ 1,500,000

13, Actuarial value as of July 1, 2007 including

Employer Contribution Receivable $ 105,088,736

14
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I. INTRODUCTION

This report presents the results of the actuarial valuation as of July 1, 2009 of the St. Joseph Health
Services of Rhode Island Retirement Plan. The report is prepared for the plan year beginning
July 1, 2009 and ending June 30,2010 The purpose of the report 1s to

. [Mlustrate the current actuarial position of the plan.

. Provide a summary of participant census and benefit detail

. Present information which will assist the plan sponsor in detcrmining the appropriate
contribution for the plan year

. Outline the actuarial assumptions and methods used.

. Summarize the results of our review of comphance with approprate non-discrimination

and/or top heavy requirements.

This valuation takes into consideration a substantial asset loss realized during the period from July 1,
2008 to June 30, 2009  Given that smoothing asset method 1s being used, this loss 1s being
amortized over five years. Continued use of the "five-year" smoothing of gains and losses will
spread gamns and losses and prevent the plan from experiencing the full impact of recent market
fluctuations. It 1s our understanding that there will be no contributions deposited to the plan for the
plan year ending June 30, 2009

This valuation was prepared on the basis of information submitted to The Angell Pension Group,
Inc mn the form of payroll and asset data, as well as ancillary matenal pertaining to the plan and the
plan sponsor, and was prepared n accordance with current federal statutes and regulations, and
consistent with current actuanal standards of practice. We have not mdependently verified, nor do
we make any representations as to, the accuracy of such mformation.

A limitation was added to the smoothing method in determining the actuarial value of plan asscts
so that the value 1s no less than 80% nor greater than 120% of the fair market value of plan assets
This limitation continues to allow smoothing but restricts 1ts impact so that the actuarial value of
assets remains reasorably close to the fair market value

I meet the qualification Standard of the American Academy of’ Actuaries to render the actuarial
opmions included in this report, based upon my education, experience and continuing education.

ol it D) Receler 372009

David P Ward, ASA, EA, MAAA, MSPPA, FCA  Date
Director of Actuarial Services, and
Consulting Actuary

A pees ////Mjé"ﬂ

Albert V Krayter
Manager, Defined Benefit Department
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. VALUATION RESULTS

Contributions for Plan Year Ending June 30, 2010

Mmimum Contribution: $1,444,178
Recommended Maximum Contribution, $1,624,311
Contribution to reach 100% funding level projected
to the end of the plan year- $21,314,085
Summary of Valuation Results:
. Participants
2009
Active 1,252
Terminated vested 856
Retirees i pay status 759
Other (including per diem employees) 147
Total 3,014
Norma! Cost
Dollar amount $ 1,091,106
Covered payroll 57,474,582
As a percentage of payroll 19%
Minimum Contribution
Dollar amount $ 1,444,178
As a percentage of payroll 2.5%
Assets
Market Value $ 78,260,116
Actuanal Value 93,912,139
Net rate of return on market value (-20 8%)
Net rate of return on actuarial value (-9 6%)

Ll
=
=
=%}

l

1,395
864
713

g1

3,053

$ 1,961,151
63,654,607
3 1%

0%

$104,417,252
109,144,403
(-7 4%)

7 1%
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Plan Assets as of July 1, 2009
Bank of America $ 78,260,116

Total Value of Plan Assets: $ 78,260,110

Actuarial Value of Plan Assets

Total Market Value of Plan Assets $ 78,260,116
Plus. Recervable Contributions 0
Plus. Adjustment to Actuarial Value 15,652,023
Less: Benefits Payable 0
Less Advance Contributions } 0
Less Interest on Advance Contributions N/A
Actuarial Value of Plan Assets $ 93,912,139
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Actuarial Present Value of Accumulated Plan Benefits

The actuarial present value of accumulated plan benefits 1s a measurement of plan lhabilitics
attributable to credited service and/or compensation as of a certain point in time. The information
provided below can be used to satisfy Statement of Financial Accounting Standards No 35
(FAS 35). It can also he used to gauge funding progress relative to plan assets.

The liability figures presented below are based upon actuarial assumptions which reflect the long
term nature of an ongong plan. The present valucs shown do not represent the habilities that would
be incurred to purchase annuity contracts or to pay single sums in the event of the termination of this
Plan. The cost to purchase annuity contracts 1s dependent upon insurance company rates. The cost
to pay single sums would necessitate a comparison with 30 ycar Treasury interest rates, or other IRS
designated bond rates, and will generally be higher than the figures shown below

The information mn this section is based on the same actuarial assumptions as outlined n Section V
of this report except that no salary scale assumption has been applied.

Present Values as of July 1, 2009

Number Total
of Vested Non-Vested Present

Lives Benefits Benefits Value
Active Lives 1,252 $ 35,521,597 $ 1,837,825 $ 37,359,422
Vested Terminations/Inactives 856 11,581,136 0 11,581,136
Disabled Lives: 0 0 0 0
Retired Lives 759 44,027,875 0 44,027,875
Other (incl. per diem employees) 147 1,802,337 0 1,802,337
Totals: 3,014 $92,932,945 $ 1,837,825 $ 94,770,770
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Statement of Change in Accumulated Plan Benefits

Actuarial present value of accumulated plan benefits
as of the prior valuation date $ 88,272,495

Increase (decrease) during the year attributable to.

Plan amendment $ 0

Change in actuarial assumptions 0

Benefits accumulated 4,611,649

Increase for interest due to the decrease

1n the discount period 6,846,856

Benefits paid (4,960,230)
Net increase (decrease). § 6,498275

Actuarial present value of accumulated plan benefits
as of the current valuation date $ 94,770,770
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llil. SUMMARY OF PLAN PROVISIONS

Plan Effective Date July 1, 1965

Eligibility Requiremenits Age. None
Service One Year
Exclusions Any Employees hired after October 1, 2007 will not be
able to participate in this Plan.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009

Year of Service 12-consecutive-month computation period commencing on the
employee's date of hire in which an employee is credited with 1,000
or more hours of service

Year of Service

Jfor Benefit Accrual Service shall equal total plan years of service with the Employer.
Prior to July 1, 2001, a year of service was credited for each plan year
in which an employee was an active participant in the plan and was
paid for at least 1,000 hours. On July 1, 2001 the plan was amended
to use elapsed time to determine service through July 1, 2001
Thereafter, the 1,000 hour rule will continue to be used.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009

Plan Entry Date An ehigible employee will enter the plan on the first of the month
following completion of the eligibility requirements.

Normal Retirement Date The first day of the month comcident with or next following the later
of age 65 or the fifth anmversary of the participant's participation.

Compensation. "Annual Earnings" means the basic rate of compensation, excluding
bonus payments, call tune, overtime and any irregular payments. Inno
event shall compensation for any year exceed the IRC limit on annual
compensation includable 1n a defined benefit plan ($245,000 for
2009).

Average Compensation. The average of the five highest consecutive Annual Earnings during
the ten years immediately preceding employee's termination of
employment.

Normal Retirement Benefit - The amount of annual normal retirement benefit to be pard in monthly
mstatlments for life, based on credited service to normal retirement
date, 1s.
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1. Fifty percent of Final Average Earnings, less
2. Fifty percent of the Social Security Benefit

The above difference shall be multiphed by the ratio of the
participant's credited service not in excess of 30 years over 30 years.

The annual retirement benefit can not be less than $48.00 multiplied
by years of credited service, to a maximum of 30 years.

If an employee was a member on June 30, 1977, his benefit should
not be less than the sum of (a) and (b) below-

(a) Future Service Benefit. 0 75% of Annual Earnings up to $4,800
plus 1.5% of Annual Earnings 1n excess of $4,800, for each year of
future service.

(b) Past Service Benefit: 0 75% of Annual Earnings for each year
of past service

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009

Normal Form of Benefit Life annuity

Accrued Benefit The accrued benefit at any time prior to a participant's normal
retirement date shall be the projected normal retirement benefit based
on credited service projected to normal retirement and Final Average
Earnings as of the accrual date muluplied by a fraction. The
numerator of this fraction 1s the number of years credited service on
the accrual date and the denominator 1s the projected number of years
of credited service at the later of age 60 or 30 years of service, but no
later than normal retirement date. This fraction cannot exceed one.
The plan was amended as of July 1, 2001 to change age 65 to age 60,
for this purpose.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009.

Early Retirement Benefit Upon the completion of five years of continuous service and the
attainment of age fifty-five, a participant may elect to retire. He may
recetve a monthly benefit for life beginning at his early retirement date
equal to the benefit accrued at normal retirement date reduced by the
following:
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« First 60 months between early and normal retirement dates  5/9%
each month.

« Additional months after first 60 months prior to normal retirement
date' 5/18% each month.

« If the participant has accumulated eighty-five points, (as of
September 30, 2009 for Non-Union Participants) computed as the
sum of age and continuous service at termination (years and
complete months), and has attained the age of fifty-five he may
receive an unreduced monthly benefit for life beginning at this early
retirement date equal to his benefit accrued at termination.

Late Retirement Benefit A participant may continue in the employment of the Employer after
his normal retirement date. In such event he will receive at actual
retirement his accrued benefit calculated using service as of his actual
retirement date.

Death Benefit In the event of the death of an active married participant who
completed five years of service whose benefit payments have not
commenced, it will be assumed that the participant had separated from
service on the date of death, survived to the earliest retirement age,
began receiving a joint and one-half survivor benefit based on the
participant's vested accrued benefit, and died on the day after the
earliest retirement date.

A spouse may elect a life annuity, a lump sum, or a reduced benefit
payable anytime from when the participant would have reached age

fifty-five
Vesting Based on Years of Vesting Service, subject to the following schedule
Years of Service Vested Percentage
Less than 5 years 0%
5 Years or more 100%

Notwithstanding the above vesting schedule, a participant will become
100% vested upon reaching Normal Retirement Date.
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V. ACTUARIAL METHODS

Actuarial Cost Method

The ultimate cost of a pension plan cannot be determined until the last participant 1s paid and all
obhgations are discharged. An Actuarial Cost Method, rather than determining the cost of a pension
plan, assigns the overall cost to a period of time. The Employee Retirement Income Security Act of
1974 (ERISA) specifies several acceptable cost methods. IRS regulations allow some variations
among these methods.

Costs have been computzd 1 accordance with the Accrued Benefit (Unit Credit) method, as described
below

The Normal Cost 15 the sum of mndividual normal costs for each participant who has not reached the
assumed retirement age. The normal cost for a participant is determined as the actuarial present value
of the projected benefit allocated to the current plan year

In addition, there is a second cost component in which the payment, m the first plan year, 1s
determined as an amortization of the unfunded accrued liability The accrued hability is defined as
the actuanal present value of the portion of the projected benefit that 1s allocated to prior plan years.
This calculation is done for each participant, and then summed to get a total accrued Liability The
unfunded accrued liability is the difference between the total accrued hability and the actuarial value
of plan assets.

Under the Accrued Benefit (Unit Credit) Method, any change m the accrued hiability resulting from
experience gains or losses 1s calculated each plan year and separately amortized m accordance with
mmnimum funding rules. In addition, changes in plan provisions or actuarial assumptions that result
in an increase or decrease 1n the accrued hability will be separately amortized.

The method 1s the same method deseribed in Section 3 01 of Internal Revenue Procedure 2000-40

Asset Valuation Method

The actuarial value of the plan assets used in determining plan costs 1s equal to the "five-year”
smoothig of gains and losses method. Under this method, asset gains and losses are recognized at
the rate of 20% per year As a result, the impact of appreciation or depreciation on valuation assets
1s smoothed. The resulting value 1s limited to be no less than 80% nor greater than 120% of the fair
market value of plan assets. Even when the limitation applies the underlying “five-year” smoothing
method will be maintained.

Changes In Actuarial Methods

No changes in actuarial methods have occurred since the prior plan year
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V. ACTUARIAL ASSUMPTIONS

Assumptions Used For The Current Plan Year

Actuarial assumptions are estimates as to the occurrence of future events affecting the costs of the
plan such as mortality rates, withdrawal rates, changes in compensation level, retirement ages, rates
of investment earnings, expenses, etc. The assumptions have been chosen to anticipate the long-term
experience of the plan. The enrolled actuary will certify to the reasonableness of these assumptions,
as required by ERISA.

Pre-Retirement Investment Return.  8.00% per annum
Post-Retirvement Investment Return.  8.00% per annum
Pre-Retirement Mortality ~ RP-2000 (Male/Female)
Post-Retirement Mortality  RP-2000 (Male/Female)
Withdrawal Rate.  Select and ultimate rates of withdrawal are as follows

Mortality Termination
Age Male Female Male Female

25 0000366  0.000207 0 066 0 099
30 0.000444 0000264 0050 0077
35 0000773 0.000475 0.034 0054
40 0 001079  0.000706 0018 0.032
45 0.001508 0001124 0012 0021
50 0002138 0001676 0 006 0011
55 0003624 0002717 0 000 0 000

In addition to the above rates, the following rates based
on service are added to the termination rates for
participants with 10 or fewer years of service.

Termination
Service Rate
1 10%
2 9%
3 8%
4 %
5 6%
6 5%
7 4%
8 3%
9 2%
10 1%

10
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V. ACTUARIAL ASSUMPTIONS (CONT’D)

Disability Rate. None

Salary Scale 4 00% per annum

Taxable Wage Base. 4 00% per annum
Consumer Price Index. 3 00% per annum

Expenses  None

Assumed Retirement Age. Beginning at age fifty-five, the following rates are

assumed.
Probability

Age of Retirement
55 2.0%

55-59 0.8%

60-61 3 0%
62 15 0%
63 7.5%
64 10 0%
65 75.0%
66 80 0%
67 91.0%
68 100.0%

Marital Status  100% participants assumed to be married, wives are
assumed to be three years younger than their husbands.

Recommended Funding Level — The recommended contribution is based on the Plan’s
Normal Cost plus an amortization of the Plan’s
unfunded hability If the plan 1s projected to have no
unfunded hability at the end of the Plan Year then no
contribution is recommended, if asset surplus is greater
than the Normal Cost. While the Plan 15 a church plan,
and 18 not subject to the funding requirements of
ERISA, the current funding policy foliows the ERISA
guidelines without regard to the current liability
calculations or Pension Protection Act of 2006
modifications.

11
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APPENDIX A Development of Normal Cost

The Normal Cost 1s the portion of plan benefit costs which 1s allocated to the current plan year by the
Actuarial Cost Method bemng used. The following represents the development of the Normal Cost
under the chosen Actuarial Cost Method, unless the method determines the normal cost on an
individual participant basis.

1 Present Value of Benefits $ N/A

2. Actuanal Value of Assets N/A

3 Unamortized Balance of Amortization Bases

(412)/ Unfunded Liability (404) N/A
4 Funding Standard Account Credit Balance

(412)/ Prior year's carry forward (404) N/A
5 Accumulated Reconciliation Account (412) N/A

6  Present Value of Future Normal Cost

[(1)-@) -3+ + ()] N/A

7. Present Value of Future Compensation N/A

8  Current Compensation N/A
9,  Normal Cost [(6) / (7) x (8)] 1,091,106
10 Expense Load / Term Cost 0
11. Total Normal Cost {(9) + (10)} $ 1,091,106

12
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APPENDIX B Development of Contributions

1. Minimum Contribution July 1, 2009 July 1, 2008

a.  Actuarial funding level

1 Accrued hiability 96,904,274 104,548,674

1. Actuarial Value of Assets 93,912,139 109,144,403

1it. Unfunded Actuarial Accrued Liability (UAAL)

((1.a.1.. - 1.a.ii.), max 0) 2,992,135 0
b. 30 Year Amortization of UAAL 246,096 0
¢.  Normal cost 1,091,106 1,961,151
d. Interest

(008x(lb +1¢c)) 106,976 156,892

e. Minimum Contribution
[(Ib.4+Tc.+1d)1flb >0)] 1,444,178 0

2. Maximum Recommended Contribution

a. Normal Cost 1,091,106 1,961,151
b 10 Year Amortization of UAAL 412,886 0
c. Interest

(0.08 x (2.a. - 2.b)) 120,319 156,892
d. Subtotal 1,624,311 2,118,043

e. Maximum Recommended Contribution
(greater of (2d) and (1e), not less than 0) 1,624,311 2,118,043

13
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3. Contribution to reach 100% funding level projected to the end of the plan year

July 1, 2009  July 1, 2008
a. Actuarial Funding Level

1. Lesser of Market Value and Actuarial Value
of Assets $ 78,260,116 $ 104,417,252

1. Projected beginning of year funding level
(1 ¢+ la.i. - 3.a.1.) 19,735,264 2,092,573

ili. Projected end of year funding level
(3.a.1.x 1.08) 21,314,085 2,259,925

b  Recommended contribution to reach
100% funding at the end of the plan year 21,314,085 2,259,925

14
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APPENDIX C Development of Actuarial Value of Assets

Development of Actuarial Value of Assets

1. Actuarial value as of July 1, 2008 (Without 80 - 120% limitations) § 107,644,403
2 Market value as of July 1, 2008 102,917,252
3. Employer contribution made on September 28, 2008 1,500,000
4.  Benefit payments from July 1, 2008 through June 30, 2009 4,960,230
5 Expected interest at 8.00% through June 30, 2009

a. On(1) 8,611,552

b. On (3) 90,000

¢ On(4) 214,943

d. Net expected nterest [(a) + (b) - (¢)] 8,486,609
6. Expected market value as of June 30, 2009

[(2)+(3)-(4) + (5d)] 107,943,631
7. Actual market value as of June 30, 2009 78,260,116
8 Market value gain (loss) from July 1, 2008 to June 30, 2009 [(7) - (6)] (29,683,515)

9 Recognition of actuarial value gain (loss) amounts

Amount to
Plan Year Original June 30, 2009 Recognize on
Ending Gain (Loss) Balance July 1. 2009
a. June 30, 2005 § 1,573,342 314,670 $ 314,670
b. June 30, 2006 3,660,253 1,464,100 732,051
c. June 30, 2007 9,288,040 5,572,824 1,857,608
d. June 30, 2008 (15,098,430) (12,078,744) (3,019,686)
e. June 30,2009 (29,683,515) (29,683,515) (5,936,703)
f. Total: $ (6,052,060)

10 Actuarial value as of July 1, 2009 [(1) + (3) - (4) + (5d) + (91)] § 106,618,722

11 Actuarial value as a percentage of market value 136.24%

12. Employer Contribution Recervable hY 0

13. Actuarial value as of July 1, 2009 including
Employer Contribution Receivable $ 106,618,722

14 Actuarial value as of July 1, 2009 including Employer
Contribution Receivable, limited to at least 80% and
maximum of 120% of market value as of July 1, 2009 $ 93,912,139

15
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APPENDIX D - Age and Service Distribution of Active Participants

Age and Service Distribution of Active Participants

SERVICE
AGE 0-4 5-9 10-14  15-19  20-24  25-29  30-34  35-39 40 + TOTAL
0-19 14 - - - - - - - - 14
20-24 33 10 - - - - - - - 43
25-29 43 19 6 - - - - - - 68
30-34 37 21 8 1 - - - - - 67
35-39 49 45 13 18 5 - - - - 130
40-44 47 35 20 17 27 5 - - - 151
45-49 55 42 21 20 30 51 20 1 - 240
50-54 38 26 21 22 31 53 48 27 1 247
55-59 29 24 13 11 15 20 16 42 18 188
60-64 12 9 9 3 10 13 11 4 9 80
65-69 5 - 3 1 1 5 4 1 2 22
70-74 - - - 1 - - - - 1 2
75-79 - - - - - - ~ - - 0
80-84 - - - - - - - - - 0
85+ - - - - - - - - - 0
TOTAL 362 231 114 94 119 127 99 75 31 1,252

16
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EXHIBIT 6
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INTRODUCTION

This report presents the results of the actuarial valvation as of July 1,2010 of the St. Joseph
Health Services of Rhode Island Retirement Plan. The report is prepared for the plan year
beginning July 1, 2010 and ending June 30, 2011 The purpose of the report is to

[lustrate the current actuarial position of the plan.
Provide a summary of participant census and benefit detail.
Present information which will assist the plan sponsor in determining the appropriate
contribution for the plan year.

o Outline the actuarial assumptions and methods used.

. Summarize the results of our review of compliance with appropriate non-discrimination
and/or top heavy requirements.

This valuation takes into consideration a substantial asset loss realized during the period from
July 1, 2008 to June 30, 2009 Given that smoothing asset method 1s being used, this loss is
being amortized over five years. Continued use of the "five-year" smoothing of gains and losses
will spread gains and losses and prevent the plan from experiencing the full impact of recent
market fluctuations. It is our understanding that there were no contributions deposited to the
plan for the plan year ending June 30, 2010

This valuation was prepared on the basis of information submitted to The Angell Pension Group,
Inc. in the forin of payroll and asset data, as well as ancillary material pertaining to the plan and
the plan sponsor, and was prepared in accordance with current federal statutes and regulations,
and consistent with current actuarial standards of practice. We have not independently verified,
nor do we make any representations as to, the accuracy of such information.

The method for determining the actuarial value of plan assets includes a limitation so that the
value is no less than 80% nor greater than 120% of the fair market value of plan assets. This
limitation continues to allow smoothing but restricts its impact so that the actuarial value of
assets remains reasonably close to the fair market value.

I meet the qualification Standard of the American Academy of Actuaries to render the actuarial
opinions included in this report, based upon my education, experience and continuing education.

Nt B 300

David P Ward, SA, FA, MAAA, MSPPA, FCA  Date’
Director of Actuarial Services, and
Consulting Actuary

WV/%%@

Albert V. Krayter
Manager, Defined Benefit Department
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. VALUATION RESULTS

Contributions for Plan Year Ending June 30, 2011

Minimum Contribution:
Recommended Contribution:

Contribution to reach 100% funding level projected
to the end of the plan year:

Summary of Valuation Results:

Participants

Active

Terminated vested

Retirees in pay status

Other (including per diem employees)
Total

Normal Cost

Dollar amount $
Covered payroll
As a percentage of payroll

Minimum Contribution

Dollar amount $
As a percentage of payroll

Assets

Market Value $
Actuarial Value
Net rate of return on market value

Net rate of return on actuarial value
(as limited by 80 — 120% limitations)

$1,433,706

$1,626,074

$22,426,204

2010

1,178
896
847

80

2,961

1,064,696
56,584,351
1.9%

1,433,706
2.5%

82,524,766
99,029,719
13.0%
11 7%

2009

1,252
856
759
147

3,014

1,091,106
57,474,582
1.9%

1,444,178
2.5%

78,260,116
93,912,139
(-20.8%)
(-9.6%)
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Plan Assets as of July 1, 2010
Bank of America

Total Value of Plan Assets:

Actuarial Value of Plan Assets

Total Market Value of Plan Assets
Plus: Receivable Contributions
Plus: Adjustment to Actuarial Value
Less: Benefits Payable
Less: Advance Contributions
Less: Interest on Advance Contributions

Actuarial Value of Plan Assets

82,524,766

82,524,766

82,524,766
0
16,504,953
0

0

N/A
99,029,719
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Actuarial Present Value of Accumulated Plan Benefits

The actuarial present value of accumulated plan benefits is a measurement of plan liabilities
altributable to credited service and/or compensation as of a certain point in time. The
information provided below can be used to satisfy Accounting Standard Codification Topic 960
(“ASC960”, previously known as SFAS 35). It can also be used to gauge funding progress
relative to plan assets.

The Lability figures presented below are based upon actuarial assumptions which reflect the long
term nature of an ongoing plan. The present values shown do not represent the habilities that
would be incurred to purchase annuity contracts or to pay single sums in the event of the
termination of this Plan. The cost to purchase annuity contracts is dependent upon insurance
company rates. The cost to pay single sums would necessitate a comparison with 30 year
Treasury interest rates, or other IRS designated bond rates, and will generally be higher than the
figures shown below

The information in this section is based on the same actuarial assumptions as outlined in Section
V of this report except that no salary scale assumption has been applied.

Present Values as of July I, 2010

Number Total
of Vested Non~Vested Present

Lives Benefits Benefits Value
Active Lives: 1,178 $ 35,465,066 $ 1,449,749 $ 36,914,815
Vested Terminations/Inactives: 896 12,965,585 0 12,965,585
Disabled Lives: 0 0 0 0
Retired Lives: 807 48,192,654 0 48,192,654
Other (incl. per diem employees): 80 1,224,205 0 1,224,205
Totals: 2,961 $97,847,510 $ 1,449,749 $ 99,297,259
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Statement of Change in Accumulated Plan Benefits

Actuarial present value of accumulated plan benefits
as of the prior valuation date

Increase (decrease) during the year attributable to

Plan amendment
Change in actuarial assumptions
Benefits accumulated

Increase for interest due {o the decrease
in the discount period

Benefits paid
Net increase (decrease):

Actuarial present value of accumulated plan benefits
as of the current valuation date

Page 8 of 19 PagelD #: 846

$ 94,770,770
$ 0
0

2,710,854
7,342,178

(5,526,543)

$ 4,526,489

S 99,297,259
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. SUMMARY OF PLAN PROVISIONS

Plan Effective Date July 1, 1965

Eligibility Requirements- Age: None
Service: One Year
Exclusions: Any Employees hired after October I, 2007 will not be
able to participate in this Plan, other than UNAFP employees hired
on or before October 1, 2008.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009

Year of Service. 12-consecutive~month computation period commencing on the
employee's date of hire in which an employee is credited with
1,000 or more hours of service.

Year of Service

for Benefit Accrual. Service shall equal total plan years of service with the Employer.

Prior to July 1, 2001, a year of service was credited for each plan
year in which an employee was an active participant in the plan
and was paid for at least 1,000 hours. On July 1, 2001 the plan
was amended to use elapsed time to determine service through July
1, 2001 Thereafter, the 1,000 hour rule will continue to be used.

Benefit Accruals for Non-Union participants were frozen on

September 30, 2009
Plan Entry Date. An eligible employee will enter the plan on the first of the month
following completion of the eligibility requirements.

Normal Retirement Date The first day of the month coincident with or next following the
later of age 65 or the fifth anniversary of the participant's
participation.

Compensation. "Annual Earnings" means the basic rate of compensation, excluding

bonus payments, call time, overtime and any irregular payments. In
no event shall compensation for any year exceed the IRC limit on
annual compensation includable in a defined benefit plan ($245,000
for 2010).

Average Compensation. The average of the five highest consecutive Annual Earnings during
the ten years immediately preceding employee's termination of
employment.

Normal Retirement Benefit: The amount of annual normal retirement benefit to be paid
monthly installments for life, based on credited service to normal
retirement date, is:
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1 Fifty percent of Final Average Earnings, less
2. Fifty percent of the Social Security Benefit

The above difference shall be multiplied by the ratio of the
participant's credited service not in excess of 30 years over 30
years.

The annual retirement benefit can not be less than $48.00 multiplied
by years of credited service, to a maximum of 30 years.

If an employee was a member on June 30, 1977, his benefit should
not be less than the sum of (a) and (b) below:

(a) Future Service Benefit: 0 75% of Annual Earnings up to
$4,800 plus 1.5% of Annual Earnings in excess of $4,800, for each
year of future service.

(b) Past Service Benefit: 0 75% of Annual Earnings for each year
of past service

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009.

Normal Form of Benefit: Life annuity

Accrued Benefit: The accrued benefit at any time prior to a participant's normal
retirement date shall be the projected normal retirement benefit
based on credited service projected to normal retirement and Final
Average Earnings as of the accrual date multiplied by a fraction.
The numerator of this fraction is the number of years credited
service on the accrual date and the denominator is the projected
number of years of credited service at the later of age 60 or 30 years
of service, but no later than normal retirement date. This fraction
cannot exceed one. The plan was amended as of July 1, 2001 to
change age 65 to age 60, for this purpose.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009

Early Retirement Benefit:  Upon the completion of five years of continuous service and the
attainment of age fifty-five, a participant may elect to retire. He
may receive a monthly benefit for life beginning at his early
retirement date equal to the benefit accrued at normal retirement
date reduced by the following:
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e First 60 months between early and normal retirement dates:
5/9% each month.

¢ Additional months after first 60 mopths prior to normal
retirement date: 5/18% each month.

o If the participant has accumulated eighty-five points, (as of
September 30, 2009 for Non-Union Participants) computed as
the sum of age and continuous service at termination (years
and complete months), and has attained the age of fifty-five he
may receive an unreduced monthly benefit for life beginning
at this early retirement date equal to his benefit accrued at
termination.

Late Retirement Benefit: A participant may continue in the employment of the Empioyer
after his normal retirement date. In such event he will receive at
actual retirement his accrued benefit calculated using service as of
his actual retirement date.

Death Benefit: In the event of the death of an active married participant who
completed five years of service whose benefit payments have not
commenced, it will be assumed that the participant had separated
from service on the date of death, survived to the earliest retirement
age, began receiving a joint and one-half survivor benefit based on
the participant's vested accrued benefit, and died on the day after
the earliest retirement date.

A spouse may elect a life annuity, a lump sum, or a reduced benefit
payable anytime from when the participant would have reached age

fifty-five.
Vesting- Based on Years of Vesting Service, subject to the following
schedule
Years of Service Vested Percentage
Less than 5 years 0%
5 Years or more 100%

Notwithstanding the above vesting schedule, a participant will
become 100% vested upon reaching Normal Retirement Date.
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V. ACTUARIAL MIETHODS

Actuarial Cost Method

The ultimate cost of a pension plan cannot be determined until the last participant is paid and all
obligations are discharged. An Actuarial Cost Method, rather than determining the cost of a
pension plan, assigns the overall cost to a period of time. The Employee Retirement Income
Security Act of 1974 (ERISA) specifies several acceptable cost methods. IRS regulations allow
some variations among these methods.

Costs have been computed in accordance with the Accrued Benefit (Unit Credit) method, as
described below.

The Normal Cost is the sum of individual normal costs for each participant who has not reached
the assumed retirement age. The normal cost for a participant is determined as the actuarial
present value of the projected benefit allocated to the current plan year.

In addition, there is a second cost component in which the payment, in the first plan year, is
determined as an amortization of the unfunded accrued liability. The accrued hability 1s defined
as the actuarial present value of the portion of the projected benefit that is allocated to prior plan
years. This calculation is done for each participant, and then summed to get a total accrued
liability. The unfunded accrued liability is the difference between the total accrued liability and
the actuarial value of plan assets.

Under the Accrued Benefit (Unit Credit) Method, any change in the accrued hability resulting
from experience gains or losses is calculated each plan year and separately amortized in
accordance with minimum funding rules. In addition, changes in plan provisions or actuarial
assumptions that result in an increase or decrease in the accrued liability will be separately
amortized.

The method is the same method described in Section 3 01 of Internal Revenue Procedure 2000-
40.

Asset Valuation Method

The actuariat value of the plan assets used in determining plan costs is equal to the "five-year"
smoothing of gains and losses method. Under this method, asset gains and losses are recognized
at the rate of 20% per year. As a result, the impact of appreciation or depreciation on valuation
assets is smoothed. The resulting value is limited to be no less than 80% nor greater than 120%
of the fair market value of plan assets. Even when the limitation applies the underlying “five-
year” smoothing method will be maintained.

Changes In Actuarial Methods

No changes in actuarial methods have occurred since the prior plan year.
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V. ACTUARIAL ASSUNPTIONS

Assumptions Used For The Current Plan Year

Actuarial assumptions are estimates as to the occurrence of future events affecting the costs of the
plan such as mortality rates, withdrawal rates, changes in compensation level, retirement ages,
rates of investment earnings, expenses, etc. The assumptions have been chosen to anticipate the
long-term experience of the plan. The enrolled actuary will certify to the reasonableness of these
assumptions, as required by ERISA.

Pre-Retirement Investment Return.  8.00% per annum
Post-Retirement Investment Return.  8.00% per annum
Pre-Retirement Mortality: RP-2000 (Male/Female)
Post-Retirement Mortality: RP-2000 (Male/Female)
Withdrawal Rate.  Select and ultimate rates of withdrawal are as follows:

Mortality Termination
Age Male Female Male Female

25 0.000366  0.000207 0.066 0.099
30 0.000444  0.000264 0.050 0077
35 0.000773  0.000475 0.034 0.054
40 0.001079  0.000706 0.018 0.032
45 0.001508  0.001124 0.012 0021
50 0.002138  0.001676 0.006 0.011
55 0.003624  0.002717 0.000 0.000

In addition to the above rates, the following rates
based on service are added to the termination rates
for participants with 10 or fewer years of service:

Termination
Service Rate
1 10%
2 9%
3 8%
4 7%
5 6%
6 5%
7 4%
8 3%
9 2%
10 1%

10
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V. ACTUARIAL ASSUMPTIONS (CONT'D)
Disability Rate. None
Salary Scale.  4.00% per annum

Taxable Wage Base. 4 00% per annum

Consumer Price Index:  3.00% per annum

Expenses. None

Assumed Retirement Age. Beginning at age fifty-five, the following rates are

assumed:
Probability
Age of Retirement
55 2.0%
55-59 0.8%
60-61 3 0%
62 15.0%
63 7.5%
64 10 0%
65 75 0%
66 80.0%
67 91.0%
68 100.0%

Marital Status:  100% participants assumed to be married; wives are
assumed to be three years younger than their
husbands.

Recommended Funding Level. The recommended confribution is based on the
Plan’s Normal Cost plus an amortization of the
Plan’s unfunded liability. If the plan is projected to
have no unfunded liability at the end of the Plan Year
then no contribution is recommended, if asset surplus
is greater than the Normal Cost. While the Plan is a
church plan, and is not subject to the funding
requirements of ERISA, the current funding policy
follows the ERISA guidelines without regard to the
current liability calculations or Pension Protection
Act 0of 2006 modifications.

11
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APPENDIX A Development of Normal Cost

The Normal Cost is the portion of plan benefit costs which is allocated to the current plan year by
the Actuarial Cost Method being used. The following represents the development of the Normal
Cost under the chosen Actuarial Cost Method, unless the method determines the normal cost on
an individual participant basis.

1 Present Value of Benefits $ N/A
2. Actuarial Value of Assets N/A
3. Unamortized Balance of Amortization Bases
(412)/ Unfunded Liability (404) N/A
4 Funding Standard Account Credit Balance
(412)/ Prior year's carry forward (404) N/A
5. Accumulated Reconciliation Account (412) N/A
6. Present Value of Future Normal Cost
(1-@-G)+@H +G3)] N/A
7  Present Value of Future Compensation N/A
8. Current Compensation N/A
9. Normal Cost [(6)/ (7) x (8)] 1,064,696
10 Expense Load / Term Cost 0
11. Total Normal Cost [(9) + (10)] $ 1,064,696

12
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APPENDIX B Development of Contributions

1. Mipimum Contribution

a.

Actuarial funding level
1. Accrued liability
ii. Actuarial Value of Assets

iii. Unfunded Actuarial Accrued Liability (UAAL)
((1.a.i. - L.a.ii.), max ()

30 Year Amortization of UAAL
Normal cost

Interest
(0.08 x(1.b. + 1.c.)

Minimum Coniribution
[(1.b. + Le.+ 1.d), if Lb > 0)]

2. Recommended Contribution

a. Normal Cost

b.

10 Year Amortization of UAAL

Interest
(0.08 x 2.a. +2.b.))

Subtotal

Recommended Contribution
(greater of (2d) and (le), not less than 0)

13

July 1, 2010

102,225,074

99,029,719

3,195,355
262,810

1,064,696

106,200

1,433,706

1,064,696

440,928

120,450

1,626,074

1,626,074

July 1, 2609

96,904,274

93,912,139

2,992,135
246,096

1,091,106

106,976

1,444,178

1,091,106

412,886

120,319

1,624,311

1,624,311
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3. Contribution to reach 100% funding level projected to the cnd of the plan year

July 1,201¢  July 1, 2609
a. Actuarial Funding Level

i. Lesser of Market Value and Actuarial Value
of Assets $ 825247766 $ 78,260,116

il. Projected beginning of year funding level
(l.ai.+1.c -3.ai) 20,765,004 19,735,264

iii. Projected end of year funding level
(3.a.ii.x 1.08) 22,426,204 21,314,085

b. Contribution to reach 100% funding
level projected to the end of the plan year 22,426,204 21,314,085

14
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APPENDIX C Development of Actuarial Value of Assets

Development of Actuarial Value of Assets

1 Actuarial value as of July 1, 2009 (Without 80 - 120% limitations) $ 106,618,722
2.  Market value as of July 1, 2009 78,260,116
3 Employer contribution made during the Plan Year 0
4. Benefit payments from July 1, 2009 through June 30, 2010 5,526,543
5.  Expected interest at 8.00% through June 30, 2010
a. On (1) 8,529,498
b. On (3} 0
c. On (4) 239,484
d. Net expected interest [(a) + (b) - (¢)] 8,290,014
6. Expected market value as of June 30, 2010
[@) +(3) - (4) + (5d)] 81,023,587
7. Actual market value as of June 30, 2010 82,524,766
8 Market value gain (loss) from July 1, 2009 to June 30, 2010 [(7) - (6)] 1,501,179
9 Recognition of actuarial value gain (loss) amounts
. Amount to
Plan Year Original June 30, 2010 Recognize on
Ending Gain (Loss) Balance July 1, 2010
a. June 30,2006 $ 3,660,253 732,049 732,049
b.  June 30, 2007 9,288,040 3,715,216 1,857,608
c. June 30, 2008 (15,098,430) (9,059,058) (3,019,686)
d. June 30, 2009 (29,683,515)  (23,746,812) (5,936,703)
e. June 30,2010 1,501,179 1,501,179 300,236
f. Totak: $ (6,066,496)
10. Actuarial value as of July 1, 2010 [(1) + (3) - (4) + (5d) + (9)]  $103,315,699
11 Actuarial value as a percentage of market value 125 19%
12. Employer Contribution Receivable $ 0

13. Actuarial value as of July 1, 2010 including
Employer Contribution Receivable $103,315,699

14 Actuarial value as of July 1, 2010 including Employer

Contribution Receivable, limited to at least 80% and
maximum of 120% of market value as of July 1, 2010 $ 99,029,719

15
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APFPENDIX D ~ Participant Data

A.  Age and Service Distribution of Active Participants

Service
Age 0-4 5-9 16-14  15-19 20-24 25-29 30-34 35-39 40 + Total
0-19 1 - - . - - - - - 1
20-24 15 8 - - - - - - - 23
25-29 28 19 6 - - - - - - 53
30-34 21 28 6 - - - - - - 35
35-39 33 35 14 8 4 - - - - 94
40-44 30 49 18 15 16 2 - - - 130
45-49 32 44 17 20 38 24 7 - - 182
50-54 35 41 18 12 34 4] 45 9 - 235
55-39 30 24 17 15 26 28 27 45 7 219
60-64 12 14 18 7 11 16 12 20 27 137
65-69 2 10 1 3 1 5 6 5 4 37
70-74 - - 2 2 1 2 1 2 1 11
75-79 - - - - - - - - 1 1
80-84 - - - - - - - - - 0
85+ - - - - - - - - - 0
Total 239 272 117 82 131 118 98 81 40 1,178
B. Reconciliation of Participant Data
. Terminated .
Actives Inactx:« ©s with Vested Retlreefs & Total
Per-diem Beneficiaries
Benefits
Total as of July %, 2009 1,252 147 856 759 3,014
New Entrants 7 G 0 0 7
Rehires 0 0 0 0 0
Terminated Vested 3B7) (38) 39 0 (36)
Terminated Nonvested (42) (26) 0 0 (68)
Active Deaths 0 0 0 0 0
Terminated Vested Deaths 0 0 0 0 0
New Retirees (26) (8} Gn 67 2
New Beneficiaries 0 ¢ 0 2 2
Retiree/Beneficiary Deaths 0 0 0 21 (21)
Inactive Per-diem {6) 6 38 0 38
Lump Sum Payment 0 (1) (6) N
Data Adjustments 30 0 0 0 30
Total as of July 1, 2016 1,178 80 896 807 2,961

16
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EXHIBIT 7
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St. Joseph Health Services of Rhode Island
Retirement Plan

Actuarial Valuation as of July 1, 2011
For the Plan Year Beginning July 1, 2011

and Ending June 30, 2012

Prepared By:

The Angell Pension Group, Inc.
88 Boyd Avenue
East Providence, RY 02914
401-438-9250

August 2012
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[. INTRODUCTION

This report presents the results of the actuarial valuation as of July 1, 2011 of the St. Joseph
Health Serices of Rhode Island Retirement Plan. The report is prepared for the plan year
beginning J ily 1, 2011 and ending June 30, 2012. The purpose of the report is to:

. Illus trate the current actuarial position of the plan.

| Pro~ ide a summary of participant census and benefit detail.

. Pres :nt information which will assist the plan sponsor in determining the appropriate
cont -ibution for the plan year. :

. QOutline the actuarial assumptions and methods used.

. Summarize the results of our review of compliance with appropriate non-discrimination
and/or top heavy requirements. :

This valuation takes into consideration a substantial asset loss realized during the period from
July 1, 200¢ to June 30, 2009. Given that smoothing asset method is being used, this loss is
being amort-zed over five years. Continued use of the "five-year" smoothing of gains and losses
will spread gains and losses and prevent the plan from experiencing the full impact of recent
market fluctuations. It is our understanding that there were no contributions deposited to the
plan for the »lan.year ending June 30, 2011.

This valuaticn was prepared on the basis of information submitted to The Angell Pension Group,
Inc. in the form of payroll and asset data, as well as ancillary material pertaining to the plan and
the plan sponsor, and was prepared in accordance with current federal statutes and regulations,
and consisterit with current actuarial standards of practice. We have not independently verified,
nor do we m:ike any representations as to, the accuracy of such information.

The method for determining the actuarial value of plan assets includes a limitation so that the
value is no icss than 80% nor greater than 120% of the fair market value of plan assets. This
limitation continues to allow smoothing but restricts its impact so that the actuarial value of
assets remains reasonably close to the fair market value.

I meet the qualification Standard of the American Academy of Actuaries to render the actuarial
opinions inclu ded in this report, based upon my education, experience and continuing education.

MWJJ | Puans, (j}QO]l

David P. Ward, ASA, EA, MAAA, MSPPA, FCA  DateV
Director of Actuarial Services, and
Consulting Ac'uary

Heseer I- Gheptee

Albert V. Krayter
Director of Defined Benefit Department
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Il. VALUATION RESULTS

Contributions for Plan Year Ending June 30, 2012
Minimum Contribution: $1,480,468
Recommended Contribution: $1,793,075

Contribution to reach 100% funding level projected
to the end of the plan year: $13,690,720

Summary of Valuation Results:

Participants ,

2011 2010
Active 1,054 1,178
Terminated vested 926 896
Retirees in pay status 853 807
Other (including per diem employees) 50 80
Total 2,883 2,961
Normal Cost
Dollar amount $ 943,723 $ 1,064,696
Covered payroll 50,286,586 56,584,351
As a percentage of payroll 1.9% 1.9%
Minimum Contribution
Dollar amount $ 1,480,468 $ 1,433,706
As a percentage of payroll 2.9% 2.5%
Assets
Market Value $ 94,016,429 § 82,524,766
Actuarial Value ' 100,556,671 99,029,719
Net rate of return on market value 21.8% 13.0%
Net rate of return on actuarial value 7.7% 11.7%

(as limited by 80 — 120% limitations)

— = L= - o= - -~ ~ -~ =
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Plan Assets as of July 1, 2011
Bank of America

Tetal Value of Plan Assets:

Actuarial Value of Plan Assets

Total Market Value of Plan Assets
' Plus: Receivable Contributions
Plus: Adjustment to Actuarial Value
Less: Benefits Payable
Less: Advance Contributions
Less: Interest on Advance Contributions

Actuarial Yalue of Plan Assets

$ 94,016,429

$ 94,016,429

$ 94,016,429
0

6,540,242

0

0

N/A

$ 100,556,671

=
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Actuarial Present Value of Accumulated Plan Benefits

The actuarial present value of accumulated plan benefits is a measurement of plan liabilities
attributable to credited service and/or compensation as of a certain point in time. The
information provided below can be used to satisfy Accounting Standard Codification Topic 960
(“ASC9607, previously known as SFAS 35). It can also be used to gauge funding progress
relative to plan assets.

The liability figures presented below are based upon actuarial assumptions which reflect the long
term nature of an ongoing plan. The present values shown do net represent the liabilities that
would be incurred to purchase annuity contracts or to pay single sums in the event of the
termination of this Plan. The cost to purchase annuity contracts is dependent upon insurance
company rates. The cost to pay single sums would necessitate a comparison with 30 year
Treasury interest rates, or other IRS designated bond rates, and will generally be higher than the
figures shown below.

The information in this section is based on the same actuarial assumptions as outlined in Section
V of this report except that no salary scale assumption has been applied.

Present Values as of July 1, 2011

Number Total
of Vested Non-Vested Present
Lives Benefits Benefits Value
Active Lives: 1,054 $34,011,185 $ 1,104,640 $ 35,115,825
Vested Terminations/Inactives: 926 14,866,922 0 14,866,922
Disabled Lives: 0 0 0 0
Retired Lives: 853 52,640,978 0 52,640,978
Other (incl. per diem employees): 50 604,932 0 604,932
Totals: 2,883 $102,124,017 S 1,104,640 $103,228,657
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Statement of Change in Accnmulated Plan Benefits

Actuarial present value of accumulated plan benefits
as of the prior valuation date $ 99,297,259

Increase (decrease) during the year attributable to:

Plan amendment . $ 0
Change i actuarial assumptions 0
Benefits accumulated 2,076,393
Increase for interest due to the decrease
in the discount period 7,690,892
Benefits paid (5,835,887)
Net increase {decrease): $ 3,931,398
Actuarial present value of accumulated plan benefits
as of the current valuation date § 103,228,657
5
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. SUMMARY OF PLAN PROVISIONS

Plan Effecti- e Date: July 1, 1965

Eligibility Rec uirements: Age: None
Service: One Year
Exclusions: Any Employees hired after October 1, 2007 will not be
able to participate in this Plan, other than UNAP employees hired
on or before October 1, 2008.

Benefit Accruals for Non-Union participants weré frozen on
September 30, 20009.

Year of Service: 12-consecutive-month computation period commencing on the
employee's date of hire in which an employee is credited with
1,000 or more hours of service.

Year of Service '

for Benefi: Accrual: Service shall equal total plan years of service with the Employer.

Prior to July 1, 2001, a year of service was credited for each plan
year in which an employee was an active participant in the plan
and was paid for at least 1,000 hours. On July 1, 2001 the plan
was amended to use elapsed time to determine service through July
1, 2001. Thereafter, the 1,000 hour rule will continue to be used.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009.

Plan F ntry Date: An eligible employee will enter the plan on the first of the month
following completion of the eligibility requirements.

Normal Retirement Date:  The first day of the month coincident with or next following the
later of age 65 or the fifth anniversary of the participant's
participation.

Comprensation: "Annual Earnings" means the basic rate of compensation, excluding
bonus payments, call time, overtime and any irregular payments. In
no event shall compensation for any year exceed the IRC limit on
annual compensation includable in a defined benefit plan ($245,000
for 2011).

Average Compensation: The average of the five highest consecutive Annual Earnings during
the ten years immediately preceding employee's termination of
employment.

Normal Retirement Benefit: The amount of annual normal retirement benefit to be paid in
monthly installments for life, based on credited service to normal
retirement date, is:

6
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1. Fifty percent of Final Average Earnings, less
2. Fifty percent of the Social Security Benefit

The above difference shall be multiplied by the ratio of the
participant's credited service not in excess of 30 years over 30
years.

The annual retirement benefit can not be less than $48.00 multiplied
by years of credited service, to a maximum of 30 years.

If an employee was a member on June 30, 1977, his benefit should
not be less than the sum of (a) and (b) below:

(a) Future Service Benefit: 0.75% of Annual Eamings up to
$4,800 plus 1.5% of Annual Earnings in excess of $4,800, for each
year of future service.

(b) Past Service Benefit: 0.75% of Annual Eamings for each yeér
of past service

Benefit Accruals for Non~-Union parﬁcipants were frozen on
September 30, 2009.

Normal Form of Benefit: Life annuity

Accrued Benefif: The accrued benefit at any time prior to a participant's normal
retirement date shall be the projected normal retirement benefit
based on credited service projected to normal retirement and Final
Average Earnings as of the accrual date multiplied by a fraction.
The numerator of this fraction is the number of years credited
service on the accrual date and the denominator is the projected
number of years of credited service at the later of age 60 or 30 years
of service, but no later than normal retirement date. This fraction
cannot exceed one. The plan was amended as of July 1, 2001 to
change age 65 to age 60, for this purpose.

Benefit Accruals for Non-Union participants were frozen on
September 30, 2009.

Early Retirement Benefit:  Upon the completion of five years of continuous service and the
' attainment of age fifty-five, a participant may elect to retire. He
may receive a monthly benefit for life beginning at his early
retirement date equal to the benefit accrued at normal retirernent
date reduced by the following:
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e First 60 months between early and normal retirement dates:
5/9% each month.

e Additional months after first 60 months prior to normal
retirement date: 5/18% each month.

o If the participant has accumulated eighty-five points, (as of
September 30, 2009 for Non-Union Participants) computed as
the sum of age and continuous service at termination (years
and complete months), and has attained the age of fifty-five he
may receive an unreduced monthly benefit for life beginning
at this early retirement date equal to his benefit accrued at
termination. :

Late Retirement Benefit: A participant may continue in the employment of the Employer
after his normal retirement date. In such event he will receive at
actual retirement his accrued benefit calculated using service as of
his actual retirement date.

Death Benefit: In the event of the death of an active married participant who
completed five years of service whose benefit payments have not
commenced, it will be assumed that the participant had separated
from service on the date of death, survived to the earliest retirement
age, began receiving a joint and one-half survivor benefit based on
the participant's vested accrued benefit, and died on the day after
the earhiest retirement date.

A spouse may elect a life annuity, a lump sum, or a reduced benefit
payable anytime from when the participant would have reached age

fifty-five.
Vesting: Based on Years of Vesting Service, subject to the following
schedule
Years of Service Vested Percentage
Less than 5 years 0%
5 Years or more 100%

Notwithstanding the above vesting schedule, a participant will
become 100% vested upon reaching Normal Retirement Date.
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IV. ACTUARIAL METHODS

Actuarial Cost Method

The ultimate cost of a pension plan cannot be determined until the last participant is paid and all
obligations are discharged. An Actuarial Cost Method, rather than determining the cost of a
pension plan, assigns the overall cost to a period of time. The Employee Retirement Income
Security Act of 1974 (ERISA) specifies several acceptable cost methods. IRS regulations allow
some variations among these methods.

Costs have been computed in accordance with the Accrued Benefit (Unit Credit) method, as
described below.

The Normal Cost is the sum of individual normal costs for each participant who has not reached
the assumed retirement age. The normal cost for a participant is determined as the actuarial
present value of the projected benefit allocated to the current plan year.

In addition, there is a second cost component in which the payment, in the first plan year, is
determined as an amortization of the unfunded accrued liability. The accrued liability is defined
as the actuarial present value of the portion of the projected benefit that is allocated to prior plan
years. This calculation is done for each participant, and then summed to get a total accrued
liability. The unfunded accrued liability is the difference between the total accrued liability and
the actuarial value of plan assets.

Under the Accrued Benefit (Unit Credit) Method, any change in the accrued liability resulting
from experience gains or losses is calculated each plan year and separately amortized in
accordance with minimum funding rules. In addition, changes in plan provisions or actuarial
assumptions that result in an increase or decrease in the accrued liability will be separately
amortized.

The method is the same method described in Section 3.01 of Internal Revenue Procedure 2000-
40, .

Asset Valuation Method

The actuarial value of the plan assets used in determining plan costs is equal to the "five-year"
smoothing of gains and losses method. Under this method, asset gains and losses are recognized
at the rate of 20% per year. As a result, the impact of appreciation or depreciation on valuation
assets is smoothed. The resulting value is limited to be no less than 80% nor greater than 120%
of the fair market value of plan assets. Even when the limitation applies the underlying “five-
year” smoothing method will be maintained.

Changes In Actuarial Methods

No changes in actuarial methods have occurred since the prior plan year.
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V. ACTUARIAL ASSUMPTIONS

Assumptions Used For The Current Plan Year

Actuarial assumptions are estimates as to the occurrence of future events affecting the costs of the
plan such as mortality rates, withdrawal rates, changes in compensation level, retirement ages,
rates of investment eamings, expenses, etc. The assumptions have been chosen to anticipate the
long-term experience of the plan. The enrolled actuary will certify to the reasonableness of these
assumptions, as required by ERISA.

Pre-Retirement Investment Return:  8.00% per annum
Post-Retirement Invesiment Return:  8.00% per annum |
Pre-Retirement Mortality: RP-2000 (Male/Female)
Post-Retirement Mortality: RP-2000 (Male/Female)

Mortality Improvement. None

Withdrawal Rate;  Select and ultimate rates of withdrawal are as follows:
Mortality : Termination
Age Male Female Male Female

25 0.000366  0.000207 0.066 0.099
30 0.000444  0.000264 0.050 0.077
35 0.000773  0.000475 0.034 0.054
40 0.001079  0.000706 0.018 0.032
45 0.001508  0.001124 0.012 0.021
50 0.002138  0.001676 0.006 0.011
35 0.003624  0.002717 0.000 0.000

In addition to the above rates, the following rates
based on service are added to the termination rates
for participants with 10 or fewer years of service:

Termination

Service Rate
1 10%

2 9%

3 8%

4 7%

5 6%

6 5%

7 4%

8 3%

9 2%

10 1%

10
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V. ACTUARIAL ASSUMPTIONS (CONT’D)

Disability Rate: None

Salary Scale:  4.00% per annum
Tc vable Wage Base:  4.00% per annum
Cons umer Price Index:  3.00% per annum

Expenses:  None

Assumed Retirement Age: Beginning at age fifty-five, the following rates are

assumed:
Probability
Age of Retirement
55 . 2.0%
55-59 0.8%
60-61 3.0%
62 15.0%
63 7.5%
64 10.0%
65 75.0%
66 80.0%
67 91.0%
68 100.0%

Marital Status:  100% participants assumed to be married; wives are
agssumed to be three - years younger than their
husbands.

Recommer: ded Funding Level: The recommended contribution is based on the
Plan’s Normal Cost plus an amortization of the
Plan’s unfunded liability. If the plan is projected to
have no unfunded liability at the end of the Plan Year
then no contribution is recommended, if asset surplus
is greater than the Normal Cost. While the Plan is a
church plan, and is not subject to the funding
requirements of ERISA, the current funding policy
follows the ERISA guidelines without regard to the
current liability calculations or Pension Protection
Act of 2006 modifications.

11
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APPENDIX A Development of Normal Cost

The Normal Cost is the portion of plan benefit costs which is allocated to the current plan year by
the Actuarial Cost Method being used. The following represents the development of the Normal
Cost under the chosen Actuarial Cost Method, unless the method determines the normal cost on
an individual participant basis.

1. Present Value of Benefits 5 N/A
2. Actuarial Value of Assets N/A
3. Unamortized Balance of Amortization Bases

(412)/ Unfunded Liability (404) N/A
4. Funding Standard Account Credit Balance

{412)/ Prior year's carry forward (404) N/A
5. Accumulated Reconciliation Account (412) N/A

6.' Present Value of Future Normal Cost

() -2)-@)+#H+6)] N/A

7. Present Value of Future Compensation N/A

8. Current Compensation N/A

9.  Normal Cost [(6) / (7) x (8)] 943,723

10. Expense Load / Term Cost 0

11. Total Normal Cost [(9) + (10)] A 943,723
12
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APPENDIX B Development of Contributions

1. Minimum Contribution July 1, 2011 July 1, 2010

a. Actuanal funding level

i. Accrued liability . 105,749299 102,225,074

ii. Actuarial Value of Assets 100,556,671 99,029,719

i1i. Unfunded Actuarial Accrued Liability (UAAL)

((l.al - l.aii.), max 0) 5,192,628 . 3,195,355
b. 30 Year Amortization of UAAL 427,081 262,810
c. Normal cost 943,723 1,064,696
d.  Interest

0.08x(1.b.+1c)) 109,664 106,200

e. Minimum Contribution
[(1.b. + Le.+ 1.d), if Lb. > 0)] 1,480,468 1,433,706

2. Recommended Contribution

a. Normal Cost 943,723 1,064,696
b. 10 Year Amortization of UAAL 716,532 440,928
c. Interest

(0.08 x (2.a. +2.b.)) 132,820 120,450
d. Subtotal 1,793,075 1,626,074

e. Recommended Contribution
(greater of (2d) and (1e), not less than 0) 1,793,075 1,626,074

13
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3. Contribution to reach 100% funding level projected to the end of the plan year

July 1,2011 July 1, 2010
a.  Actuarial Funding Level

i. Lesser of Market Value and Actuarial Value

of Assets i) 94,016,429 § 82,524,766
1. Projected beginning of year funding shortfall
(l.ai.+1.c.-3.ai) 12,676,593 20,765,004
iii. Projected end of year funding shortfall
(3.a1ix 1.08) _ 13,690,720 22,426,204
b.  Contribution to reach 100% funding
level projected to the end of the plan year 13,690,720 22,426,204
14
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APPENDIX C Development of Actuarial Value of Assets

Developmeht of Actuarial Value of Assets

1. Actuarial value as of July 1, 2010 (Without 80 - 120% limitations) $ 103,315,699
2. Market value as of July 1, 2010 82,524,766
3.  Employer contribution made during the Plan Year 0
4.  Benefit payments from July 1, 2010 through June 30, 2011 5,835,887
5.  Expected interest at 8.00% through June 30, 2011
a. On (1) ' 8,265,256
b. On (3) 0
c. On(4) 252,888
d. Net expected interest [(a) + (b) - (¢)] 8,012,368
6. Expected market value as of June 30, 2011
[+ B)- @)+ (5d) 84,701,247
7. Actual market value as of June 30, 2011 94,016,429
8 Market value gain (loss) from July 1, 2010 to June 30, 2011 [(7) - (6)] 9,315,182
- 9. Recognition of actuarial value gain (loss) amounts
- Amount to
Plan Year Original June 30, 2011 Recognize on
Ending Gain (Loss) Balance July 1, 2011
a. June 30,2007 § 9,288,040 1,857,608 1,857,608
b. June 30, 2008 (15,098,430)  (6,039,372) (3,019,686)
c. June 30,2009 (29,683,515) (17,810,109) (5,936,703)
d.  June 30,2010 1,501,179 1,200,943 300,236
e. June 30,2011 9,315,182 9,315,182 1,863,036
f. Total: $ (4,935,509)
10. Actuarial value as of July 1, 2011 [(1) + (3) - (4) + (5d) + (9)]:  $100,556,671
11. Actuarial value as a percentage of market value 106.96%
12. Employer Contribution Receivable $ 0
13. Actuarial value as of July 1, 2011 including
Employer Contribution Receivable $100,556,671
14.  Actuarial value as of July 1, 2011 including Employer
Contribution Receivable, limited to at least 80% and
maximum of 120% of market value as of July 1, 2011 $100,556,671

15
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A.  Age and Service Distribution of Active Participants

Service
Age 0-4 59 10-14 1519 20-24  25-29 30-34 35-39 40 + Total
0-19 - - - - - - - - - 0
20-24 6 9 - - - - - - - 15
25-29 12 22 6 - - - - - - 40
30-34 8 32 8 - - - - - - 48
35-39 19 30 14 6 2 ~ - - - 71
40-44 i0 48 24 15 14 2 - - - 113
45-49 12 45 23 i8 40 10 10 - - 158
50-54 i1 52 24 15 20 35 48 13 - 218
55-59 16 27 18 i4 27 30 28 35 11 206
60-64 6 19 17 6 10 9 11 18 36 132
65-69 1 10 3 3 2 7 7 4 4 41
70-74 ! - 2 2 1 2 1 1 2 12
75-79 - - - - - - - - - 0
80-84 - - - - - - - - - 0
85+ - - - - - - - - - 0
Total 102 294 139 79 116 95 105 71 53 1,054
B. Reconciliation of Participant Data
; Terminated .
Actives Inactl.ves with Vested Retlree?s & Total
Per-diem Beneficiaries
Benefits
Total as of July 1, 2010 1,178 80 896 807 2,961
New Entranis 7 (7 0 0 0
Rehires i 0 0 )] 0
Terminated Vested {(39) (11) 70 0 0
Terminated Nonvested (38) (15) ¢ 0 (53)
Active Deaths 0 0 0 0 0
Terminated Vested Deaths 0 0 0 0 0
New Retirees 27 3) (38) 68 0
New Beneficiaries 0 0 0 2 2
Retiree/Beneficiary Deaths (2) 0 0 {23) (25)
Inactive Per-diem (6) 6 ¢ 0 0
Lump Sum Payment 0 0 (2) )
Data Adjustments 0 0 0 0 0
Total as of July 1, 2011 1,054 50 926 853 2,883

16
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EXHIBIT 8
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EXHIBIT 9
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St. Joseph Hospital Services of Rhode Island Retirement Plan

Historical Actuarial Information 7/1/2003 — 6/30/2013

7/1/2012 7/1/2011 7/1/2010 7/1/2009 7/1/2008 7/1/2007 7/1/2006 7/1/2005 7/1/2004 7/1/2003
Minimum Contribution $2,144,292 $1,480,468 $1,433,706 $1,444,178 $0 $0 $0 $0 $0 $0
Recommended $3,056,708 $1,793,075 $1,626,074 $1,624,311 $2,118,043 $2,151,319 $2,052,351 $0 $0 $0
Maximum Contribution
Market Value of Assets $85,872,858 $94,016,429 $82,524,766 $78,260,116 $104,417,252 $114,718,822 $102,323,479 $94,892,973 $89,475,173 $80,687,937
Present Value of Accrued $106,568,565 $103,228,652 $99,297,259 $94,770,770 $88,272,495 $82,413,392 $76,100,377 $71,820,978 $66,950,823 $60,221,708
Benefits (PVAB)
Assets minus PVAB (20,695,707) (9,212,223) (16,772,493) (16,510, 654) $16,144,757 $32,305,430 $26,223,102 $23,071,995 $22,524,350 $20,466,229
Annual Return on Assets -1.9% 21.8% 13.0% -20.8% -7.4% 16.8% 11.7% 10.1% 14.9% N/A
Assets/PVAB (%) 80.6% 91.1% 83.1% 82.6% 118.3% 139.2% 134.5% 132.1% 133.6% 1.34%

3370252.2/1444-35
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EXHIBIT 10
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i Balance Sheet

DRAFT - UNAUDITED 2013 2012 8 Change % Change
Current assets:
Cash and cash equivalents $ 7,271,265 5251234 2,020,031 38.5%
Patient accounts receivable, less allowance for doubtful accoumts 15,556,045 15666217 (110,172) -0,7%
Inventories 1,668,626 1,535,001 133,625 8.7%
Mealpractice and professional receivables 1,607,351 6,500,131 (4,892,280) -75.3%
Prepaid expenses and other current assets 2,421,739 3,564,924 (1,143,185) -32.1%
Current portion of funds held by trustee under bond indenture 1,150,955 1,132,642 18313 1.6%
Amounts due from related parties 205301 - - 0.0%
Total current assets 29,881,782 33.650.149 (3,768367) -11.2%
Assets limited or resiicted as to use
Funds held by trustee under bond ndenture 1,584,000 1,584,000 —_— 0.0%
Furds held by trustee for msurance 743,475 968,535 (225,060) -23.2% 4
Restricted mvestments:
Interest in perpetual trusts 6,299,046 6,098,136 200,910 3.3%
By donor 1,199,130 1,151,799 47331 41%
By spending policy 100,559 74353 26200 352%
Total assets Hmited or restricted as to use 9,926,210 9,876,829 49,381 0.5%
Property, plant and equipment, net 31,936,936 35574945 (3,638409) -10.2%
Malpractie and professional receivables 4,617,340 8477902 (3,860,562) -45.5%
Amounts due from related parties 710242 91,762 618,480 674.0%
Other assets _ 670444 633301 {12.857) -1.5%
Total assets ‘s , 77;742;55'4. 88354.888 _ (10.612334) -12.0%
Liabilities and Net Assets T .
Current labilities:
Accounts payable and accrued expenses b 18,585,256 18,491,452 93,804 0.5%
Amount due to affiliate 1,380,669 1,850,882 (470.213) -25.4%
Current obligations under capital lease 241,970 178,093 63,877 35.9%
Current portion of long-term debt 610,106 576,342 33,764 5.9%
Current insurance reserves 1,575,192 8,490,000 (6,914,808) -81.4%
Estimated final setflements due to third-party payors 2987204 3,126,885 (139.681) -4.5%
Total current liabilities 25380397 R7I36s4  (133325T) 22.4%
Capital lease obligations, Jess current portion 428,973 393,348 35,625 9.1%
Long-term debt, less current portion 16,544,329 17,154,435 (610,106) -3.6%
Pension liability 92,962,281 87,536,553 5425728 62% Nate: Final actuariai
Asset retirement obligations 3,527,549 3314,141 213,408 6.4% ote: rina) actuanal
Malpractice and professional liabilities 8,954,113 13981869  (502775%6)  -36.0% pension adjustment is not
Other liabilites 38380 47236, (8856)  -18.7% included in these numbers,
Total liabilities 147836020 155141236 (1,305214) -4.7%
Net assets: ,
Unrestricted (78693387 (74,903,820) (3,789,567) 51%
Temporarily restricted 1,101,168 842,348 258,820 30.7%
Permanently restricted 1498 751 1215124 223621 31%
Total net assets (70093463} (66.786.348) (3.307.120) 5.0%
Total liabilitles and net assets s FIT42554 88.354,888 (10612334) ~12.0%.
8
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| Statement of Operations -YTD

DRAFT - UNAUDITED l YEAR TO DATE 1
Varjance to-Budget - Varlance to LY -
Favi(Unfav) Over/{Under)
Actual Budget Last Year $ Var % $ var %

Revenue

Total Net Patient Senice Revenue 133,059,449 143,658,676 136,458,671 (10,599,227) -7.4% (3.399,222) -2.48%
Assets Rel. from Restrictions 182,218 23,750 393,925 168,468 667.2% (211,707) 53.74%
Meaningful Use 1,642,552 1,853,912 2,511,803 (311,360) -15.9% (869,251) 100.00%
Other Operating Revenue 5,228,384 4,859,053 4,441,184 369,331 7.6% 787,200 17.73%
Total Revenue $ 140,112,603 150,495,391 143,805,583  (10,382,788) -6.9% (3,692,980) -2.57%
Expense

Salaries & Wages 69,012,902 69,518,099 69,785,726 503,197 0.7% (772,824) “1.11%
Fringe Benefits 24,238,198 27,529,504 24,166,987 3,291,306 12.0% 71,211 0.29%
Medical Supplies 15,814,428 16,899,769 16,659,093 1,085,341 6.4% {844,665) -5.07%
Supplies & Sendces 20,915,790 24,590,157 23,417,172 3,674,367 14.9% (2,501,382) -10.68%
Hospital License Fee ' 7,165,632 7,165,632 7,222,776 - 0.0% (57,144) -0.79%
Depreciation & Amortization 5,775,430 5,738,239 5,841,207 (37.191) -0.6% 65,777) -1.13%
Interest 1,045,574 1,106,384 1,109,357 60,810 5.5% (63,783) -5.75%
Total Expenses 143,967,954 152,545,784 148,202,318 8,577,830 5.6% (4,234,364) -2.86%
Loss from operations $ (3,855,351)  (2,050,393) (4,396,735) (1,804,958) 88.0% 541,384 -12.31%

Operating Margin % -2.8% ~1.4% -3.1%
9
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l Statement of Cash Flow,,

DRAFT - UNAUDITED

Cash flows from operating activities:
Decrease in net assets
Adjustments to reconcile change in net assets to net cash provided by
operating activities:
Depreciation and amortization
. (Gain) Loss of Disposal
Accretion for asset retirement obligation costs
Amortization of deferred financing costs
Accretion of original issue discount
Net realized and unrealized (gains) losses on sale of mvestments
Change in market value of perpetual trusts
Provision for bad debts
Adjustments to pension liability
Changes in operating assets and liabilities:
Patient accounts receivable
Other current assets and other assets
Accounts payable, accrued expenses and other liabilities
Estimated final seftlements due to third-party payors

Net cash provided by operating activities

Cash flows from investing activities:
Additions to property, plant and equipment
Net purchases and sales of nvestments

Proceeds from sale of fixed assets
Receipts (advances) to related parties

Net cash used in investing activities

Cash flows from financing activities:
Repayment of long-term debt and capital leases

Net cash used in financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

FYE
9/30/2013  9/30/2012
$ (3307,J20) (13,551,094
5,562,022 5,640,915

— (769)
213,408 200,292
15,638 15,638
23,658 23,457
1,759 (178)
(200,910) (637.760)

11,137,334 9,746,459
—_ 9,656,651
(11,027,162) (9,120,446)
9,759,622 2366359
(6431,889) (2,775,933)
(139,681) 491352
5,606,679 2,054,943
(1,923,613) (1,966,917)
131,457 (477,084)
_— 1,863
(1,293.994) 1913,014
~ (3,086,150) (529,124)
(905251) (2.040,326)
(500,498) (2,040.326)
2,020,031 (514,507)
5251,234 5,765,741
$_ T.271.265 5,251,234

10
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EXHIBIT 17
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STATE OF RHODE ISLAND
DEPARTMENT OF ATTORNEY GENERAL

May 16,2014
DECISION

Re: Initial Hospital Conversion Application of Prospect Medical Holdings, Inc.,

Prospect East Holdings, Inc., Prospect East Hospital Advisory Services, LLC,

Prospect CharterCARE, LL.C, Prospect CharterCARE RWMC, LLC, Prospect

CharterCARE SJHSRI, LL.C, and Roger Williams Medical Center, St. Joseph

Health Services of Rhode Island, CharterCARE Health Partners

The Department of Attorney General has considered the above-referenced application
pursuant to R Gen. Laws §§ 23-17.14-1, et seq., the Hospital Conversions Act. In accordance
with the reasons outlined herein, the application is APPROVED WITH CONDITIONS.

1. BACKGROUND

The first step in traversing the Hospital Conversions Act is the filing of an initial
application with the Department of Attorney General (the “Attorney General”) and Rhode Island
Department of Health (“DOH”). The parties filed their initial application (“Initial Application™)
on October 18, 2013. The parties (collectively, “Transacting Parties™) to the Initial Application

are identified below:

e Roger Williams Medical Center (“RWMC”), a 220-bed acute care, community
hospital located in Providence, Rhode Island. RWMC is a wholly-owned subsidiary
of CharterCARE Health Partners (“CCHP”).!

e St. Joseph Health Services of Rhode Island (“SJTHSRI”)?, a 278-bed acute care,
community hospital located in North Providence, Rhode Island. STHSRI’s
ownership structure is such that CCHP is the sole Class A Member and the Bishop of
Providence is the sole Class B Member.

' RWMC and STHSRI will at times be referred to as the “Existing Hospitals” or “Heritage Hospitals.”
2 Commonly known as OQur Lady of Fatima Hospital
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o CharterCARE Health Partners, The Existing Hospitals were converted to the
current CCHP structure pursuant to a decision issued by DOH and the Attorney
General in July 2009.

e Prospect Medical Holdings, Inc. (“PMH”) The Acquiror, pre-conversion, is an
organizational structure existing under a parent entity, Prospect Medical Holdings,
Inc. PMH is a Delaware corporation with its principal place of business located in
Los Angeles, California. PMH is a health care services company that owns and
operates hospitals and manages the provision of health care service for managed care
enrollees through its network of specialists and primary care physicians.

e Prospect East Holdings, Inc. (“Prospect East™) a Delaware corporation which is a -
wholly-owned subsidiary of PMH. Prospect East will hold PMH’s interest in
Prospect CharterCARE, LLC and the Newco Hospitals post-conversion.

e Prospect East Hospital Advisory Services, LLC (“Prospect Advisory™), a
Delaware limited liability company, which is a wholly-owned subsidiary of PMH.
Prospect Advisory will oversee and assist in the management of the day-to-day
operations of Prospect CharterCARE, LLC post-conversion.

e Prospect CharterCARE, LLC, a Rhode Island limited liability company, which will
own the entities that own and operate and hold licensure for the hospitals, post-
conversion, the Newco RWMC and Newco Fatima® (defined below). Prospect
CharterCARE, LLC will be owned 85% by Prospect East and 15% by CCHP. However,
the governing board of Prospect CharterCARE, LLC will be a 50/50 board as explained
herein.

e Prospect CharterCARE RWMC, LLC (“Newco RWMC”), is a Rhode Island limited
liability company, which will own and hold the licensure for Roger Williams Medical

Center post-conversion. Newco RWMC will be wholly-owned by Prospect
CharterCARE, LLC. ‘

e Prospect CharterCARE SJHSRI, LLC (“Newco Fatima™) is a Rhode Island
limited liability company, which will own and hold the licensure for Our Lady of
Fatima Hospital post-conversion. Newco Fatima will be wholly-owned by Prospect
CharterCARE, LLC.

See Response to Initial Application Question 1 and Exhibits C10A-1 through A-6; C10A-12

through 14; 10A-7 through 11 and 10 B, C and D*.

* Newco RWMC together with Newco Fatima shall collectively hereinafter be referred to as “Newco Hospitals™.
* For the purposes of this Decision, Prospect East Holdings, Inc., Prospect East Hospital Advisory Services,
LLC, Prospect CharterCARE, LLC, and its “Subsidiaries”, Prospect CharterCARE RWMC, LLC, and Prospect
CharterCARE SJHSRI, LLC, will be called collectively “Prospect”; Roger Williams Medical Center, St. Joseph

2
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In its simplest form, the structure of the transaction outlined in the Initial Application (the
“Proposed Transaction™) is a sale of the assets of CCHP to PMH.

PMH is proposing to form Prospect CharterCARE, LL.C. PMH will retain an 85%
ownership interest in Prospect CharterCARE, LLC. CCHP will be provided a 15%
ownership Interest in Prospect CharterCARE, LLC. The governing structure, however, will
be such that PMH’s ownership interest will appoint 50% of the membership of the Prospect
CharterCARE, LLC board, and CCHP’s ownership interest will appoint 50% of the
membership of the Prospect CharterCARE, LL.C board. The Transacting Parties refer to this
concept as a “50/50 board.”

IL. REVIEW CRITERIA

The review criteria utilized by the Attorney General for a hospital conversion involving a
conversion of a non-profit hospital to a for-profit hospital’ is as follows:

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

(2) Whether a trustee or trustees of any charitable trust located or administered in this
state will be deemed to have exercised reasonable care, diligence, and prudence in
performing as a fiduciary in connection with the proposed conversion;

(3) Whether the board established appropriate criteria in deciding to pursue a conversion
in relation to carrying out its mission and purposes;

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

(5) Whether the board considered the proposed conversion as the only alternative or as
the best alternative in carrying out its mission and purposes;

(6) Whether any conflict of interest exists concerning the proposed conversion relative to
members of the board, officers, directors, senior management, experts or consultants

Health Service of Rhode Island and CharterCARE Health Partners will be called collectively “CharterCARE” or
C‘CCI_E’,.

SR.I Gen. Laws § 23-17.14-7(c). The Attorney General’s responsibility under the Hospital Conversions Act is to
review the transaction selected by the Board(s) of Directors.
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engaged in connection with the proposed conversion including, but not limited to,
attorneys, accountants, investment bankers, actuaries, health care experts, or industry
analysts;

(7) Whether individuals described in subdivision (c)(6) were provided with contracts or
consulting agreements or arrangements which included pecuniary rewards based in
whole, or in part on the contingency of the completion of the conversion;

(8) Whether the board exercised due care in engaging consultants with the appropriate
level of independence, education, and experience in similar conversions;

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

(10) Whether the board exercised due care in assigning a value to the existing hospital
and its charitable assets in proceeding to negotiate the proposed conversion;

(11) Whether the board exposed an inappropriate amount of assets by accepting in
exchange for the proposed conversion future or contingent value based upon success of
the new hospital;

(12) Whether officers, directors, board members or senior management will receive
future contracts in existing, new, or affiliated hospital or foundations;

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

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

(15) Whether individual officers, directors, board members or senior management
engaged legal counsel to consider their individual rights or duties in acting in their
capacity as a fiduciary in connection with the proposed conversion;

(16) Whether the proposed conversion results in an abandonment of the original purposes
of the existing hospital or whether a resulting entity will depart from the traditional
purposes and mission of the existing hospital such that a cy pres proceeding would be
necessary;

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

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

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

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

(21) Whether the proposed conversion jeopardizes the tax status of the existing hospital;
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(22) Whether the individuals who represented the existing hospital in negotiations
avoided conflicts of interest;

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

(24) Whether the formula used in determining the value of the existing hospital was
appropriate and reasonable which may include, but not be limited to factors such as: the
multiple factor applied to the "EBITDA" — earnings before interest, taxes, depreciation,
and amortization; the time period of the evaluation; price/earnings multiples; the
projected efficiency differences between the existing hospital and the new hospital; and
the historic value of any tax exemptions granted to the existing hospital;

(25) Whether the proposed conversion appropriately provides for the disposition of
proceeds of the conversion that may include, but not be limited to: -

(1) Whether an existing entity or a new entity will receive the proceeds;

(i) Whether appropriate tax status implications of the entity receiving the
proceeds have been considered;

(ii1)) Whether the mission statement and program agenda will be or should be
closely related with the purposes of the mission of the existing hospital;

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

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

(vi) Whether the board of any new or continuing entity will be independent from
the new hospital;

(vil) Whether the method for selecting board members, staff, and consultants is
appropriate;

(viil) Whether the board will comprise an appropriate number of individuals with
experience in pertinent areas such as foundations, health care, business, labor,
community programs, financial management, legal, accounting, grant making and
public members representing diverse ethnic populations of the affected
community;

(ix) Whether the size of the board and proposed length of board terms are
sufficient;

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

(27) Whether a right of first refusal to repurchase the assets has been retained;
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(28) Whether the character, commitment, competence and standing in the community, or
any other communities served by the transacting parties are satisfactory;

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

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

In addition to reviewing the Initial Application submitted by the Transacting Parties and
other publically available information, the Attorney General and DOH (the “Departments™)
jointly interviewed the following individuals:

CharterCARE

1. Kenneth H. Belcher, President/CEO of CharterCARE Health Partners
Michael E. Conklin, Jr., Chief Financial Officer, CharterCARE Health Partners
Joan M. Dooley, R.N., Chief Nursing Officer, CharterCARE Health Partners, RWMC

B » N

Patricia A. Nadle, R.N., Chief Nursing Officer, CharterCARE Health Partners,
STHSRI

5. Edwin J. Santos, Chairman of the CharterCARE Health Partners Board
6. Kathy Moore, Director of Finance, CharterCARE Health Partners

7. Addy Kane, Chief Financial Officer, Roger Williams Medical Center
Prospect

8. Thomas Reardon, President of Prospect Medical Holdings, Inc.

9. Samuel S. Lee, CEO, Prospect Medical Holdings, Inc.

10. Steve Aleman, Chief Financial Officer, Prospect Medical Holdings, Inc.

11. Barbara Giroux, Senior Vice President of Finance and Operations

The Hospital Conversions Act requires a public informational meeting. See R.1. Gen.
Laws § 23-17.14-7(b)(3)(iv). A public notice was published regarding an informational meeting
as well as soliciting written comments regarding the Proposed Transaction. The Attorney

General and DOH jointly held this meeting in Providence at Gaige Hall Auditorium on the
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campus of Rhode Island College.® It was held on April 28, 2014, from 4 p.m. to 7 p.m. Atthe
beginning of the session, the Transacting Parties were provided an opportunity to give a
presentation regarding the Proposed Transaction; afterwards, public comment was taken. Over
the course of the meeting, twenty-eight (28) speakers provided public comment. The comments
were overwhelmingly in favor of the Proposed Transaction, with one in opposition and another
raising concern as to whether Fatima Hospital would retain its Catholic identity. Several written
comments were also received, the overwhelming majority of which supported the Proposed
Transaction.

The Initial Application, along with the supplemental information provided, information
gathered from the investigation, including publically available information and information |
resulting from interviews and public comment, were all considered in rendering this Decision.

III. PROCEDURAL HISTORY

In 2008 and 2009, the RWMC and SJHSRI systems were losing in excess of $8 million
dollars a year from operations alone.” In an effort to stem those losses, those independent
systems agreed to affiliate through the creation of CCHP. The purpose of the affiliation was to
realize approximately $15 million dollars in savings over 5 years, utilizing efficiencies created
by the combined hospital systems as well as to preserve and expand health care services to the

Existing Hospitals' communities.® In 2009, the affiliation was approved by DOH and the

¢ The Attorney General would like to thank the staff of Rhode Island College for their hospitality and for assisting us
with use of the auditorium.
7 Initial Application, Response to Question 1
8
Id.
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Attorney General.’ If the CCHP affiliation had not been approved, the RWMC and SJHSRI
systems would have had difficulty in continuing to operate independently.'?

CCHP operates a health care system in the City of Providence and the Town of North
Providence which includes Roger Williams Medical Center and St. Joseph's Health System of
Rhode Island."!

Roger Williams Medical Center, defined above as RWMC, is a 220-bed acute care,

community hospital located in Providence, Rhode Island. St. Joseph Health Services of Rhode
Island, defined above as STHSRI, operates Our Lady of Fatima Hospital, which is a 278-bed
acute care, community hospital located in North Providence, Rhode Island.'?

CCHP also operates a number of non-hospital facilities that will be included in the
Proposed Transaction: Elmhurst Extended Care Facilities, Inc., Roger Williams Realty
Corporation, RWGH Physician’s Office Building, Inc., Roger Williams Medical Associates,
Inc., Roger Williams PHO, Inc., Elmhurst Health Associates, Inc., Our Lady of Fatima Ancillary
Services, Inc., The Center for Health and Human Services, STH Energy, LLC, Rosebank
Corporation and CharterCARE Health Partners Foundation (“CCHP Foundation”)."?

Significant operating efficiencies have been achieved as a result of the 2009 CCHP
affiliation.* Based on operating revenue alone, the combined CCHP hospital system reduced
operating losses not including pension losses to approximately $3 million dollars per year."

Although a significant improvement, CCHP realized that the losses it was continuing to

experience cannot be sustained and still ensure its continued viability. Furthermore, although

1d.

10 Id,

" Initial Application, Response to Question 1
12 Id,

13 Id.

14 Id,

15 Id,




Case 1:18-cv-00328-WES-LDA Document 54-18 Filed 09/17/18 Page 10 of 56 PagelD #:
1111

capital expenditures have been made, the physical plants at the Existing Hospitals are aging and
need upgrading.'®

Of additional concern to CCHP is its pension funding (an issue that is impacting many
hospitals throughout the country). If pension losses are taken into consideration, in fiscal year
2012, the CCHP system sustained losses of over $8 million dollars which are increasing without
additional contributions.'” Such losses cannot be sustained by CCHP. Facing these significant
financial concerns, CCHP realized it needed additional capital to ensure its continued viability to
fulfill its responsibilities to the citizens of Rhode Island which it serves.

In an effort to ensure the continued viability of the Existing Hospitals, in December of
2011, CCHP issued 22 Requests for Proposals (the "RFP") seeking a partner.'® In response to its
RFP, CCHP received six (6) responses, which it reviewed and considered carefully.'’ Among
the responses it received was one from PMH in August of 2012.2° CCHP conducted a vigorous
and detailed review of all of the proposals it received.”’ However, after receiving the response of
PMH, CCHP then undertook extensive review of PMH's proposal and engaged in negotiations
with PMH. In March of 2013, after a joint meeting of the boards of CCHP and the Existing
Hospitals, and an analysis of a number of the different options before CCHP, CCHP chose
PMH's proposal.”* In March of 2013, a Letter of Intent was executed by and between PMH and
CCHP.? During the interval between March 2013 and the execution of the Asset Purchase
Agreement on September 24, 2013, the Transacting Parties conducted extensive due diligence of

each other. The Transacting Parties subsequently executed a First Amendment to the Asset

16
1d.
17 Id; Report of James P. Carris, CPA.
18 4/28/14 Testimony of Kenneth Belcher
' 1d. Response to Question 55
20
Id.
21 &
*2 Initial Application response to Question 14
23
1d.
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Purchase Agreement on February 27, 2014, to add Prospect CharterCARE Ancillary Services,
LLC (“Ancillary”) to hold the licenses for the Prospect CharterCARE laboratories, among other
things.?*

An Initial Application was submitted by the Transacting Parties on October 18, 2013. On
November 18, 2013, the Departments informed the Transacting Parties that there were
deficiencies to the Initial Application and requested additional information. On January 2, 2014
the Departments received a letter addressing the deficiencies within the Initial Application. On
January 16, 2014, the Departments issued the Transacting Parties a notice of completeness letter.

On January 17, 2014, the Initial Application was deemed complete with the condition
that new copies of the Initial Application be filed, incorporating the confidentiality decision
made by the Attorney General wherein some documents that were originally requested to be
deemed confidential were deemed public.

During the review, six (6) sets of Supplemental Questions consisting of two hundred and

thirteen (213) questions were sent to and responded to by the Transacting Parties.

IV.  DISCUSSION

As outlined above, the review criteria contained in the Hospital Conversions Act
applicable to the Proposed Transaction consist of thirty (30) requirements. For organizational

purposes we have addressed them grouped by topic below.

A. BOARD OF DIRECTORS

Numerous provisions of the Hospital Conversions Act involve a review of the actions of the
board of directors of the existing hospital.”* In the instant review, the Attorney General provided

areview of the action of the board of directors leading to the Proposed Transaction.

?* Response to Supplemental Question 3-15

10
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1. Duties of the Board of Directors

The Hospital Conversion Act requires review of the decisions leading up to a conversion
to ascertain whether the directors fulfilled their fiduciary duties to the hospital. The first criteria
of the Hospital Conversions Act guiding the review of the actions of the board of directors in
pursuing a conversion is governed by R.I. Gen. Laws § 23-17.14-7(c)(3). This section requires
review of whether there was “appropriate criteria [used] in deciding to pursue a conversion in
relation to carrying out [the hospital’s] mission and purposes.” With regard to this particular
provision, the Board of Directors of CCHP (the “CCHP Board”) faced a situation where it was
sustaining continued losses, despite its efforts to find and implement efficiencies throughout
CCHP and its affiliates.® CCHP was also faced with aging infrastructure issues that needed to
be addressed.”” The need for capital to sustain its continued viability was a driving impetus in
locating a partner as CCHP realized it could not address these issues on its own going forward.”®
The Attorney General finds that this condition of the Hospital Conversions Act has been
satisfied.

The next section, R.I. Gen. Laws § 23-17.14-7(c)(4) requires a review of “[w]hether the
board formulated and issued appropriate requests for proposals in pursuing a conversion.” In
order to pursue an appropriate partner, CCHP issued twenty-two (22)29 Requests for Proposals to
a number of entities, listing a number of criteria.>® These criteria included:

(a) A commitment to the continued provision of quality health care services for the

residents of Greater Providence, Rhode Island and the surrounding
communities;

¥ See e.g., Hospital Conversions Act, R. I. Gen. Laws §§ 23-17.14-7(c) (3), (4), (5), (8), (9), (10), (11), (13), (14),
(15), and (23).
;: Initial Application, Response to Question 1
Id.
28 Initial Application, Responses to Questions 1, 13 and 14.
?® 4/28/14 Public Hearing Testimony of Kenneth Belcher
3% Initial Application Response to Question 14 and Exhibit 14A

11
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(b) A long-term commitment to CCHP, its medical staff and employees;

(c) A demonstrated cultural fit with CCHP's mission and a shared strategic
vision for the future of CCHP;

(d) An established record of success in the use of various strategies for physician
recruiting and assistance developing other ways to expand and enhance CCHP's
range of services;

(e) Access to sufficient capital to allow CCHP to maintain high quality care for
its patients and improve its physical facilities;

(f) Continued commitment to'“community benefit programs;

(g) A structure of governance that allows for continued panicipatidh of the CCHP
Board in the governance of CCHP, preferably a joint venture structure;

(h) Commitment to maintaining existing services for a period of at least three years;

(1) Quality and safety expertise to assure that CCHP exceeds quality and
safety standards;

(j) Proven ability to improve clinical outcomes/services as well as provide clinical
and administrative support to assure a standard of excellence; and

(k) Preservation and enhancement of academics.

The condition in the RFP reflecting the CCHP Board’s desire for a long-term
commitment to CCHP, its medical staff and employees, referenced at (b) above, fit with the
Board’s desire to engage in a joint venture model of governance that would permit continued
CCHP input into the decision making and operations of the Existing Hospitals rather than to be
simply acquired.*! This intended model of governance was shared by Prospect, as evidenced by
the provisions of the Amended and Restated Limited Liability Company Agreement of Prospect
CharterCARE, LLC (the “Prospect CharterCARE Operating Agreement”), which contains

specific conditions for a 50/50 board representation by CCHP and Prospect, as well as

3! See Tnitial Application Response to Question 55.

12
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establishment of local boards for the Existing Hospitals to provide continued local input into the

operations of these facilities.”

In its RFP, CCHP sought a substantial amount of information from its potential

partners,” including:

(@
(b)
(©)
(d)
(e)
@
(8)
(h)

@

(k)
0]

(m)
(n)
(0)
®)

Mission, Vision, Values;

Financial Strength;

Corporate Structure;

Ability to Pay or Finance Proposal;

Ability to Fund Capital Needs;

Desire to Sustain CCHP as a Full Service Acute Care System;
Commitment to Build CCHP Care Capabilities;

Desire to Support, Improve and Grow Medical Staff and Physician Alignment;
Approach to Physician Recruitment and Retention;
Community Benefit;

Future Governance Proposal for CCHP;

Continuing Roles for CCHP Management Team;

Growth Strategies;

Existing Affiliations;

Quality and Safety; and

Regulatory Impediments to chcessful Venture.

The Attorney General finds that the CCHP Board’s actions in connection with its

issuance of the RFP and criteria employed satisfy the requirements of the Hospital Conversion

Act. See R.I. Gen. Laws § 23-17.14-7(c)(3)(4).

An additional section requires review of “whether the board exercised due care in

assigning a value to the existing hospital and its charitable assets in proceeding to negotiate the

proposed conversion.” See R.1. Gen. Laws § 23-17.14-7(c)(10).

32 See Initial Application Response to Question 7, Exhibit 18, Prospect CharterCARE Operating Agreement.

BBI_d.
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2. Board Use of Consultants

Two criteria in the Hospital Conversions Act deal with a board’s use of consultants. See
R.I. Gen. Laws §§ 23-17.14-7(c)(8) and (9):

(8) Whether the board exercised due care in engaging consultants with the appropriate
level of independence, education, and experience in similar conversions; and

(9) Whether the board exercised due care in accepting assumptions and conclusions
provided by consultants engaged to assist in the proposed conversion.

As outlined in the Initial Application, the CCHP Board engaged a number of consultants,
including Cain Brothers & Company, an investment banking firm, to assist it with evaluation of
the proposals made by prospective suitors, as well as in negotiations once a prospective suitor
was located. > It also retained a number of other consultants, including Cambridge Research
Institute, The Camden Group, Drinker Biddle & Reath, LLP, Canon Design, Angell Pension
Group and Schulte Roth Zubel, LLC to assist it with the process of review of the RFP proposals
submitted and negotiation of the Proposed Transaction.” See R.I. Gen. Laws § 23-17.14-
7(c)(8)(15).

Prospect also retained a number of consultants, including BDO, Cardno ATC, Lathan &
Watkins LLP, Nixon Peabody, LLP, Rutan & Tucker, LLP, Groom Law Group, Chartered, Sills
Cummis & Gross P.C. and Ferrucci Russo PC. ¢

With regard to the care given “in accepting assumptions and conclusions provided by
consultants,” the Attorney General is not privy to the advice provided by these consultants other
than any documents submitted with the Initial Application process. It is unclear if more than
advice regarding the regulatory process was provided by consultants in this portion of the

transaction process. Accordingly, the Attorney General has found nothing to refute that the

3 Initial Application, Response to Question 14.
% Initial Application, Response to Question 60, Exhibit 60B.
3 Initial Application, Response to Question 60, Exhibit 60A.
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CCHP Board’s decision to accept the assumptions and conclusions provided by the consultants,
to the extent there were any, was with due care and that criteria (6), (8), (9) and (15) of the
Hospital Conversions Act have been satisfied. See R.I. Gen. Laws §23-17.14-7(c).

3. Remaining Board Criteria

Regarding the remaining criteria of this type, the Transacting Parties have disclosed
management and operating agreements pertaining to the operations of Prospect CharterCARE,
LLC, which entity shall own the Newco Hospitals post transaction. See R.I. Gen. Laws § 23-
17.14-7(c)(14). The Transacting Parties have provided the Prospect CharterCARE Operating
Agreement, which includes provisions for the formation of local boards for each Newco Hospital
thereafter.>” This operating agreement also provides for the local boards to consist of at least six
individuals, with 50% being physicians and the other 50% being community representatives and
the Hospital’s CEO, with no board member serving more than a three-year term.*®

In addition, the Transacting Parties provided a Management Services Agreement, which
will operate between Prospect CharterCARE, LLC and Prospect Advisory.” Prospect East, as
the managing member of Prospect CharterCARE, LLC, has delegated its day-to-day
management of the Newco Hospitals to Prospect Advisory under the Management Services
Agreement (the “Management Agreement”), which provides for a number of services, including
assistance with operational activities, once the Proposed Transaction has closed.*’ Prospect
Advisory will work with senior leadership team members (the “Executive Team™) of Prospect

CharterCARE, LLC to run the day-to-day operations of the Newco Hospitals. The Executive

Team shall be subject to the day-to-day supervision of Prospect Advisory, and together the

%7 Initial Application, Response to Questions 1, 18 and Exhibit 18 Article XII.
%% Injtial Application Exhibit 18, Article XII, Response to Question 7.

% Initial Application Exhibit 18.

0 1d, Response to Question S3-20.
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Executive Team and Prospect Advisory will report to Prospect CharterCARE, LL.C’s board (the
“Board”) and certain PMH executives. Prospect CharterCARE, LLC’s Board will have ultimate
power and authority over certain decisions. Since the filing of the Initial Application, the
Management Agreement has been subsequently revised to clarify that should any conflicts arise
between the Prospect CharterCARE Operating Agreement and the Management Agreement,
such conflicts will be resolved in favor of the Prospect CharterCARE Operating Agreement. The
Attorney General finds that R.I. Gen. Laws §23-17.14-7(c)(14) of the Hospital Conversions Act
has been satisfied.

As part of the Initial Application process, the applicants also indicated that the only
agreements they have made regarding future employment or compensated relationships relating
to any officer, director, board member or senior manager of CCHP is the assumption by Prospect
of the existing employment relationships of the current CCHP CEO, Kenneth Belcher and the
other senior leadership team members.*! In addition, the applicants have stated that board
members of the Prospect CharterCARE, LLC and the Newco Hospitals will not be
compensated.”” As to any agreements between affiliates, DOH has mandatory conditions
pursuant to the Hospital Conversions Act addressing this aspect of review. See R.I. Gen. Laws §
23-17.14-28.

The Asset Purchase Agreement does not include consideration that is based upon future
or contingent value based upon success of the Newco Hospitals. See R.I. Gen. Laws § 23-17.14-
7(c)(11). In fact, Prospect has confirmed that if the Newco Hospitals do not meet financial
expectations, it will provide additional funding to them.*® The terms of the Management

Agreement were determined jointly by Prospect and CCHP, both of which were represented by,

“! Initial Application, Responses to Questions 35 and 36; Asset Purchase Agreement, Article VIII.
2 Response to Supplemental Question 3-38.
# Response to Supplemental Question S4-25.
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and consulted with, legal counsel relating to the Proposed Transaction. See R.I. Gen. Laws § 23-
17.14-7(c)(14),(15). The Attorney General finds that the statutory requirement of R.I. Gen.
Laws § 23-17.14-7(c)(23) has been met.

Therefore, the additional miscellaneous Hospital Conversions Act criteria that must be
reviewed regarding board actions have been satisfied.

B. CONFLICTS OF INTEREST

Numerous provisions of the Hospital Conversions Act deal with conflicts of interest.**
The Attorney General has reviewed the criteria in the Act to determine whether the Transacting
Parties and their consultants have avoided conflicts of interest.

1. Conflict of Interest Forms

As part of the Initial Application, certain individuals associated with the Transacting
Parties were required to execute conflict of interest forms. These included officers, directors and
senior management for Prospect and CCHP. Individuals completing the conflict of interest
forms were asked to provide information to determine conflicts of interest such as their
affiliation with the Transacting Parties, their relationships with vendors and their future
involvement with the Transacting Parties. The Proposed Transaction also provides that the
employment contracts of the Executive Team will be assumed by Prospect, without any
additional compensation or benefit.*> The Attorney General finds no conflict of interest
occurred with respect to these agreements that are to be assumed by Prospect.*S Further, the
applicants have stated that board members of the Prospect CharterCARE, LLC and the Newco

Hospitals will not be compensated.*’”  After reviewing the conflict of interest forms, the Attorney

* See R.I. Gen. Laws §§ 23-17.14-7(c) (6), (7), (12), (22) and (25) (iv).

* See R.I. Gen. Laws §§ 23-17.14-7(c) (6), (7), (12), (22).

%6 See Initial Application, Responses to Questions 1, 15, 35, 36, Exhibit 18 Asset Purchase Agreement Article VIIL
i Response to Supplemental Question 3-38.
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General determines that none of the submitted information revealed any conflict of interest.*®
See R.I. Gen. Laws §23-17.14-7(c)(6).
2. Consultants
The Hospital Conversions Act requires a review of the possibility of conflicts of interests
with regard to consultants engaged in connection with the Proposed Transaction. R.I. Gen. Laws
§8§ 23-17.14-7(c)(6) and (7). The Attorney General notes that CCHP engaged several entities in

its pursuit of a potential suitor, including Cain Brothers & Company, an investment banking

firm, to assist it with evaluation of the proposals made by prospective suitors, as well as in
negotiations once a prospective suitor was located.* It also retained a number of other
consultants, including Cambridge Research Institute, The Camden Group, Drinker Biddle &
Reath, LLP, Canon Design, Angell Pension Group and Schulte Roth Zubel, LLC to assist it with
the process of review of the RFPs submitted and negotiation of the Proposed Transaction.”® The
Attorney General has determined that the criteria contained in R.I. Gen. Laws §23-17.14-7(c)(6)

and (7) of the Hospital Conversions Act have been satisfied as to some, but not all of the

consultants engaged because conflict of interest forms were not provided for Cambridge
Research Institute, The Camden Group, Dr. Vincent Falanga (who is no longer affiliated with
RWMC) and Schulte Roth Zubel, LLC, despite CCHP’s efforts to obtain them. One should not
be able to avoid providing a conflict form because of change in employment or affiliation.
Clearly the forms from these individuals are relevant. These individuals have failed to cooperate
with the Attorney General’s review. Because no forms have been provided, the Attorney

General has made an inference that a conflict of interest exists with regard to these individuals,

*® See Initial Application, Response to Question 15
* Initial Application, Response to Question 14
%% Initial Application, Response to Question 60, Exhibit 60B.

18



Case 1:18-cv-00328-WES-LDA Document 54-18 Filed 09/17/18 Page 20 of 56 PagelD #:
1121

that any future dealings between Prospect and these individuals will be considered suspect, and
in the event the Attorney General obtains additional information, further action may be taken.

3. Negotiations And Conflicts

After review of relevant documents obtained during the Attorney General’s review, it has
been determined that the individuals who represented the Existing Hospitals in negotiations of
the Proposed Transaction had no impermissible conflicts of interest.*

4. Sale Proceeds And Conflicts

As contemplated by the structure of the purchase price outlined in the Asset Purchase
Agreement, there will be no proceeds from the Proposed Conversion after the disposition of the
liabilities of the Existing Hospitals not assumed by Prospect CharterCARE, LLC. Therefore,
there is no need to address whether the Transacting Parties have appropriately provided for the
disposition of proceeds.*

5. Prospect Conflicts Of Interest

On behalf of Prospect, several consultants were also engaged including: BDO, Cardno
ATC, Lathan & Watkins LLP, Nixon Peabody, LLP, Rutan & Tucker, LLP, Groom Law Group,
Chartered, Sills Cummis & Gross P.C. and Ferrucci Russo PC.>* After reviewing the conflict of
interest forms submitted by Prospect, the Attorney General finds none of the forms submitted by
Prospect revealed any conflict of interest.

In response to various questions, Prospect has indicated that it has identified certain
leadership positions within its organization, post transaction.® Under the terms of the Asset

Purchase Agreement, Management Agreement and Prospect CharterCARE Operating

1R I Gen. Laws § 23-17.14-7(c)(22).

52 See R.I. Gen. Laws § 23-17.14-7(c)(25)(iv).

> Initial Application, Response to Question 60, Exhibit 60A.
>4 See Initial Application, Response to Question 35.
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Agreement, Prospect will hold an 85% ownership interest and thus will appoint certain
individuals as its representatives, all of whom have provided Conflict of Interest Statements. A
review of these documents and the interviews conducted with representatives of Prospect does
not indicate that any conflict of interest exists with respect to the Proposed Transaction.”” See

R.I. Gen. Laws §§ 23-17.14-7 (c)(6).(7).

C. VALUE OF TRANSACTION

The following Hospital Conversions Act criteria deal with valuation of the Proposed
Transaction. See R.I Gen. Laws §§ 23-17.14-7 (c)(17), (18) and (24):

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

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

(24) Whether the formula used in determining the value of the existing hospital was
appropriate and reasonable which may include, but not be limited to factors such as: the multiple
factor applied to the "EBITDA" — earnings before interest, taxes, depreciation, and amortization;
the time period of the evaluation; price/earnings multiples; the projected efficiency differences
between the existing hospital and the new hospital; and the historic value of any tax exemptions
granted to the existing hospital.

Given their relevant expertise in this area, the Attorney General consulted with its expert,
James P. Carris, CPA, ("Carris"), in making a determination regarding valuation. According to
the analysis of Carris:

Is the Purchase Commitment from Prospect Medical Holdings, Inc. Fair and Reasonable?

As described in the Asset Purchase Agreement (APA), Prospect Medical Holdings (Prospect),
through a series of subsidiaries, is acquiring substantially all the assets of CharterCARE Health
Partners, Inc. (CCHP). The acquisition includes Roger Williams Medical Center (RWMC), a
220-bed acute care teaching hospital and Saint Joseph’s Health System of Rhode Island
(STHSRI), which operates Fatima Hospital, a 278-bed acute care community hospital located in
North Providence, RI.

% 1d., and Exhibit 18 (Asset Purchase Agreement, Prospect CharterCARE Operating Agreement and Management
Agreement).
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Additionally, there are a number of non-hospital health entities in CCHP, which are also
included in the transaction.

At closing, CCHP will receive $45 million in cash plus a 15% interest in the joint venture
(Prospect CharterCARE) that will hold the acquired assets.

The APA requires that the $45 million in cash proceeds be dispersed at closing as follows:

-$16,550,000 to be used to fully redeem STHSRI revenue bonds issued in 1999 by Rhode
Island Health and Educational Building Corporation.

-$11,062,500 to be used to redeem RWMC revenue bonds issued in 1998 by Rhode
Island Health and Educational Building Corporation.

-$3,387,500 to be used to redeem Roger Williams Realty Corporation revenue bonds
issued in 1999 by Rhode Island Health and Educational Building Corporation.

-$14,000,000 to be applied to the St. Joseph Pension Plan.
A detailed sources and uses schedule for the transaction has been provided by the parties.

Prospect has also committed $50 million over a four year period (in addition to CCHP’s routine
capital commitment of at least $10 million per year) to fund expansion and physical plant
improvements to the existing entities. During the process, Prospect has agreed to guarantee the
$50 million long-term capital commitment of its subsidiary, Prospect East. This $50 million may
be subject to certain limitations and offsets but for the purposes of this analysis, is included at the
full $50 million.

CCHP’s 15% interest in the joint venture is also subject to potential limitations, including a
possible capital call. All parties to the transaction have given assurances that no capital call is
anticipated in the foreseeable future.

Representatives of management and the Board of CCHP stipulated that if this transaction does
not close, they would immediately begin the strategic partnering process again. The system does
not have the ability to survive long-term with a “go it alone” strategy. This is borne out by the
internal March 2014 consolidated financial statements, which shows a six-month, consolidated
operating loss of approximately $9 million.

A third party valuation analysis or fairness opinion was not completed with regard to the entire
transaction. CCHP stated that its board did not undertake an appraisal since any potential
valuation would have to be measured against the board’s requirement for a joint venture model
that included the retention of local ownership and local governance. Prospect stated that it looked
at two methods of determining potential value. The first method was a multiple of twelve months
trailing EBITDA and the second method was a multiple of enterprise value. Neither of these
methods were deemed by the parties to be applicable in this situation. Accordingly, the parties
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looked at the existing long-term debt, other outstanding obligations and future capital needs.
CCHP in pursuing its joint venture model, as directed by its Board, was looking to resolve
approximately $31 million in long-term debt, to bring the St. Joseph’s Pension Plan to a ninety
(90%) percent funding level and fund future capital needs of approximately $50 million. The
parties therefore estimate the total consideration to be approximately $95 million.

The purchase commitment from Prospect is fair and reasonable for the acquisition of CCHP and
its affiliates. This is based on the criteria established by the CCHP Board, a review of available
documentation, analysis of CCHP’s current and historical operating performance as well as
interviews and discussions with numerous individuals who participated in the processes and
discussions which culminated in this transaction.

Moreover, given the considered and extensive review process employed by the CCHP
Board and its finding that the terms of its deal with Prospect “were the best available from the
remaining, interested parties,” the information provided by Carris, as well as the offers of other

bidders, the criteria under the Hospital Conversions Act regarding valuation of the Proposed

Transaction has been met.

D. CHARITABLE ASSETS

The Attorney General has the statutory and common law duty to protect charitable assets
within the State of Rhode Island.”® In addition, the Hospital Conversions Act specifically
includes provisions dealing with the disposition of charitable assets in a hospital conversion
generally to ensure that the public’s interest in the funds is properly safeguarded.”’ With regard
to the charitable assets of CharterCARE, currently they are held by three entities: the CCHP

Foundation, Roger Williams Medical Center and St. Joseph Health Services of Rhode Island.’®

36 See e.g., R Gen. Laws § 18-9-1, ef seq.
37 See, R.I. Gen. Laws § 23-17.14-7(c).
%8 Initial Application, Response to Questions 28 and 29.
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1. Disposition of Charitable Assets

In the Initial Application, the Transacting Parties were asked to identify and account for
all charitable assets held by the Transacting Parties.”® Voluminous detail was provided which
will not be detailed herein, but was thoroughly reviewed. Certain information regarding these
assets is outlined below. This requirement has been satisfied by the Transacting Parties pursuant
to the Hospital Conversions Act. In addition, it was represented that Prospect CharterCARE,
LLC has no plans to change or remove the names associated with former gifts to the Existing
Hospitals.60

In addition, the Transacting Parties were required to provide proposed plans for the
creation of the entity where all charitable assets held by the non-profit entities would be
transferred.®! With regard to restricted funds, pursuant to the Hospital Conversions Act, in a
hospital conversion involving a not-for-profit corporation and a for-profit corporation, it is
required that any endowments, restricted, unrestricted and specific purpose funds be transferred
to a charitable foundation.® In furtherance of that requirement, CCHP indicated in the Initial
Application that it intends to transfer all currently held specific purpose and restricted funds to
the CCHP Foundation,*® which will use the funds in accordance with the designated purposes.
At the outset, the only change in the mission and the purpose of the CCHP Foundation will be
that charitable assets will not be used for the operations of what would have become the Newco
Hospitals due to their for-profit status. The mission and purpose of the CCHP Foundation would
be to ensure use of charitable assets consistent with the historical donors’ intent and community

based needs. It would continue to serve as a community resource to provide accessible,

¥ 1d.

60 Response to Supplemental Question S-42

%! Initial Application, Question 29, R.I. Gen. Laws § 23-17.14-7(c)(25) and §23-17.14-22(a).
62R.I. Gen. Laws § 23-17.14-22(a).

63 See Initial Application, Response to Questions 28 and 29.

23




Case 1:18-cv-00328-WES-LDA Document 54-18 Filed 09/17/18 Page 25 of 56 PagelD #:
: 1126

affordable and responsive health care and health care related services including disease
prevention, education and research, grants, scholarships, clinics and activities within the
community to facilitate positive changes in the health care system. ® The strategic planning
process for CCHP Foundation is ongoing.

Historically, a Cy Pres petition to the Rhode Island Superior Court is the legal vehicle to
determine whether a donor’s intent can be satisfied, and if not, to determine the next best
alternative to honor the donor’s intent. Because of the change of control of the Existing
Hospitals and proposed transfer of their charitable assets to the CCHP Foundation, it was
contemplated that a simple Cy Pres acknowledging that each Existing Hospital has charitable
assets and that post conversion, the CCHP Foundation will honor the intent of the donors, would
be the appropriate vehicle. However, as the financial situation of the Existing Hospitals,
including with respect to the STHSRI pension liability, continued to deteriorate during the
regulatory review of the Initial Application, CCHP revised its plan as set forth in the Initial
Application to reflect a more staggered process with respect to its restricted funds which required
some adjustments to the basic form Cy Pres described above.

Due to the extent of the Existing Hospitals’ liabilities, CCHP proposed that certain
RWMC and SJHSRI restricted assets, in addition to unrestricted cash, would remain with the
Heritage Hospitals during their wind-down period rather than transferring directly to the CCHP
Foundation. Specifically, a total of approximately $19.6 million dollars in restricted assets
would be held by the Foundation ($7.2 million dollars) and the Heritage Hospitals ($12.4 million
dollars). The revised Cy Pres plan was set forth in an outline of the proposed Cy Pres petition

for each of the Heritage Hospitals with accompanying estimated opening summary balance

% Initial Application Response to Question 28.
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sheets for both the Heritage Hospitals and the CCHP Foundation, provided to the Attorney
General, and is described below.

A multi-year wind-down process is typical in the dissolution of a hospital corporation due
to the time it typically takes to settle government cost reports and the like. It is particularly
appropriate where the expected hospital’s liabilities are projected to exceed the amount of the
unrestricted assets available at the time of closing but where there is also an expectation that
additional unrestricted assets will be available in the future, as is the case here. The corporation

retains during the wind-down process those restricted charitable assets that provide unrestricted

earnings which can be used to address its remaining liabilities, and the corporation remains open
until such time as it is concluded that it has completed the winding-down of its affairs.

With respect to the period of time after the close of the Proposed Transaction when the
Heritage Hospitals remain open, CCHP proposes to carry out the above-described process as
follows:

CCHP Foundation i

As a threshold matter, CCHP’s Cy Pres petition would address any needed change in the
CCHP Foundation mission to reflect the broader, community health oriented foundation focus.
The Cy Pres petition will request approval for the transfer of charitable funds to the CCHP
Foundation comprised of approximately $7.2 million dollars in restricted assets comprised of
restricted cash, endowment and earnings on endowment of approximately $6.9 million dollars
from RWMC and $318,000 from STHSRI.

The RWMC endowments contained within the sum being transferred to the Foundation
total approximately $4.2 million dollars. The Cy Pres petition will address the use of the RWMC

|
\
\
|
endowment income for appropriate charitable purposes. The estimated annual income on such \
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amount is estimated at approximately $210,000 annually assuming existing investment policy
and allowing for a 5% distribution, within the 7% recommended maximum distribution.

CCHP also will seek Cy Pres approval to use approximately $12.9 million dollars of the
total accumulated temporarily restricted earnings on the RWMC endowment of approximately
$15.3 million dollars to satisfty RWMC’s liabilities. The balance of approximately $2.4 million
dollars also would be moved to the CCHP Foundation for charitable purposes as it deems
appropriate. The estimated annual income from the temporarily restricted endowments is
approximately $118,000 assuming the existing investment policy allowing for a 5% distribution,
within the 7% recommended maximum distribution. There are no expected changes in the
investment managers during the wind-down period. &

RWMC also has a number of temporarily restricted funds whose purpose will not be fully
expended before the closing of the Proposed Transaction. It is estimated that approximately
$285,000 in such restricted cash funds will be transferred to the CCHP Foundation. The
purposes of these funds will be reviewed and adjusted to meet as close to the original donor
intent as possible.

Finally, CCHP intends to request that approximately $108,000 in STHSHR temporarily
restricted scholarship and endowment funds, and approximately $209,000 in other temporarily
restricted assets be transferred to the CCHP Foundation. The purposes of transferred funds will
be similarly reviewed and adjusted to meet as close to the original donor intent as possible.

Heritage Hospitals

CCHP proposes to retain approximately $24.3 million dollars of assets within the

Heritage Hospitals for the time being, including approximately $12.4 million dollars in restricted

6 Response to Supplemental Question 3-30.
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assets comprised of perpetual trusts, endowments and scholarships and temporarily restricted
assets, as follows:

First, CCHP intends to seek Cy Pres approval to change the purpose of the
approximately $1.2 million dollars in STHSRI’s permanently restricted scholarship and
endowment funds to be used to partially satisfy STHSRI’s liabilities, including but not limited to
potential future funds and expenses relating to the pension plan.

Second, each of the Heritage Hospitals will each retain their respective right to the
receive distributions from approximately $10.8 million dollars in perpetual trusts, which will be
used to pay their respective wind-down expenses. In addition, CCHP intends to seek trustee and
Cy Pres approval to use the perpetual trust income received by RWMC to partially satisfy the
payment of STHSRI expenses, if needed, after all of RWMC’s liabilities have been paid.

Finally, the Cy Pres petition will include a request that RWMC retain approximately

$421,000 in funds dedicated to expenses unique to RWMC. These include funds restricted for
continuing medical education and surgical and oncology academic and research program for
which RWMC will seek limited approval to pay only for the costs of such program at Newco
RWMC that are over and above the routine, budgeted cost of operating these programs going
forward. "
To summarize, the Cy Pres disposition addressing the transfers to the CCHP Foundation \
on the one hand and adjustments to funds retained within the Heritage Hospitals on the other, as |
described above, will ensure that the Existing Hospital charitable assets are used for their
intended purposes when that is consistent with law, and will seek court approval for an
appropriate, comparable charitable use when the intended use would no longer be consistent with

law, for example, because it would require that funds go to a successor, for-profit hospital.
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In addition, at one or more future dates, upon confirmation that perpetual trust
distributions and endowment earnings are no longer needed to address the liabilities of one or
both Heritage Hospitals, one or more additional Cy Pres disposition(s) of any remaining
restricted and unrestricted charitable assets of the Heritage Hospitals will take place to transfer
funds to the CCHP Foundation. Trustee approval also will be required to re-direct future
perpetual trust distributions to the CCHP Foundation.

With appropriate agreements with the CCHP Foundation, the Heritage Hospitals and
CCHP that are approved by the court in Cy Pres proceedings to manage the restricted assets, the
Attorney General finds that the Proposed Transaction will not harm the public’s interest in the
property given, devised or bequeathed to the Existing Hospitals for charitable purposes.*®

Promptly following the closing of the Proposed Transaction, CCHP will close the books
on SJHSRI and RWMC and seek preliminary approval from the Attorney General as to the form
and content of the post-closing Cy Pres petition described above. Thereafter, the RI Superior
Court’s consideration of said initial petition will take place within a reasonable period following
closing of the Proposed Transaction.

Lastly, inasmuch as none of the existing CCHP entities are trustees for any of the
holdings, they are not responsible for completing annual filings as required by R.I. Gen. Laws

§18-9-13. See R.I. Gen. Laws §23-17.14-7(c)(26).

2. Maintenance of the Mission, Agenda and Purpose of The Existing Hospitals

The Hospital Conversion Act at R.I. Gen. Laws § 23-17.14-7(c)(16) and R.I. Gen. Laws
§ 23-17.14-7(c)(25)(1i1) requires consideration of the following:

e  Whether the proposed conversion results in an abandonment of the original
purposes of the existing hospital or whether a resulting entity will depart from the

5 R.J. Gen. Laws § 23-17.14-7(c) (1).
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traditional purposes and mission of the existing hospital such that a cy pres
proceeding would be necessary; and

e  Whether the mission statement and program agenda will be or should be closely
related with the purposes of the mission of the existing hospital.

RWMC and SJHSRI share the same mission; namely, “as an Affiliate of the System

shall be to foster an environment of collaboration among its partners, medical staff and
employees that supports high quality, patient focused and accessible care that is responsive to
the needs of the communities it serves.”®’ CCHP “is organized and shall be operated
exclusively for the benefit of and to support the charitable purposes of Roger Williams Hospital,

St. Joseph Health Services of Rhode Island and Elmhurst Extended Care Services, Inc.....”%

CCHP Foundation finds its origins in the SJ Foundation, formed on February 27, 2007 “to hold
and administer charitable donations on behalf of SHHSRI.”® In December of 201 1, a Petition
for Cy Pres, In Re: CharterCARE Health Partners Foundation, P.B. No. 11-6822, was filed
and granted by the Rhode Island Superior Court (Silverstein, J.) allowing the transfer of the
restricted funds that were raised by the SJ Foundation to STHSRL.”" “Subsequent to and as part
of the CCHP affiliation, on August 25, 2011, the organizational documents of SJ Foundation
were revised to change its name to CharterCARE Health Partners Foundation and to make CCHP
its sole member.””" “On September 9, 2011, CCHP Foundation secured from the IRS a
determination that it was 1) exempt from tax under section 501(c)(3) of the Internal Revenue Code
(IRC), and 2) a public charity under section 509(a)(3) of the IRC.”"

While implied in Prospect’s for-profit status that profit is an issue that will be considered,

Prospect has committed that Prospect CharterCARE, LLC “will adopt, maintain and adhere to

57 Initial Application, Exhibit 10(C)(D), See also Response to Supplemental Question S5-2.
¢ Initial Application, Exhibit 10(B), See also Response to Supplemental Question S5-2.

% Initial Application, Response to Question 29.

™ nitial Application, Response to Question 28.

Ty,

74,
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CCHP’s policy on charity care and or adopt policies and procedures that are at least as favorable
to the indigent, uninsured and underserved as CCHP’s existing policies and procedures.”” It has
further stated that, should a conflict arise between the charitable purposes of the Existing
Hospitals and profit-making that the charitable purposes of the Existing Hospitals shall prevail.”*
The Attorney General finds that R.I. Gen. Laws §23-17.14-7(c)(16) of the Hospital Conversions
Act has been satisfied.

The Attorney General has also considered that Prospect has purchased eight other
hospitals over the course of its existence, some of which have included distressed hospitals’”, and
has stated that it has never closed or sold any of its hospitals.76 Although there is no evidence
that the Proposed Transaction will differ significantly from the stated purposes of the Existing
Hospitals, it is necessary that a Cy Pres be filed and granted both to ensure the proper utilization
of the remaining restricted funds and because this hospital conversion includes the conversion of
two non-profit entities’ assets for use by for-profit entities.

Further, Rhode Island law requires that all licensed hospitals, whether non-profit or for-
profit, provide unreimbursed health care services to patients with an inability to pay.”’

Therefore, Prospect will be required even as a for-profit hospital to provide a certain amount of
charity care and has agreed to do so. ”®
Finally, in consideration of whether the new entity will operate with a similar purpose,

pursuant to Section 13.15 of the Asset Purchase Agreement entitled “Essential Services”

Prospect has agreed to maintain the Newco Hospitals as acute care hospitals with a “full

7 Initial Application Response to Question 59(c).

7 Exhibit 18 to Initial Application, Asset Purchase Agreement, Section 13.14; see also Response to S3-14.
7 Interview of Thomas Reardon.

76 Response to Supplemental Question 4-25.

77R.I Gen. Laws §§ 23-17.14-15(a)(1), (b) and (d).

7 See Initial Application Exhibit 18, Asset Purchase Agreement, Article 13.14 and Management Agreement.
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complement of essential clinical services for a period of at least five years immediately following
the Closing Date.”” In addition, Prospect has stated that there are no current plans to
discontinue any CCHP systems services, accreditations, and certifications, including those of the
CCHP affiliates.®® These include health care and non-healthcare community benefits.®" As with
any acquisition, it is likely that some changes will take place after Prospect takes over the
Existing Hospitals. In fact, Prospect has indicated that it will be undertaking strategic initiatives
collaboratively to improve services rendered to patients.*? Further, as part of its long term
capital commitment to CCHP, Prospect has also committed to making improvements of a bricks
and mortar nature to the Existing Hospitals.** Accordingly, the Proposed Transaction does
include a potential that some changes will occur at the Existing Hospitals.

3. Foundation for Proceeds

In addition to addressing charitable assets, the Hospital Conversions Act requires an
independent foundation to hold and distribute proceeds from a hospital conversion consistent
with the acquiree's original purpose.84 With regard to the Proposed Transaction, the Asset
Purchase Agreement does not include a purchase price that will produce traditional proceeds as it
is structured upon payment of certain obligations and commitment to future investments in the
hospital. Accordingly, R.I. Gen. Laws § 23-17.14-22 does not require a foundation for receipt of
proceeds. Nonetheless, CCHP Foundation is an existing publicly supported foundation which
stands ready to receive the restricted funds associated with the Heritage Hospitals in accordance

with the plan described above. It is anticipated that the amount of such funds are sufficient for

7 See Asset Purchase Agreement Article 13.15; Initial Application Response to Questions 53, 57 and 59.
& Response to Supplemental Question S3-53.

* see e.g. Exhibit S3-19; Exhibit $4-20, and Final Supplemental Response 4-20.

%2 Initial Application, Exhibit 18 Asset Purchase Agreement Article 13.13.

% Initial Application, Response to Question 1.

% R.J. Gen. Laws § 23-17.14-22(a) and R.1. Gen. Laws § 23-17.14-7(c)(16).
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the operation of an independent community health care foundation. However, should the CCHP
Foundation board determine in the future that it would be more cost effective to do so, it may
seek Cy Pres approval to transfer the restricted assets to an independent foundation consistent
with the Hospital Conversions Act.

E. TAX IMPLICATIONS

There are three criteria in the Hospitals Conversions Act that deal with the tax
implications of the Proposed Transaction. 8 Currently, CCHP and the Existing Hospitals are
non-profit corporations organized pursuant to Rhode Island law. Upon the purchase of their
assets by Prospect, the resulting entities will be for-profit entities and no longer immune from
certain tax obligations. Clearly, this has an impact on the tax status of these entities. % This
transaction represents the second hospital conversion transaction in Rhode Island where
nonprofit hospitals are changing to for-profit entities. Review of the Initial Application indicates
that this decision to become for-profit entities was made after careful consideration by CCHP
that the terms of this transaction were the best available to CCHP among the proposals from the
remaining interested parties.87 Accordingly, the wisdom of choosing a for-profit company to
purchase a non-profit hospital is not a matter that warrants in-depth consideration given the
circumstances.

With regard to tax implications, one of Prospect’s conditions of closing the transaction
with CharterCARE stated in the Initial Application referenced that the closing is contingent upon

property tax stabilization/exemption ordinances with the host communities of Providence and

85 See RI. Gen. Laws §§ 23-17.14-7(c)(20), (21) and (25)(ii).

% The question posed by R.1. Gen. Laws § 23-17.14-7(c)(21) is whether the tax status of the existing hospital is
jeopardized.” This characterization does not apply to the Proposed Transaction as not only is it jeopardized, it is
knowingly being changed from non-profit to for-profit.

%7 See Initial Application, Response to Request 55.
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North Providence.®® The Transacting Parties have indicated that these negotiations are ongoing
with the communities to be affected and are anticipated to be resolved with a potential need for
further procedural hearings to occur after May 16, 2014.% The Attorney General is advised by
Prospect that they are progressing steadily toward a resolution of this issue. The determination
as to whether tax stabilization or exemption will be granted to Prospect for the Existing Hospitals
is beyond the Attorney General’s jurisdiction and is therefore left to the affected communities to
determine.

In addition to real estate taxes, typically Prospect would be required to pay Rhode Island
sales and use tax in certain situations. See R.I. Gen. Laws § 44-18-1 ef seq., and 44-19-1, et. seq.

As for the remaining review criteria contained in R.I. Gen. Laws §23-17.14-7(c)(20),
regarding “whether the conversion is proper under applicable state tax code provisions,” the |
Transacting Parties are required to obtain a certificate from the State of Rhode Island prior to
closing that the Proposed Transaction is proper under applicable state tax code provisions.
Accordingly, the Attorney General finds that once the required certificate has been obtained from
the State of Rhode Island, which is a requirement of closing of the Proposed Transaction, that
this particular criterion under the Hospital Conversions Act will be met.

CCHP also sought legal counsel regarding federal tax implications with respect to CCHP
serving as the 15% member of for—profit Prospect CharterCARE, LLC. CCHP has stated that
the structure of the Proposed Transaction permits it to act exclusively in furtherance of its
exempt purposes and only incidentally for the benefit of PMH. However, because this area of
tax law may continue to evolve in the future, should CCHP’s tax-exempt status ever be

jeopardized due to its participation in the Prospect CharterCARE, LL.C, CCHP may cause PMH

88 See Initial Application, Response to Question 45.
% Response to Supplemental Question S4-12.
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to buy out its interest if there is no other satisfactory resolution. This process and the distribution
of the additional proceeds would be subject to Attorney General oversight consistent with this
decision.”® Finally, CCHP has stated that it will take any reasonable steps to ensure that both it
and the CCHP Foundation will preserve their current exempt status following the close of the
Proposed Transaction’”.

Regarding the tax status of the entity receiving the proceeds, no proceeds are
contemplated and the new entities will be for-profit. See R.I. Gen. Laws § 23-17.14-7(c)(25)(ii).

F. NEW ENTITY

The Attorney General must review certain criteria pursuant to the Hospital Conversions
Act that deals with the corporate governance of the new hospitals after the completion of the
Proposed Transaction.”> Below is an outline of the review of such requirements.

1. Bylaws and Articles of Incorporation

One issue that must be examined is whether the new entity has bylaws and articles of
incorporation. The new corporate entity that will purchase the assets of CCHP is Prospect
Medical Holdings, Inc. (“PMH”). PMH is a Delaware corporation incorporated on May 14,
1999 with its principal place of business in Los Angeles, California. See Initial Application
Exhibit 10(a). The current bylaws for PMH were provided by the Transacting Parties. /d.
Therefore, bylaws and articles of incorporation have been provided for PMH.*

PMH is a health care services company that owns and operates hospitals and manages the
provision of health care services for managed care enrollees through its network of specialists

and primary care physicians. PMH is the parent entity with regard to the eight (8) acute care and

% Response to Question S10

*! Final Supplemental Responses Miscellaneous p. 6.

2 Seee. g., Hospital Conversions Act, R.I. Gen. Laws §§ 23-17.14-7(c)(25) (i), (v), (vi), (vii), (viii), and (ix).
% Initial Application Exhibit 10A-1.
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behavioral hospitals located in California and Texas. In total, PMH owns and operates
approximately 1,082 licensed beds and a network of specialty and primary care clinics.”

PMH is owned by Ivy Intermediate Holdings, Inc. (“IIH”), a Delaware corporation,
incorporated on July 23, 2010, with its registered place of business in Wilmington, Delaware. *°
The current bylaws for IIH were provided by the Transacting Parties. Id. Therefore, bylaws and
articles of incorporation have been provided for IIH.”®

Ivy Holdings, Inc. (“IH”), a Delaware corporation, incorporated on December 14, 2010,
with its registered place of business in Wilmington, Delaware, owns 100% of the stock of IIH.”’
IH is a holding company for this stock ownership, having no other assets, liabilities or
operations.”® Bylaws were provided by the Transacting Parties for IH.*

Pursuant to the Asset Purchase Agreement,'® the ownership interest of PMH will be held
by a newly formed LLC, Prospect East Holdings, Inc., (“Prospect East™) a Delaware LLC,
formed on August 20, 2013, with its principal place of business located in Wilmington,
Delaware.'®! Prospect East is structured to be the PMH entity that will hold ownership interest in
any health care facilities acquired by PMH on the East Coast. The current bylaws for Prospect
East were provided by the Transacting Parties. Id. Therefore, bylaws and articles of
incorporation have been provided for Prospect East. 12

Prospect CharterCARE, LLC, a Rhode Island limited liability company, is a joint venture

between Prospect East and CCHP and will hold 100% of the ownership interests in the entities

** Initial Application p. 1.

ZZ Initial Application, Exhibit 10A-12.
Id.

°7 Initial Application, Exhibit 10A-11.

% Initial Application, p. 2.

% Initial Application, Exhibit 10A-11.

19 Asset Purchase Agreement, p. 2.

1% nitial Application, p. 2, Ex. 10A-6.

102 Id.
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that will hold the licensure for the Existing Hospitals, post conversion.'®® Prospect
CharterCARE, LLC was formed on August 20, 2013, with its principal place of business in Los
Angeles, California and will be owned 85% by Prospect East and 15% by CCHP. Prospect East
is the managing member of Prospect CharterCARE, LLC and is responsible for the day-to-day
management of the Newco Hospitals with certain decisions subject to Board approval pursuant
to Section 8.3 of the Prospect CharterCARE Operating Agreement. Prospect East as the
managing member of Prospect CharterCARE, LLC has delegated through the Management
Agreement the day-to-day management of the Newco Hospitals to Prospect Advisory Services,
LLC (“Prospect Advisory™), an affiliate of PMH. The governing board of Prospect
CharterCARE, LLC will be a 50/50 board'®* (the “Board”) with half of its members selected by
and through Prospect East’s ownership and the other half of the members selected by and
through CCHP’s ownership. The Board shall be the organized, governing body responsible for
the management and control of the operations of the licensed hospitals, their conformity with all
federal, state and local laws and regulations regarding fire, safety, sanitation, communicable and
reportable diseases and other relevant health and safety requirements.105 The Board shall define
the population and communities to be served and the scope of services to be provided.'® The
Board shall also determine policy with regard to the qualifications of personnel, corporate
governance, and the policy for selection and appointment of medical staff and granting of

clinical privileges.!?” Bylaws were not provided for Prospect CharterCARE, LLC as typically

1% Newco Hospitals.
1%* Initial Application, Revised 7(c).
105
Id.
106 Id.
107 Id.
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such organizations do not have Bylaws. However, an operating agreement was provided by the
Transacting Parties.'% |

Prospect Advisory, a Delaware Limited Liability Company was formed on August 20,
2013, with its principal place of business in Los Angeles, California and is solely owned and
controlled by PMH.'® As described above, Prospect East has delegated the day-to-day
management of the Newco Hospitals to Prospect Advisory through the Management Agreement
and Prospect Advisory will receive a monthly management fee equal to two percent (2%) of the

Net Revenues''?

of Prospect CharterCARE, LL.C. Prospect Advisory will work with the
Executive Team of Prospect CharterCARE, LLC to run the day-to-day operations of the Newco
Hospitals. The Executive Team shall be subject to the day-to-day supervision of Prospect
Advisory, and together the Executive Team and Prospect Advisory will report to Prospect
CharterCARE, LLC’s Board and certain PMH executives. Prospect CharterCARE, LLC’s Board
will continue to have ultimate power and authority over certain decisions pursuant to Section 8.3
of Prospect CharterCARE Operating Agreement. The Bylaws were not provided for Prospect
Advisory, as typically such organizations do not have Bylaws. It does not have a board of
directors. ! However, an operating agreement was provided by the Transacting Parties.!!?

Prospect CharterCARE RWMC, LLC (“Newco RWMC”), is a Rhode Island limited

liability company, which will own and hold the licensure for Roger Williams Medical Center

1% Initial Application, Ex. 18.
1% Tnitial Application, p. 35, Ex. 10A-7.
19 Net Revenues means total operating revenues derived, directly or indirectly, by Prospect CharterCARE, LLC
with respect to the Newco Hospitals, whether received on a cash or on a credit basis, paid or unpaid, collected or
uncollected, as determined in accordance with generally accepted accounting principles net of (A) allowance for
third party contractual adjustments and (B) discounts and charity care amounts (not including any bad debt
?Hlounts), in each case as determined in accordance with GAAP. Management Agreement, Section 5.2(b).

1d.
"2 mnitial Application, Ex. 10A-7.
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post-conversion. Newco RWMC will be wholly-owned by Prospect CharterCARE, LLC!"'? and
its principal business office will be located in Los Angeles, California. Bylaws were not
provided for Newco RWMC, as typically such organizations do not have Bylaws. However, an
operating agreement was provided by the Transacting Parties.!™ It will be solely operated by
Prospect CharterCARE, LLC.'?

Prospect CharterCARE SJHSRI, LL.C (“Newco Fatima™) is a Rhode Island limited
liability company, with its principal business office located in Los Angeles, California.''® It will
own'!” and hold the licensure for Our Lady of Fatima Hospital post-conversion. Bylaws were
not provided for Prospect CharterCARE SJHSRI, LLC, as typically such organizations do not
have Bylaws. However, an operating agreement was provided by the Transacting Parties.!'® It
will be solely operated by Prospect CharterCARE, LLC.'?

Prospect CharterCARE Ancillary Services, LLC (“Ancillary Services™) is a Rhode Island
limited liability company, with its principal place of business located in Los Angeles, California.
It will hold the licensure for Prospect CharterCARE labs.'*® Bylaws were not provided for
Prospect CharterCARE Ancillary Services, LLC, as typically such organizations do not have
Bylaws. However, an operating agreement was provided by the Transacting Parties. It will be

solely operated by Prospect CharterCARE, LLC.

'3 Initial Application Response to Question 5.
14 Tnitial Application, Ex. 10A-9.

s 14

!¢ Initial Application Ex. 10-10.

7 Initial Application response to Question 5.
1% Initial Application, Ex. 10A-9.

us 14

120 s

First Amendment to Asset Purchase Agreement, Response to Supplemental Question S3-15; Miscellaneous
Exhibit 1.
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Prospect CharterCARE, LLC, which will hold the ownership of the entities that hold the
licensure for the Existing Hospitals, post conversion,'?! will be managed by Prospect East
Holdings, Inc, a Delaware corporation, whose registered place of business is Wilmington,
Delaware and is wholly-owned by PMH.!? Bylaws were provided by the Transacting Parties
for Prospect East Holdings.'?

Accordingly, R.I. Gen. Laws § 23-17.14-7(c)(25)(v) has been satisfied.

2. Board Composition

In addition to bylaws and articles of incorporation, specific criteria that must be considered
regarding the new corporate entities include analysis of the composition of the new boards.
Specifically, the Hospital Conversions Act requires review of:

(vi) whether the board of any new or continuing entity will be independent from the new
hospital;

(vii) whether the method for selecting board members, staff, and consultants is
appropriate;

(viii) whether the board will comprise an appropriate number of individuals with
experience in pertinent areas such as foundations, health care, business, labor, community
programs, financial management, legal, accounting, grant making and public members
representing diverse ethnic populations of the affected community; and

(ix) whether the size of the board and proposed length of board terms are sufficient.

See R.I. Gen. Laws §§ 22-17.14-7(c)(25)(v1), (vii), (viii) and (ix).

First, it is important to state that in the Asset Purchase Agreement, PMH and CCHP have
proposed a post-conversion structure in which those two entities will form a joint venture,
Prospect CharterCARE, LLC, to own and operate all of the health care entities associated with
CCHP including, without limitation, the two acute-care, community hospitals that currently

operate as Roger Williams Medical Center and Our Lady of Fatima Hospital, as well as an

121 Newco Hospitals.
'2 Initial Application p. 2, Exhibit 12A-2, 10A-6.
12 Initial Application, Ex. 10A-6.
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extended care facility in Providence known as Elmhurst Extended Care. Prospect CharterCARE,
LLC would operate under a 50/50 board composition, which will permit CCHP to retain a
significant degree of control in the ongoing ownership and governance of Prospect
CharterCARE, LLC to ensure the continuance of its local mission, as well as to provide it with
access to the capital and other resources held by PMH to address the challenges of today's health
care industry and continue to serve the citizens of Rhode Island."* Given the unique structure of
the Proposed Transaction, it is necessary to also discuss the powers that will continue to be held
by CCHP to advance these objectives.

Pursuant to the Prospect CharterCARE Operating Agreement, the Transacting Parties
have agreed to form a board of directors that has the overall oversight and ultimate authority over
the affairs of Prospect CharterCARE, LLC and its Subsidiaries.'” As stated above, the Prospect
CharterCARE Board will be a 50/50 board with half of its members selected by and through
Prospect East’s ownership and the other half of the members selected by and through CCHP’s
ownership.126

The Board would be comprised of eight (8) members: four (4) directors appointed by
CCHP.(including at least one (1) physician) and four directors appointed by Prospect East.'?’
Board members would serve for a term of one to three years, at the discretion of the owner that
clected or appointed the individual.'”*® Board members could be removed with or without cause

by the owner that elected or appointed the director.'” However, if CCHP’s ownership interest in

Prospect CharterCARE, LLC is reduced to 5%, at any time, because it elects not to or is unable

'>* Initial Application p. 7, Exhibit 18, Prospect CharterCARE Operating Agreement, Section 8.3.

12 The Newco Hospitals, Prospect CharterCARE Elmhurst, LL.C, and Prospect CharterCARE Physicians, LLC, p. 1
of Prospect CharterCARE Operating Agreement. '

12 Exhibit 18, Prospect CharterCARE Operating Agreement, Section 12.1.

127

128 i

129 Id.
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to contribute to a capital call then one of the CCHP appointed directors would resign and CCHP

would only appoint three (3) directors.”*® In this case, the Board would be comprised of seven

(7) instead of eight (8) directors."*' Note that Prospect has stated that it does not expect to make
any such capital calls within the first three (3) years post-closing.'*?

As previously described, Prospect East is the managing member of Prospect
CharterCARE, LLC and is responsible for the day-to-day management of the Newco Hospitals
with certain decisions subject to Board approval pursuant to Section 8.3 of Prospect

CharterCARE’s Operating Agreement. Prospect East as the managing member of Prospect

CharterCARE, LLC has delegated through the Management Agreement the day-to-day
management of the Newco Hospitals to Prospect Advisory. Prospect Advisory will work with
the Executive Team of Prospect CharterCARE, LLC to run the day-to-day operations of the
Newco Hospitals. The Executive Team shall be subject to the day-to-day supervision of

Prospect Advisory, and together the Executive Team and Prospect Advisory will report to

Prospect CharterCARE, LLC’s Board and certain PMH executives. Prospect CharterCARE,
LLC’s Board will have ultimate power and authority over certain decisions.

Section 8.3 of Prospect CharterCARE’s Operating Agreement sets forth the Board’s
reserved powers including but not limited to: changing the mission or the and purpose of
Prospect CharterCARE, LLC or any of its Subsidiaries, decisions involving development and
approval of strategic planning, decisions regarding annual operating and capital budgets, changes
to the charity policy of Prospect CharterCARE, LLC and its Subsidiaries, approving reduction of
essential services at either Newco Hospital, engaging in any merger, consolidation, share

exchange or reorganization of Prospect CharterCARE, LLC and its Subsidiaries, and approving a

10y
131 Id.

12 Esponse to Supplemental Question S4-3.
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decision to dissolve or liquidate the Prospect CharterCARE, LI.C or any of its Subsidiaries.'*
Board approval would be exercised by the Board as a body with each owner’s directors having a
majority vote."** Thus, through this agreement, the leadership of CCHP retains significant
decision making input into the continued operations of Prospect CharterCARE, LLC and its
Subsidiaries. Meetings of the Board are required to occur at least on a quarterly basis with at
Jeast one meeting held in person (face-to-face)."** Special meetings of the Board may be called
by Prospect Advisory as the manager, the chairman or any three (3) members of the Board.'*

In addition to the Board, Prospect CharterCARE, LLC will also form a local board for
each of the Newco Hospitals."*” These local boards would be comprised of at least six (6)
individuals.”*® One half the of the local board members would be physicians from the Newco
Hospitals’ medical staff, and the other half of the local board members would be the Newco
Hospitals’ local CEOs and community representatives.'>® Local board members would be
limited to three (3) year terms.'*® The local boards would be responsible for matters such as
medical staff credentialing, recommendations regarding strategic and capital plans, providing
guidance to the Prospect CharterCARE, LLC board on local market and community concerns,
considerations, strategies, issues and politics as well as responding to other requests made by
Prospect CharterCARE, LLC’s board of directors.*!

In Response to Question 7 of the Initial Application, the Transacting Parties state that

PMH has yet to determine the identities of the four (4) board members comprising its 50% share

'3 Section 8.3 of Prospect CharterCARE’s Operating Agreement.
B 1d. at Sections 1.6, 11.12, 12.2.

35 1d. at Section 12.3.

13674,

714, at Section 12.4.

138 Id,

139y

140 Id.

Mg
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of the Prospect CharterCARE, LLC Board. Meanwhile, CCHP has designated its four (4) board
members comprising its share 50% of the Board. The Transacting Parties further state that the
members of the Board of Directors of Newco RWMC and Newco Fatima have been determined
since the filing of the Initial Application.

Accordingly, the composition of the boards of Prospect CharterCARE, LLC and those of
the Newco Hospitals are sufficiently clear to ensure the independence from the hospitals and the
diversity of experience required by the Hospital Conversions Act. There is no overlap between
and among the boards of the CCHP Foundation, CCHP, the Heritage Hospitals, Prospect
CharterCARE, LLC and the Newco Hospitals’ boards. See R.I. Gen. Laws §22-17.14-
7(c)(25)(v)(vi) and (viii).'* As discussed above, the initial boards have been set and there is a
methodology in place for their selection as well as the number and terms of directors. See R.1.
Gen. Laws §22-17.14-7(c)(25)(vii). Therefore, the Hospital Conversions Act criteria regarding
the boards of the new entities has been fully met.

G. CHARACTER, COMMITMENT, COMPETENCE AND STANDING IN THE
COMMUNITY

An important and encompassing portion of the Hospital Conversions Act review criteria
requires review of “[w]hether the character, commitment, competence and standing in the
community, or any other communities served by the transacting parties are satisfactory” See R.I.
Gen. Laws § 23-17.14-7(c)(28). As stated above, although PMH is the owner/operator of eight

(8) other hospitals®

through its established chain of command through the various associated
limited liability company entities discussed above, PMH will exercise its primary control over

CCHP and the Existing Hospitals through its subsidiary Prospect CharterCARE, LLC. As

142 Response to Supplemental Questions S3-8, S3-12.
'3 Initial Application, p. 1, Response to Question 4.
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described above, Prospect CharterCARE, LL.C will be comprised of a 50/50 board, each
appointed by PMH and CCHP.!**
1. Character
As stated above, PMH was incorporated on May 14, 1999. See Initial Application
Exhibit 10A-1. PMH is a health care services company that owns and operates approximately
1,082 licensed beds and a network of specialty and primary care clinics.'* The central function
of operating hospitals is patient care. DOH’s review focuses more directly on the topic of
character of the acquiring entity and has identical review criteria regarding this topic;146
therefore, the Attorney General will rely on and defer to DOH’s expertise and experience
relating to Prospect’s character in the communities in which it operates. Nonetheless, the
Attorney General did not find any types of complaints against the current owners of Prospect,
such as from the Department of Justice or the Office of Inspector General.
2. Commitment
Pursuant to the Asset Purchase Agreement, PMH has agreed to a number of financial
commitments, including an up to $50 million dollar capital commitment to CCHP within four (4)
years of the closing of the Proposed Transaction, in addition to normal and routine capital

47

expenditures of at least $10 million dollars per year.'*” These improvements include investing

in technology, equipment, quality improvements, expanded services and physician

148

recruitment.” Other than financial commitments, Prospect has promised that the Newco

Hospitals will continue to provide a full complement of essential clinical services for the term of

1 1nitial Application, Response to Question 1, Exhibit 18, Asset Purchase Agreement, Section 12.1.

15 Initial Application, Response to Question 1.

146 See R.I. Gen. Laws § 23-17.14-8 (b)(1).

7 See Asset Purchase Agreement, Section 2.5 and Initial Application Response to Question 1. PMH has since
agreed to guarantee Prospect’s obligations under the Asset Purchase Agreement regarding this $50 million dollar
commitment.

% See Responses to Initial Application Questions 1, 57, Asset Purchase Agreement Section 13.17.
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five (5) after the closing date.'*® Prospect agrees to maintain the Catholic identity of all legacy
SJHSRI locations and ensure that all services at STHSRI locations are rendered in full
compliance with the Ethical and Religious Directives.>® Prospect has also made a commitment
that, should a conflict arise between the charitable purposes of the Existing Hospitals and profit-
making that the charitable purposes of the Existing Hospitals shall prevail."®! A commitment has
also been made with respect to limitations on a sale of the interests held by PMH and Prospect
East for a period of five (5) years. See Asset Purchase Agreement Section 13.18(b)."** In
addition, Prospect has asserted that it is committed to preservation of jobs at the Existing
Hospitals, post conversion, which will assist in providing continuity in care and leadership under
the 50/50 board of Prospect CharterCARE, LLC post conversion.'>
3. Competence

As stated above, PMH has a track record of operating eight (8) hospitals in other states
over the course of 15 years, some of which were financially distressed when acquired.'**
Moreover, Prospect indicates that it has never abandoned or closed a hospital that it has
purchased.'” In addition, Prospect has indicated that, should the Newco Hospitals fail to meet

financial expectations that have been projected, Prospect would provide further funding to

support them."

19 Initial Application, Response to Question 57; See Asset Purchase Agreement Section 13.15.
13 Ethical and Religious Directives (“ERDs”) promulgated by the United States Conference of Catholic Bishops and
adopted by the Bishop of the Roman Catholic Diocese of Providence, RI.; See Asset Purchase Agreement Section
13.16.
1 Exhibit 18 to Initial Application, Asset Purchase Agreement, Section 13.14; see also Response to S3-14.
1> Additional options exist to the Transacting Parties, which commence on the fifth anniversary of the closing date.
See Asset Purchase Agreement, Sections 13.18 (b)(c) and (d) and in the Prospect CharterCARE Operating
Agreement.
13 See Initial Application, response to Question 1, Exhibit 18 Asset Purchase Agreement, Article VIIL.
* Interview of Thomas Reardon.
i:g Response to Supplemental Question S4-25.

Id.
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The term competence can have multiple meanings and connotations. The Attorney
General reviewed the relevant competence with a focus on the ability to successfully operate the
Newco hospitals after the Proposed Transaction. The central function of operating hospitals is
patient care. DOH’s review focuses more directly on health services and has identical review
criteria regarding this topic;157 therefore, the Attorney General will rely on and defer to DOH’s
expertise and experience relating to Prospect’s track record for quality services in its other
hospitals. Prospect has made several representations about patient care and health services.
Specifically, it represents that its hospitals are currently accredited by the Joint Commission and
in good standing.'®® The other relevant component to competence in this context is the ability to
manage the business side of a hospital. In its fifteen (15) year history, Prospect has acquired
eight (8) hospitals, many of which were financially-distressed. During interviews conducted
pursuant to the Hospital Conversions Act review, the Attorney General found that Prospect’s
management team has years of experience in operating community hospitals. Further, as
outlined hereafter, the Attorney General’s expert has found that the finances of Prospect are in
line with companies acquiring distressed community hospitals which appears to be a signal of
some level of success.

4. Standing in the Community

The issue of standing in the community is interrelated with overlapping inquiries to the
question of character. Overall, given the totality of the circumstances, the Attorney General
finds that Prospect’s character, commitment, competence, and standing in the community meet

the threshold and are satisfactory for the purposes of a Hospital Conversions Act review.

157 See R.1. Gen. Laws § 23-17.14-8 (b)(1).
138 See Initial Application Response to Question 64.
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H. MISCELLANEOUS

In addition to the provisions outlined above, there are also a few additional requirements of
the Hospital Conversions Act that do not fit into any of the categories outlined above. They are
outlined individually below.

1. Rhode Island Nonprofit Corporations Act

The Hospital Conversions Act requires that a hospital conversion comply with the Rhode
Island Nonprofit Corporations Act. R.I. Gen. Laws §§ 7-6-1, et. seq. (the "Nonprofit Act").!®
The Nonprofit Act is comprised of 108 sections. Many of these sections discuss the governance
requirements of non-profit corporations. First, the Attorney General makes no finding regarding
whether the Prospect entities, as they are all for profit entities and the Nonprofit Act does not
apply to them. With respect to CCHP, the Proposed Transaction is permissible under the Non-
Profit Corporation Act and the Proposed Transaction was approved by the CCHP Board who has
been represented by legal counsel throughout these proceedings and during negotiations.'®°

Based upon the above, the Attorney General finds that this condition has been satisfied.

2. Right of First Refusal

The Hospital Conversions Act requires review of whether the Proposed Transaction
involves a right of first refusal to repurchase the assets. See R.I. Gen Laws § 23-17.14-7 (¢)(27).
The Asset Purchase Agreement contains no such right of first refusal to CCHP to repurchase the

assets being acquired by Prospect.

19 See R.I. Gen Laws § 23-17.14-7 (c)(19).
1% See R.I. Gen Laws §§ 7-6-5 and 7-6-49; Initial Application Response to Question 1; Response to Supplemental
Question S3-17.
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3. Control Premium

With regard to the one remaining review provision of the Hospital Conversions Act, there
is no control premium included in the Proposed Transaction. R.I. Gen. Laws § 23-17.14-
7(c)(29).

4. Additional Issues

There are four issues that the Attorney General will address in addition to the enumerated
review criteria that have come to light during the review process.

a. Prospect’s Ability to Fund Transaction

The Attorney General’s expert, Carris has reviewed the financial information provided by
Prospect and has concluded as follows:

Does Prospect have the Resources to Finance this Transaction as Well as
Ongoing Commitments to CCHP?

As reported in Prospect’s 2013 audited financial statements, Prospect generated approximately
$80 million in operating income for the year ended September 30, 2013. Operating revenues
totaled $713.6 million and operating expenses totaled $633.6 million. Earnings before interest,
taxes, depreciation and amortization (EBITDA) for 2013 totaled $98.7 million. Prospect’s
audited financial statements show consistent growth and profitability from 2010 through 2013.

Prospect’s September 2013 balance sheet shows cash & equivalents of $86.3 million, total
current assets of $241.7 million and total assets of $578.9 million. For liabilities, the financial
statements report current liabilities of $148.2 million, total liabilities of $610 million and net
equity of ($32.0) million. The current ratio for 2013 was 1.63.

In 2013, Prospect distributed $88 million to its primary investor. Prospect’s management and
representatives have given assurances that this was a one-time event and that there are no plans
to make a similar distribution in the foreseeable future.

Prospect will fund this transaction out of existing cash and an available line of credit. Based on
the APA, Prospect will fund $45 million at closing and an additional $12.5 million in year one
(one-fourth of $50 million), for a total of $57.5 million in the first 12 months.

During various meetings, representatives of Prospect’s senior leadership team made further
representations that the financial status of Prospect permits it to fund the closing of the
transaction and also meet the ongoing capital commitments. The parties also gave assurances that
the $50 million capital commitment has been disclosed and agreed to by Prospect’s board of
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directors and lenders. Assurances were also given that the $50 million is being funded out of
available liquidity and will not violate any of Prospect’s existing loan covenants.

Based on the financial documentation submitted by Prospect and the representations of its
management and other representatives, the company has the financial resources to fund this
transaction, including the $50 million in long-term capital commitments. Prospect capacity to
meet future capital commitments could be constrained if the company enters into other
transactions that (in total) exceed its available financial resources and/or its ability to access
capital. Future commitments could also be constrained by a deterioration of financial
performance or a material change in market conditions.

Given the opinion of Carris, absent any exigent circumstances or, as aptly pointed out by
Carris, any acquisition plan or other commitments that would over-extend Prospect, it currently

appears to have the financial ability to fund the Proposed Transaction.

b. Mandatory Conditions

Among the changes to the Hospital Conversions Act in 2012 was the imposition of
mandatory conditions on for-profit acquirors. See R.I. Gen. Laws § 23-17.14-28. The
Legislature crafted eight (8) such conditions for DOH with a wide variety of topics. See R.L
Gen. Laws § 23-17.14-28(b). As for the Attorney General, one such condition was imposed,
namely: “the acquiror's adherence to a minimum investment to protect the assets, financial
health, and well-being of the new hospital and for community benefit.” See R.I. Gen. Laws § 23-
17.14-28(c). With regard to these pre-determined conditions, if either Department deems them
“not appropriate or desirable in a particular conversion,” such Department must include rationale
for not including the condition. See R.I. Gen. Laws § 23-17.14-28(b) and (c). The Attorney
General finds that to the extent that such condition is applicable, the Transacting Parties have
satisfied it by the obligations contained in the Asset Purchase Agreement and no additional

condition will be added other than those already imposed.
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C. Use of Monitor

Another change to the Hospital Conversions Act in 2012 was to include a requirement
that a for-profit acquiror file reports for a three (3) year period. See R.I. Gen. Laws § 23-17.14-
28(d)(1). In addition, such section requires that the Attorney General and DOH “monitor, assess
and evaluate the acquiror's compliance with all of the conditions of approval.” See R.I. Gen.
Laws § 23-17.14-28(d)(2). Further, there shall be an annual review of “the impact of the
conversion on health care costs and services within the communities served.” Id. The costs of
these reviews will be paid by the acquiror and placed into escrow during the monitoring period.
See R.I. Gen. Laws § 23-17.14-28(d)(3). No Initial Application can be approved until an
agreement has been executed with the Attorney General and the Director of the DOH for the
payment of reasonable costs for such review. Id. The Transacting Parties have executed a
Reimbursement Agreement dated, January 24, 2014. The Attorney General’s conditions will be
monitored by an individual or entity chosen by the Attorney General and paid for by Prospect.
An agreement with such monitor and Prospect will be drafted and executed prior to the Closing

on the Proposed Transaction.

d. Health Planning

As during the course of any HCA review, there has been some discussion in the health
care community about the continuing role of CCHP in the Rhode Island health care system, post-
acquisition, particularly since the Existing Hospitals will become for profit entities. The
Attorney General notes that the Hospital Conversions Act in its present form is not a health
planning tool. Although there has been much talk about creating a so-called state health plan,

that goal has not yet been reached. Therefore, it is not the position of the Attorney General to
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use the Hospital Conversion Act to effectuate health planning that should be properly done
elsewhere with input from a variety of groups. The Hospital Conversion Act contains a set of
criteria, it does not allow for the Attorney General to opt for a different model or to suggest a
different suitor for CCHP. However, the question to be answered by this review is whether this
particular transaction meets the criteria of the Hospital Conversions Act.

V. CONCLUSION

While the Act is no guarantee that a hospital will not be sold to an entity with a different
plan in mind than what the surrounding community may value, the Act at the very least provides
a minimum framework for review of a hospital transaction. The Attorney General hopes that
Prospect CharterCARE, LLC becomes everything it has promised to be for the citizens of Rhode
Island. As with all of the Attorney General's reviews pursuant to the Hospital Conversions Act,
this Decision represents this Department's best efforts and a careful review of the Proposed
Transaction given the information available.

Wherefore, based upon the information provided above in this Decision, the Proposed
Transaction is APPROVED WITH CONDITIONS. These conditions are outlined below.

VI. CONDITIONS

1. There shall be no board or officer overlap between or among the CCHP Foundation,
CCHP, and Heritage Hospitals.

2. There shall be no board or officer overlap between or among the Prospect entities and the
CCHP Foundation, CCHP and the Heritage Hospitals.

3. Complete appointment of board members for Prospect CharterCARE, LLC and its
Subsidiaries, and for CCHP Foundation, CCHP and Heritage Hospitals, within sixty (60)
days after the close of the transaction, and provide final notice to the Attorney General of
the identities of such appointees, along with a description of their experience to serve as
board members.

4. For the next three (3) years following the close of the transaction, provide the Attorney
General the names, addresses and affiliations of all members appointed to any board of
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Prospect CharterCARE, LL.C and its Subsidiaries, CCHP Foundation, CCHP and the
Heritage Hospitals.

5. For the next three (3) years following the close of the transaction, Prospect
CharterCARE, LLC and its Subsidiaries, and CCHP Foundation, CCHP and the Heritage
Hospitals shall provide corporate documents to the Attorney General to evidence
compliance regarding board composition as required by this Decision. In addition, the
aforementioned entities shall provide to the Attorney General any proposed amendments
to their corporate documents 30 days prior to amendment.

6. For the next three (3) years following the close of the transaction, upon any change in
what was represented by the Transacting Parties in the Initial Application and
supplemental responses in connection with the approval of this transaction, reasonable
prior notice shall be provided to the Attorney General.

7. For the next three (3) years following the close of the transaction, provide reasonable
prior notice to the Attorney General identifying any post closing contracts between any of
the Transacting Parties and any of the current officers, directors, board members or senior
management.

8. That (a) a proposed opening balance sheet for the CCHP Foundation and the Heritage
Hospitals as of the close of the transaction identifying the source and detail of all
charitable assets to be transferred to the CCHP Foundation be provided to the Attorney
General promptly following the close of the transaction; (b) a proposed Cy Pres petition
satisfactory to the Attorney General be prepared promptly following the close of the
transaction allowing certain charitable assets to be transferred to the CCHP Foundation
and requesting that other charitable assets remain with the Heritage Hospitals, in each
case for disbursement in accordance with donor intent, with such proposed modifications
as agreed to by the Attorney General, and (c) the approved Cy Pres petition be filed with
the Rhode Island Superior Court.

9. That the transaction be implemented as outlined in the Initial Application, including all
Exhibits and Supplemental Responses.

10. That all unexecuted agreements provided in support of the Initial Application and
Supplemental Responses be executed by the Transacting Parties in the form and
substance presented.

11.  Promptly after the 180™ day following the close of the transaction, brief in an interview
with the Attorney General the terms of the final Prospect CharterCARE, LLC’s
Strategic Plan adopted by the Board. In the event the Attorney General requires a copy
of such plan, Prospect CharterCARE, LL.C may seek a court order protecting the
confidentiality thereof.

12. For the next three (3) years following the close of the transaction, provide the Attorney
General with a copy of any notices provided to or received by a party under the Asset
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Purchase Agreement.

“13. For the next three (3) years following the close of the transaction, provide the Attorney
General with a copy of any notice(s) out of the ordinary course; e.g., Office of Inspector
General, Securities and Exchange Commission, Internal Revenue Service and Centers for
Medicare and Medicare Services, received by the Transacting Parties from any regulatory
body.

14. That the Transacting Parties comply with applicable state tax laws.

15. - All CCHP entities being acquired (e.g. not CCHP, CCHP Foundation or the Heritage
Hospitals) shall be wound down and dissolved and all necessary documents must be filed
with applicable state agencies, including, but not limited to the Secretary of State and the
Division of Taxation.

16. That all costs and expenses due from the Transacting Parties pursuant to the
Reimbursement Agreement dated, January 24, 2014, be paid in full prior to close of the
transaction.

17. That PMH guarantee the full amount of Prospect East’s financial obligations contained in
the Asset Purchase Agreement pursuant to the form of guaranty approved by the Attorney
General.

18. Prospect CharterCARE, LLC shall report annually to the Attorney General on the
proposed form submitted to the Attorney General concerning the funding of its routine
and non-routine capital commitments under the Asset Purchase Agreement until the long
term capital commitment as defined in the Asset Purchase Agreement has been satisfied.

19.  That Prospect provide information on a timely basis requested by the Attorney General to
determine its compliance with the Asset Purchase Agreement and the Conditions of this
Decision.

20.  The Transacting Parties shall enter into an amendment to the Reimbursement Agreement

dated January 24, 2014 for retention by the Attorney General of expert(s) to assist the
Attorney General until all matters relating to the approval of the Initial Application are
fully and finally resolved.

21. That Prospect complies with the Reimbursement Agreement dated, January 24, 2014, for
retention by the Attorney General of an expert to assist the Attorney General with
enforcing compliance with these Conditions. Further, Prospect shall enter into an
additional agreement outlining the terms of its obligations regarding cooperation with the
Attorney General and any expert retained to assist the Attorney General with enforcing
compliance with these Conditions.
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22. That Prospect CharterCARE, LLC and its affiliates shall provide any transition services
to CCHP Foundation, CCHP and the Heritage Hospitals pursuant to separate agreements,
terminable by the CCHP affiliate at will and provided by the Prospect affiliate at cost.

23.  For the next three (3) years following the close of the transaction, notify the Attorney
General of any actions out of the ordinary course taken in connection with the STHSRI
pension or any material changes in its operation and/or structure.

24. For the next three (3) years following the close of the transaction, provide the Attorney
General notice of a proposed change of ownership of Prospect East or PMH.

25.  For the next three (3) years following the close of the transaction, provide CCHP
Foundation, CCHP and the Heritage Hospitals with a right of first refusal to match the
price to acquire any asset comprised of a line of business or real estate of Prospect
CharterCARE, LLC and its Subsidiaries that it proposes to sell.

26.  For the next three (3) years following the close of the transaction to the extent there is a
sale of any Purchased Assets comprised of a line of business or real estate, the associated
sale proceeds shall remain within Prospect CharterCARE, LLC for the benefit of the
operation of the Newco hospitals.

27.  The Transacting Parties shall provide a Tax Certificate from the State of Rhode Island
that the transaction is proper under state tax laws prior to closing.

28.  In connection with a sale of assets as defined in paragraph 26 above, if at the time of such
a sale Prospect CharterCARE, LLC’s membership interest has been diluted to less than
fifteen (15%) percent, then fifteen (15%) of the net sales proceeds from the transaction
shall go to CCHP to restore its membership interest up to fifteen (15%) percent. Said
monies shall be credited against any future member distributions made to CCHP by
Prospect CharterCARE, LLC.

29.  Anyone subject to the Ethics Commission shall not be eligible to be a board member.

30.  Within three (3) yéars of the closing of this Transaction, provide notice to the Attorney
General of any complaints received from OIG, CMS or state agencies.

All of the above Conditions are directly related to the proposed conversion. The Attorney
General’s APPROVAL WITH CONDITIONS is contingent upon the satisfaction of the
Conditions. The Proposed Transaction shall not take place until Conditions 10, 14, 16, 17, 20,

21 and 27 have been satisfied. The Attorney General shall enforce compliance with these
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Conditions pursuant to the Hospital Conversions Act including R.I. Gen. Laws § 23-17.14-30.

7 ' //7&,

Peter F. Kilmartin Genev1eve M. Marfin
Attorney General Ass1stant Attorney General
State of Rhode Island

NOTICE OF APPELLATE RIGHTS

Under the Hospital Conversions Act, this decision constitutes a final order of the
Department of Attorney General. Pursuant to R.I. Gen. Laws § 23-17.14-34, any
transacting party aggrieved by a final order of the Attorney General under this chapter
may seek judicial review by original action filed in the Superior Court.

CERTIFICATION

3 *&\[\
I hereby certify that on this SE day of May, 2014, a true copy of this Decision was sent
via electronic and first class mail to counsel for the Transacting Parties:

Patricia K. Rocha, Esq. W. Mark Russo, Esq.
Adler Pollack & Sheehan Ferrucci Russo, P.C.
One Citizens Plaza -8 Floor 55 Pine Street- 4™ Floor
Providence, RI 02903 Providence, RI 02903
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June 8, 2017
TO: Subordinate Organizations under USCCRB Group Ruling (GEN: 0928)
SUBJECT: 2017 Group Ruling
FROM: Anthony Picarello, General Counsel /7 %/ %

(Staff: Matthew Giuliano, Assistant General Counsel)

This memorandum relates to the annual Group Ruling determination letter issued to the
United States Conference of Catholic Bishops (“USCCB”) by the Internal Revenue Service
(“IRS”), the most recent of which is dated June 2, 2017, with respect to the federal tax status of
subordinate organizations listed in the 2017 edition of the Official Catholic Directory ( "OCD").!
As explained in greater detail below, this 2017 Group Ruling determination letter is important

for establishing:

(1) exemption of subordinate organizations under the USCCR Group Ruling from
federal income tax; and

2) deductibility of contributions to such organizations for federal
income, gift, and estate tax purposes.

The 2017 Group Ruling determination letter is the latest in a series that began with the
original determination letter of March 25, 1946. In the original 1946 letter, the Treasury
Department affirmed the exemption from federal income tax of all Catholic institutions listed in
the OCD for that year. Each year since 1946, in a separate letter, the 1946 ruling has been
reaffirmed with respect to subordinate organizations listed in the current edition of the OCD 2
The annual group ruling letter clarifies Important tax consequences for Catholic institutions
listed in the OCD, and should be retained for ready reference. Group Ruling letters from prior
years establish tax consequences with respect to transactions occurring during those years.

Responsibilities under Group Ruling. Diocesan officials who compile OCD information for
submission to the OCD publisher are responsible for the accuracy of such information. They
must ensure that only qualified organizations are listed, that organizations are listed under their
correct legal names, that organizations that cease to qualify are deleted promptly, and that newly-
qualified organizations are listed as soon as possible.

' A copy of the most recent Group Ruling determination letter and this memo may be found on the
USCCB website at Www.usceb.org/about/general-counsel/ under “Tax and Group Ruling.”

* Catholic organizations with independent IRS exemption determination letters are listed in the 2017 OCD
with an asterisk (*), which indicates that such organizations are not included in the Group Ruling.
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EXPLANATION

1. Exemption from Federal Income Tax. The latest Group Ruling determination
letler reallirms that the agencies and instrumentalities and educational, charitable, and religious
institutions operated, supervised or controlled by or in connection with the Roman Catholic
Church in the United States, its territories or possessions that appear in the 2017 OCD and are
subordinate organizations under the Group Ruling are recognized as exempt from federal income
tax and described in section 501(c)(3) of the Code. The Group Ruling determination letter does
not cover organizations listed with asterisks or any forcign organizations listed in the 2017 OCD.

P

Verification of Exemption under Group Ruling. The latest Group Ruling determination
letter indicates that most subordinate organizations under a group tax exemption are not
separately listed in Exempt Organizations Select Check (“EO Select Check”) or the Exempt
Organization Business Master File extract (“EO BMF”), both of which are available on
WWww.irs.gov. As a result, many subordinate organizations included in the USCCB Group Ruling
are not included in various online databases (e.g., GuideStar) that are derived from the EO BMF.
This does not mean that subordinate organizations included in the Group Ruling are not tax
exempt, that contributions to them are not deductible, or that they are not eligible for grant
funding from corporations, private foundations, sponsors of donor-advised funds or other donors
that rely on online databases for verification of tax-exempt status. It does mean that a Group
Ruling subordinate may have to make an extra effort to document its eligibility to receive
charitable contributions. The Group Ruling determination letter states that donors may verify
that a subordinate organization is included in the Group Ruling by consulting the Official
Catholic Directory or by contacting the USCCB directly. It also states that the IRS does not
verify inclusion of subordinate organizations under the Group Ruling. Accordingly, neither
subordinate organizations nor donors should contact the IRS to verify inclusion under the Group
Ruling.

Subordinate organizations should refer donors, including corporations, private
foundations and sponsors of donor-advised funds, to the specific language in the Group Ruling
determination letter regarding verification of tax-exempt status, and to IRS Publication 4573,
Group Exemptions, available on the IRS website at www.irs.gov.” Publication 4573 explains
that: (1) the IRS does not determine which organizations are included in a group exemption; (2)
subordinate organizations exempt under a group exemption do not receive their own IRS
determination letters; (3) exemption under a group ruling is verified by reference to the official
subordinate listing (e.g., the Official Catholic Directory); and (4) it is not necessary for an
organization included in a group exemption to be listed in EO Select Check or the EO BMF.
Although not required, organizations in the Group Ruling may be included in the EO BMF, and
consequently, online databases derived from 1t.

3 For an illustration of how exemption verification works, refer to Information for Donors and
Grantmakers on the USCCB website at www.usccb.org/about/general-counsel/ under “Tax and Group
Ruling.”

2
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2. Public Charity Status. The latest Group Ruling determination letter recognizes
that subordinate organizations included in the 2017 OCD are public charities and not private
foundations under section 509(a) of the Code, but that all subordinate organizations do not share
the same public charity status under section 509(a). Therefore, although the USCCB is classified
as a public charity under sections 509(a)(1) and 170(b)(1)(A)(1), that public charity status does
not automatically extend to subordinate organizations covered under the Group Ruling.

Verification of Public Charity Status. Each subordinate organization in the Group Ruling
must establish its own public charity status under section 509(a)(1), 509(a)(2) or 509(a)(3) as a
condition to inclusion in the Group Ruling. Certain types of subordinate organizations included
in the Group Ruling qualify as public charities by definition under the Code. These are:

* churches and conventions or associations of churches under sections 509(a)(1)
and 170(b)(1)(A)(i) (generally limited to dioceses, parishes and reli gious orders);

* clementary and secondary schools, colleges and universities under sections
509(a)(1) and 170(b)(1)(A)(ii); and

¢ hospitals under sections 509(a)(1) and 170(b)(1)(A)(iii).

Other subordinate organizations covered under the Group Ruling may qualify under the
public support tests of either sections 509(a)(1) and 170(b)( 1)(A)(vi) or section 509(a)(2).
Verification of public charity classification under either of the support tests generally can be
established by providing a written declaration of the applicable classification signed by an officer
of the organization, along with a reasoned written opinion of counsel and a copy of Schedule A
of Form 990/EZ, if applicable. Large institutional donors, such as private foundations and
sponsors of donor-advised funds, may require this verification prior to making a contribution or
grant to be assured that the grantee is not a Type III non-functionally integrated supporting
organization.* A subordinate organization included in the Group Ruling may want to file Form
8940, Request for Miscellaneous Determination, with the IRS to request a determination whether
it is a publicly supported charity described in sections 509(a)(1) and 170(b)(1)(A)(vi) or section
509(a)(2), or is a Type I or II supporting organization, in order to satisfy private foundations and
sponsors of donor-advised funds regarding its public charity status.

3. Deductibility of Contributions. The latest Group Ruling determination letter
assures donors that contributions to subordinate organizations listed in the 2017 OCD are
deductible for federal income, gift, and estate tax purposes.

4, Unemployment Tax. As section 501(c)(3) organizations, subordinate
organizations covered by the Group Ruling are exempt from federal unemployment tax.
However, individual states may impose unemployment tax on subordinate organizations even
though they are exempt from federal unemployment tax. Please consult a local tax advisor about
any state unemployment tax questions.

# See Notice 2014-4, 2014-2 1.R.B (January 6, 2014).
3
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5. Social Security Tax. All section 501(c)(3) organizations, including churches, are
required to withhold and pay taxes under the Federal Insurance Contributions Act (FICA) for
each employee.® However, services performed by diocesan priests in the exercise of their
ministry are not considered “employment” for FICA (Social Security) purposes.® FICA should
not be withheld from their salaries. For Social Security purposes, diocesan priests are subject to
self-employment tax ("SECA") on their salaries as well as on the value of meals and housing or
housing allowances provided to them.” Neither FICA nor income tax withholding is required on
remuneration paid directly to religious institutes for members who are subject to vows of poverty
and obedience and are employed by organizations included in the Official Catholic Directory.®

6. Federal Excise Tax. Inclusion in the Group Ruling has no effect on a

subordinate organization's liability for federal excise taxes. Exemption from these taxes is very
limited. Please consult a local tax advisor about any excise tax questions.

7. State/Local Taxes. Inclusion in the Group Ruling does not automatically
establish a subordinate organization's exemption from state or local income, sales or property
taxes. Typically, separate exemptions must be obtained from the appropriate state or local tax
authorities in order to qualify for any applicable exemptions. Please consult a local tax advisor
about any state or local tax exemption questions.

8. Form 990/EZ/N. All subordinate organizations included in the Group Ruling
must file Form 990, Return of Organization Exempt from Income Tax, Form 990-EZ, Short
Form Return of Organization Exempt From Income Tax, or Form 990-N, e-Postcard, unless they
are eligible for a mandatory or discretionary exception to this filing requirement. There is no
automatic exemption from the Form 990/EZ/N filing requirement simply because an
organization is included in the Group Ruling or listed in the OCD. Subordinate organizations
must use their own EIN to file Form 990/EZ/N. Do not use the EIN of the USCCB or an
affiliated parish, diocese or other organization to file a return. Form 990/EZ/N is due by the 15th
day of the fifth month after the close of an organization’s fiscal year.” The following
organizations are not required to file Form 990/EZ/N: (i) churches and conventions or
associations of churches; (ii) integrated auxiliaries; '° (iii) the exclusively religious activities of
religious orders; and (iv) schools below college level affiliated with a church or operated by a

5 Section 3121(w) of the Code permits certain church-related organizations to make an irrevocable election
to avoid payment of FICA taxes, but only if such organizations are opposed for religious reasons to payment
of'social security taxes.
S1R.C. § 3121(b)(8)(A).
TLR.C. § 1402(a)(8).
8 Rev. Rul. 77-290, 1977-2 C.B. 26. See also OGC/LRCR Memorandum on Compensation of Religious,
www.usccb.org/about/general-counsel/compensation-of-religious.cfm (September 11, 2006).
? The penalty for failure to file the Form 990/EZ is $20 for each day the failure continues, up to a
maximum of $10,000 or 5 percent of the organization’s gross receipts, whichever is less. However,
organizations with annual gross receipts in excess of $1 million are subject to penalties of $100 per day,
up to a maximum of $50,000. L.R.C. § 6652(c)(1)(A). There is no monetary penalty for failing to file or
filing late a Form 990-N.
0LR.C. § 6033(a)(3)(A)(i); Treas. Reg. § 1.6033-2(h).

4
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religious order.!" Organizations should exercise caution if they choose not to file a Form
990/EZ/N because they believe they are not required to do so. If IRS records indicate that the
organization should file a Form 990/EZ/N each year (for example, the organization receives an
IRS notice stating that it failed to file a return for a given year), then the organization may appear
on the auto-revocation list notwithstanding its claim to being exempt from the filing requirement.

Which form an organization is required to file usually depends on the organization’s
gross receipts or the fair market value of its assets.

Gross receipts or fair market value of assets | Return required

Gross receipts normally not more than - - 990-N (but may file a Féyrm 990 or 990-EZ)
$50,000 (regardless of total assets) - ' S B
Gross receipts < $200,000, and 990-EZ (but may file a Form 990)

Total assets < $500,000

Gross receipts > $200,000, or 990

Total assets > $500,000

Special Rules for Section 509(a)(3) Supporting Organizations. Every supporting
organization described in section 509(a)(3) included in the Group Ruling must file a Form 990 or
Form 990-EZ (and not Form 990-N) each year, unless (1) the organization can establish that it is
an integrated auxiliary of a church within the meaning of Treas. Reg. § 1.6033-2(h) (in which
case the organization need not file Form 990/EZ or Form 990-N); or (ii) the organization’s gross
receipts are normally not more than $5,000, in which case, the religious supporting organization
may file Form 990-N in lieu of a Form 990 or Form 990-EZ.

Automatic Revocation for Failure to File a Required Form 990/EZ/N. Any organization
that does not file a required Form 990/EZ/N for three consecutive years automatically loses its
tax-exempt status under section 6033(j). If an organization loses its tax-exempt status under
section 6033(j), it must file an application (Form 1023 or Form 1023-EZ) with the IRS to
reinstate its tax-exempt status. See the IRS website (charities and non-profits) at
www.irs.gov/Charities-&-Non-Profits/ for information on automatic revocation, including the
current list of revoked organizations and guidance about reinstatement of exemption.

Public Disclosure and Inspection. Subordinate organizations required to file Form
990/EZ ' must upon request make a copy of the form and its schedules (other than contributor
lists) and attachments available for public inspection during regular business hours at the
organization's principal office and at any regional or district offices having three or more
employees. Form 990/EZ for a particular year must be made available for a three year period

"' Treas. Reg. § 1.6033-2(g)(1)(vii).
"2 Form 990-N is available for public inspection at no cost through the IRS website at WWW.IIS. g0V,
5
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beginning with the due date of the return.'? In addition, any organization that files Form 990/EZ
must comply with written or in-person requests for copies of the form. The organization may

impose no fees other than a reasonable fee to cover copying and mailing costs. If requested,

copies of the forms for the past three years must be provided. In-person requests must be .
satisfied on the same day. Written requests must be satisfied within 30 days.'*

Public Disclosure of Form 990-T. Form 990-T, Exempt Organization Unrelated Business
Income Tax Return, for organizations exempt under section 501(c)(3) (which includes all
organizations in the USCCB Group Ruling) is subject to rules similar to those for public
inspection and copying of Forms 990/EZ."3

Group Returns. USCCB does not file a group return Form 990 on behalf of any
organizations in the Group Ruling. In addition, no subordinate organization under the Group
Ruling is authorized to file a group return for its own affiliated group of organizations.

For more information, refer to Annual Filing Requirements for Catholic Organizations, available
at www.usccb.org/about/general-counsel/ under “Tax and Group Ruling.”

9. Certification of Racial Nondiscrimination by Private Schools in Group
Ruling. Revenue Procedure 75-50'¢ sets forth notice, publication, and recordkeeping
requirements regarding racially nondiscriminatory policies with which private schools, including
church-related schools, must comply as a condition of establishing and maintaining exempt
status under section 501(c)(3) of the Code. Under Rev. Proc. 75-50 private schools are required
to file an annual certification of racial nondiscrimination with the IRS. For private schools not
required to file Form 990, the annual certification must be filed on Form 5578, Annual
Certification of Racial Nondiscrimination for a Private School Exempt from Federal Income
Tax. This form is available at www.irs.gov. Form 5578 must be filed by the 15th day of the
fifth month following the close of the fiscal year. Form 5578 may be filed by an individual
school or by the diocese on behalf of all schools operated under diocesan auspices. The
requirements of Rev. Proc. 75-50 remain in effect and must be complied with by all schools
listed in the OCD. Diocesan or school officials should ensure that the requirements of Rev.
Proc. 75-50 are met since failure to do so could jeopardize the tax-exempt status of the school

" The penalty for failure to permit public inspection of the Form 990 is $20 for each day during which
such failure continues, up to a maximum of $10,000. LR.C. § 6652(c)(1)(C).

“1R.C. § 6104(d). Generally, a copy of an organization's exemption application and supporting
documents must also be provided on the same basis. However, since organizations included in the Group
Ruling do not file exemption applications with the IRS, nor did the USCCB, organizations included in the
Group Ruling should respond (o requests fur public inspection and wrilleu or in-person requests for
copies by providing a copy of the page of the current OCD on which they are listed. If a covered
organization does not have a copy of the current OCD, it has two weeks within which to make it available
for inspection and to comply with in-person requests for copies. Written requests must be satisfied within
the general time limits.

> Only the Form 990-T itself, and any schedules, attachments, and supporting documents that relate to
the imposition of tax on the unrelated business income of the organization, are required to be made
available for public inspection.

16 1975-2 C.B. 587.

RCB07446



Case 1:18-cv-00328-WES-LDA Document 54-19 Filed 09/17/18 Page 8 of 8 PagelD #: 1165

and, in the case of a school not legally separate from the church, the tax-exempt status of the
church itself. For more information, refer to Annual F. iling Requirements for Catholic
Organizations, available at www.usccb.org/about/ general-counsel/ under “Tax and Group
Ruling.”

10. Lobbying Activities. Subordinate organizations under the Group Ruling may
lobby for changes in the law, provided such lobbying is not more than an insubstantial part of
their total activities. Attempts to influence legislation both directly and through grassroots
lobbying are subject to this restriction. The term “lobbying” includes activities in support of or
in opposition to referenda, constitutional amendments, and similar ballot initiatives. There is no
distinction between lobbying activity that is related to a subordinate organization’s exempt
purposes and lobbying that is not. There is no fixed percentage that constitutes a safe harbor for
“Insubstantial” lobbying. Please consult a local tax advisor about any lobbying activity
questions. For more information, refer to Political Activity and Lobby Guidelines for Catholic
Organizations, available at www.uscch.org/about/ general-counsel/ under “Tax and Group
Ruling.”

11. Political Activities. Subordinate organizations under the Group Ruling may not
participate or intervene in any political campaign on behalf of or in opposition to any
candidate for public office. Violation of the prohibition against political campaign
intervention can jeopardize the organization's tax-exempt status. In addition to revoking tax-
exempt status, IRS may also impose excise taxes on an exempt organization and its managers on
account of political expenditures. Where there has been a flagrant violation, the IRS has
authority to seek an injunction against the exempt organization and immediate assessment of
taxes due. Please consult a local tax advisor about any political campaign intervention questions.
For more information, refer to Political Activity and Lobby Guidelines for Catholic
Organizations, available at www.uscch.org/about/ general-counsel/ under “Tax and Group
Ruling.”

12. Group Exemption Number (“GEN”). The group exemption number or GEN
assigned to the USCCB Group Ruling is 0928. This number must be included on each Form
990/EZ, Form 990-T, and Form 5578 required to be filed by a subordinate organization under
the Group Ruling.'” We advise against using GEN 0928 on Form SS-4, Request for Employer
Identification Number, because in the past this has resulted in the IRS improperly including the
USCCB as part of the subordinate organization's name in IRS records.

13. " Employer Identification Numbers (“EIN s”). Each subordinate organization
under the Group Ruling must have and use its own EIN. Do not use the EIN of the USCCB or
an affiliated parish, diocese or other organization in any filings with IRS (e.g., Forms 941, W-2,
1099, or 990/EZ) or other financial documents. Subordinate organizations may not use
USCCB’s EIN in order to qualify for online donations, grants or matching gifts.

"7 The IRS has expressed concern about organizations covered under the Group Ruling that fail to include
the group exemption number (0928) on their Form 990/EZ/T filings, particularly the initial tiling.
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
Office of the Secretary of State
Corporations Division

148 W. River Street
Providence, Rhode Island 02904-2615 F l LED
NON-PROFIT CORPORATION JAN 0420/0

ARTICLES OF AMENDMENT TO
ARTICLES OF INCORPORATION

¥

Pursuant to the provisions of Section 7-6-40 of the General Laws of Rhode Island, 1956, as amended, the undersigned

corporation adopts the following Articles of Amendment to its Articles of Incorporation:

St. Joseph Health Services of Rhode Island

1. The name of the corporation is

2. The following amendment to the Articles of Incorporation was adopted by the corporation;

[Insert Amendment]

See Exhibit A attached hereto and made a part hereof.
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3. The amendment was adopted in the following manner:

{check one box only)

4. Date when amendment is to become effective

Date:

The amendment was adopted at a meeting of the members held on December 9, 2009 , at which
meeting a quorum was present, and the amendment received at least a majority of the votes which members
present or represented by proxy at such meeting were entitled to cast.

[C] The amendment was adopted by a consent in writing on , signed by all
members entitled to vote with respect thereto.

[J The amendment was adopted at a meeting of the Board of Directors held on

and received the vote of a majority of the directors in office, there being no members entitled to vote with

respect thereto.

December3/ 2009

January 4, 2010.

(not prior to, nor more than 30 days after, the filing of these Articles of Amendment)

Under penaity of perjury, we declare and affirm that we have
examined these Articles of Amendment to the Articles of
Incorporation, including any accompanying attachments, and
that all statements contained herein are true and correct.

St. Joseph Health Services of Rhode Island

‘Print Corporate Name

By /\

Johm, Fogaxty

President or [] Vice President (check one)

i

ANDj t]
90 AL NN o Y O-'{_\,\Duvuﬂ

Reverend Monsignor William I. Varsanyi

[V]Secretary or []Assistant Secretary (check one)

By
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St. Joseph Health Services of Rhode Island: ID # 30205

Exhibit A to Articles of Amendment to Articles of Incorporation
Effective January 4, 2010

Exhibit A

The corporation shall have two classes of members: (i) one Class A member; and (ii) one

A.

Class B member, The Class A member shall be CharterCARE Health Partners, a Rhode
Island nonprofit corporation. The Class B member shall be the Roman Catholic Bishop
of Providence, a body politic and corporation sole, or its designee.

B. Subject to the reserved powers of the Class B member as set forth below, the Class A
member shall have the exclusive right, by the affirmative vote of seventy-five (75%)
percent of the members of the Board of Directors of the Class A member, to:

1 amend the Articles of Incorporation and Bylaws of the corporation;
(i1) appoint or remove a member of the Board of Trustees of the
corporation;
(ili)  incur any debt or sell, lease, transfer, or mortgage any property in
excess of an amount determined by the Class A member from time
to time, add, close, or relocate any of the corporation’s services;
(iv)  appoint or remove the Chief Executive Officer, Chief Financial
Officer, and the Chief Operating Officer of the corporation; and
(v) effect any affiliation, merger, reorganization, or change of control ~
of the corporation. e w%}i
= of
C. Subject to the reserved powers of the Class B member as set forth below, the Clfs AESZ?:U
member shall have the right to approve, by the affirmative vote of seventy-five ("fS%gL=Q
percent of the members of the Board of Directors of the Class A member: £ __33;_ Z f_}
P ey <
. . . x X
(i) the capital and operating budgets of the corporation and any g, :-:” g?
unbudgeted transaction or expenditure by the corporation in CXCESS ¢y ::-_—15’
m

of an amount determined by the Class A member from time to<®
time;

(i1) the strategic plan for the corporation;

(iii)  any certificate of need or similar application or filing or any
material changes in services provided by the corporation; and

(iv)  any new academic affiliation and the termination of any academic

affiliation.

7/

'l
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St. Joseph Health Services of Rhode Island: ID # 30205

Exhibit A to Articles of Amendment to Articles of Incorporation
Effective January 4, 2010

D. Provided that the corporation continues under Catholic sponsorship, as determined in the
sole discretion of the Class B member, and is listed in the Official Catholic Directory, or
in the event that the Official Catholic Directory no longer exists, any comparable
directory acceptable to the Class B member, unless otherwise permitted by the Class B
member, the following actions shall require the approval of both the Class A member, by
the affirmative vote of seventy-five (75%) percent of the members of the Board of
Directors of the Class A member, and the Class B member:

(i) the sale, mortgaging, or leasing of any real or personal property of
the corporation with a value in excess of the canonical threshold
then in effect;

(i)  the dissolution of the corporation;

(ili)  any change to the corporation’s charity care policy;

(iv)  all matters regarding pastoral care, including without limitation,
funding;

(v) any amendment to the Articles of Incorporation, bylaws, or other
governing documents of the corporation that adversely affects or
diminishes the Catholicity of the corporation or causes or permits
the following prohibited procedures to be performed (the
“Prohibited Procedures™): (a)abortion (the directly intended
termination of pregnancy before viability or the directly intended
destruction of a viable fetus), including without limitation, embryo
reduction or any like procedure, or research involving embryo
destruction; (b) euthanasia (an action or omission that of itself or
by intention causes the death of an individual in order to alleviate
all suffering); and (c¢) physician-assisted suicide (euthanasia
attended by a physician);

(vi) any amendment to the Articles of Incorporation, bylaws, or other
governing documents of the corporation relating to the Ethical and
Religious Directives for Catholic Health Care Services as
promulgated by the United States Conference of Catholic Bishops
and adopted by the Class B member, or the performance of
Prohibited Procedures at the corporation; and

(vil) any change to the mission statement, the vision statement, or the
values statement as set forth in the Articles of Incorporation,
bylaws, or other governing documents of the corporation.
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St. Joseph Health Services of Rhode Island: ID # 30205

Exhibit A to Articles of Amendment to Articles of Incorporation
Effective January 4, 2010

E. So long as the corporation remains sponsored by the Roman Catholic Church as
determined by the Bishop, and continues to be listed in the Official Catholic
Directory, as long as the Official Catholic Directory exists, or in the event such
directory no longer exists, then so long as the pension plan of St. Joseph Health
Services of Rhode Island is a church plan within the meaning of Section 414(e) of
the Internal Revenue Code of 1986, as amended, and Section 3(33) of the
Employment Retirement Income Security Act of 1974, or any successor
provisions of such the Internal Revenue Code or Employment Retirement Income
Security Act, or such successor code or act, unless otherwise permitted by the
Bishop, the corporation will not cause or permit any of the Prohibited Procedures
to be performed.

F. No trustee undertaking to exercise the responsibilities of a trustee shall have personal
liability to the corporation or to its members for monetary damages for breach of such
trustee’s duty as a trustee, provided that this provision shall not eliminate or limit the
liability of such trustee for: (i) any breach of such trustee’s duty of loyalty to the
corporation or its members; (i) acts or omissions not in good faith or which involve
intentional misconduct or a knowing violation of law; or (iii) any transaction from which
the trustee derived an improper personal benefit.

491124 2.doc
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State of Rhode Island and Providence Plantations
A. Ralph Mollis

Secretary of State
S

STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS

I, A. RALPH MOLLIS, Secretary of State of the State of Rhode Island
and Providence Plantations, hereby certify that this document, duly
executed in accordance with the provisions of Title 7 of the General Laws

of Rhode Island, as amended, has been filed in this office on this day:
January 04, 2010 8:38 AM

A S e

A. RALPH MOLLIS

Secretary of State

43636-1-417903
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Ethical and Religious Directives for
Catholic Health Care Services

Sixth Edition

UNITED STATES CONFERENCE OF CATHOLIC BISHOPS
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Ethical and Religious Directives for Catholic Health Care Services, Sixth Edition

This sixth edition of the Ethical and Religious Directives for Catholic Health Care Services was
developed by the Committee on Doctrine of the United States Conference of Catholic Bishops (USCCB)
and approved by the USCCB at its June 2018 Plenary Assembly. This edition of the Directives replaces
all previous editions, is recommended for implementation by the diocesan bishop, and is authorized for
publication by the undersigned.

Msgr. J. Brian Bransfield, STD
General Secretary, USCCB

Excerpts from The Documents of Vatican I, ed. Walter M. Abbott, SJ, copyright © 1966 by America
Press are used with permission. All rights reserved.

Scripture texts used in this work are taken from the New American Bible, copyright © 1991, 1986, and
1970 by the Confraternity of Christian Doctrine, Washington, DC, 20017 and are used by permission of
the copyright owner. All rights reserved.

Digital Edition, June 2018

Copyright © 2009, 2018, United States Conference of Catholic Bishops, Washington, DC. All rights
reserved. No part of this work may be reproduced or transmitted in any form or by any means, electronic
or mechanical, including photocopying, recording, or by any information storage and retrieval system,
without permission in writing from the copyright holder.
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Preamble

Health care in the United States is marked by extraordinary change. Not only is there
continuing change in clinical practice due to technological advances, but the health care system
in the United States is being challenged by both institutional and social factors as well. At the
same time, there are a number of developments within the Catholic Church affecting the
ecclesial mission of health care. Among these are significant changes in religious orders and
congregations, the increased involvement of lay men and women, a heightened awareness of
the Church’s social role in the world, and developments in moral theology since the Second
Vatican Council. A contemporary understanding of the Catholic health care ministry must take
into account the new challenges presented by transitions both in the Church and in American
society.

Throughout the centuries, with the aid of other sciences, a body of moral principles has
emerged that expresses the Church’s teaching on medical and moral matters and has proven to
be pertinent and applicable to the ever-changing circumstances of health care and its delivery. In
response to today’s challenges, these same moral principles of Catholic teaching provide the
rationale and direction for this revision of the Ethical and Religious Directives for Catholic
Health Care Services.

These Directives presuppose our statement Health and Health Care published in 1981.
There we presented the theological principles that guide the Church’s vision of health care,
called for all Catholics to share in the healing mission of the Church, expressed our full
commitment to the health care ministry, and offered encouragement to all those who are
involved in it. Now, with American health care facing even more dramatic changes, we
reaffirm the Church’s commitment to health care ministry and the distinctive Catholic identity
of the Church’s institutional health care services.? The purpose of these Ethical and Religious
Directives then is twofold: first, to reaffirm the ethical standards of behavior in health care that
flow from the Church’s teaching about the dignity of the human person; second, to provide
authoritative guidance on certain moral issues that face Catholic health care today.

The Ethical and Religious Directives are concerned primarily with institutionally based
Catholic health care services. They address the sponsors, trustees, administrators, chaplains,
physicians, health care personnel, and patients or residents of these institutions and services.
Since they express the Church’s moral teaching, these Directives also will be helpful to Catholic
professionals engaged in health care services in other settings. The moral teachings that we
profess here flow principally from the natural law, understood in the light of the revelation
Christ has entrusted to his Church. From this source the Church has derived its understanding
of the nature of the human person, of human acts, and of the goals that shape human activity.

The Directives have been refined through an extensive process of consultation with bishops,
theologians, sponsors, administrators, physicians, and other health care providers. While providing
standards and guidance, the Directives do not cover in detail all of the complex issues that confront
Catholic health care today. Moreover, the Directives will be reviewed periodically by the United
States Conference of Catholic Bishops (formerly the National Conference of Catholic Bishops), in
the light of authoritative church teaching, in order to address new insights from theological and
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medical research or new requirements of public policy.

The Directives begin with a general introduction that presents a theological basis for the
Catholic health care ministry. Each of the six parts that follow is divided into two sections. The
first section is in expository form; it serves as an introduction and provides the context in which
concrete issues can be discussed from the perspective of the Catholic faith. The second section is
in prescriptive form; the directives promote and protect the truths of the Catholic faith as those
truths are brought to bear on concrete issues in health care.
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General Introduction

The Church has always sought to embody our Savior’s concern for the sick. The gospel
accounts of Jesus’ ministry draw special attention to his acts of healing: he cleansed a man
with leprosy (Mt 8:1-4; Mk 1:40-42); he gave sight to two people who were blind (Mt 20:29-
34; Mk 10:46-52); he enabled one who was mute to speak (Lk 11:14); he cured a woman who
was hemorrhaging (Mt 9:20-22; Mk 5:25-34); and he brought a young girl back to life (Mt
9:18, 23-25; Mk 5:35-42). Indeed, the Gospels are replete with examples of how the Lord
cured every kind of ailment and disease (Mt 9:35). In the account of Matthew, Jesus’ mission
fulfilled the prophecy of Isaiah: “He took away our infirmities and bore our diseases” (Mt
8:17; cf. Is 53:4).

Jesus’ healing mission went further than caring only for physical affliction. He touched
people at the deepest level of their existence; he sought their physical, mental, and spiritual
healing (Jn 6:35, 11:25-27). He “came so that they might have life and have it more
abundantly” (Jn 10:10).

The mystery of Christ casts light on every facet of Catholic health care: to see Christian
love as the animating principle of health care; to see healing and compassion as a continuation
of Christ’s mission; to see suffering as a participation in the redemptive power of Christ’s
passion, death, and resurrection; and to see death, transformed by the resurrection, as an
opportunity for a final act of communion with Christ.

For the Christian, our encounter with suffering and death can take on a positive and
distinctive meaning through the redemptive power of Jesus’ suffering and death. As St. Paul
says, we are “always carrying about in the body the dying of Jesus, so that the life of Jesus
may also be manifested in our body” (2 Cor 4:10). This truth does not lessen the pain and fear,
but gives confidence and grace for bearing suffering rather than being overwhelmed by it.
Catholic health care ministry bears witness to the truth that, for those who are in Christ,
suffering and death are the birth pangs of the new creation. “God himself will always be with
them [as their God]. He will wipe every tear from their eyes, and there shall be no more death
or mourning, wailing or pain, [for] the old order has passed away” (Rev 21:3-4).

In faithful imitation of Jesus Christ, the Church has served the sick, suffering, and dying in
various ways throughout history. The zealous service of individuals and communities has
provided shelter for the traveler; infirmaries for the sick; and homes for children, adults, and
the elderly.® In the United States, the many religious communities as well as dioceses that
sponsor and staff this country’s Catholic health care institutions and services have established
an effective Catholic presence in health care. Modeling their efforts on the gospel parable of
the Good Samaritan, these communities of women and men have exemplified authentic
neighborliness to those in need (Lk 10:25-37). The Church seeks to ensure that the service
offered in the past will be continued into the future.

While many religious communities continue their commitment to the health care ministry,
lay Catholics increasingly have stepped forward to collaborate in this ministry. Inspired by the
example of Christ and mandated by the Second Vatican Council, lay faithful are invited to a
broader and more intense field of ministries than in the past.* By virtue of their Baptism, lay



Case 1:18-cv-00328-WES-LDA Document 54-21 Filed 09/17/18 Page 8 of 31 PagelD #: 1180
Ethical and Religious Directives for Catholic Health Care Services, Sixth Edition

faithful are called to participate actively in the Church’s life and mission.® Their participation
and leadership in the health care ministry, through new forms of sponsorship and governance
of institutional Catholic health care, are essential for the Church to continue her ministry of
healing and compassion. They are joined in the Church’s health care mission by many men
and women who are not Catholic.

Catholic health care expresses the healing ministry of Christ in a specific way within the
local church. Here the diocesan bishop exercises responsibilities that are rooted in his office as
pastor, teacher, and priest. As the center of unity in the diocese and coordinator of ministries
in the local church, the diocesan bishop fosters the mission of Catholic health care in a way
that promotes collaboration among health care leaders, providers, medical professionals,
theologians, and other specialists. As pastor, the diocesan bishop is in a unique position to
encourage the faithful to greater responsibility in the healing ministry of the Church. As
teacher, the diocesan bishop ensures the moral and religious identity of the health care
ministry in whatever setting it is carried out in the diocese. As priest, the diocesan bishop
oversees the sacramental care of the sick. These responsibilities will require that Catholic
health care providers and the diocesan bishop engage in ongoing communication on ethical
and pastoral matters that require his attention.

In a time of new medical discoveries, rapid technological developments, and social change,
what is new can either be an opportunity for genuine advancement in human culture, or it can
lead to policies and actions that are contrary to the true dignity and vocation of the human
person. In consultation with medical professionals, church leaders review these developments,
judge them according to the principles of right reason and the ultimate standard of revealed
truth, and offer authoritative teaching and guidance about the moral and pastoral
responsibilities entailed by the Christian faith.® While the Church cannot furnish a ready
answer to every moral dilemma, there are many questions about which she provides
normative guidance and direction. In the absence of a determination by the magisterium, but
never contrary to church teaching, the guidance of approved authors can offer appropriate
guidance for ethical decision making.

Created in God’s image and likeness, the human family shares in the dominion that Christ
manifested in his healing ministry. This sharing involves a stewardship over all material
creation (Gn 1:26) that should neither abuse nor squander nature’s resources. Through science
the human race comes to understand God’s wonderful work; and through technology it must
conserve, protect, and perfect nature in harmony with God’s purposes. Health care
professionals pursue a special vocation to share in carrying forth God’s life-giving and
healing work.

The dialogue between medical science and Christian faith has for its primary purpose the
common good of all human persons. It presupposes that science and faith do not contradict
each other. Both are grounded in respect for truth and freedom. As new knowledge and new
technologies expand, each person must form a correct conscience based on the moral norms
for proper health care.
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PART ONE
The Social Responsibility of Catholic Health Care Services

Introduction

Their embrace of Christ’s healing mission has led institutionally based Catholic health care
services in the United States to become an integral part of the nation’s health care system.
Today, this complex health care system confronts a range of economic, technological, social,
and moral challenges. The response of Catholic health care institutions and services to these
challenges is guided by normative principles that inform the Church’s healing ministry.

First, Catholic health care ministry is rooted in a commitment to promote and defend
human dignity; this is the foundation of its concern to respect the sacredness of every human
life from the moment of conception until death. The first right of the human person, the right
to life, entails a right to the means for the proper development of life, such as adequate
health care.’

Second, the biblical mandate to care for the poor requires us to express this in concrete
action at all levels of Catholic health care. This mandate prompts us to work to ensure that our
country’s health care delivery system provides adequate health care for the poor. In Catholic
institutions, particular attention should be given to the health care needs of the poor, the
uninsured, and the underinsured.® Third, Catholic health care ministry seeks to contribute to
the common good. The common good is realized when economic, political, and social
conditions ensure protection for the fundamental rights of all individuals and enable all to
fulfill their common purpose and reach their common goals.®

Fourth, Catholic health care ministry exercises responsible stewardship of available health
care resources. A just health care system will be concerned both with promoting equity of
care—to assure that the right of each person to basic health care is respected—and with
promoting the good health of all in the community. The responsible stewardship of health care
resources can be accomplished best in dialogue with people from all levels of society, in
accordance with the principle of subsidiarity and with respect for the moral principles that
guide institutions and persons.

Fifth, within a pluralistic society, Catholic health care services will encounter requests for
medical procedures contrary to the moral teachings of the Church. Catholic health care does
not offend the rights of individual conscience by refusing to provide or permit medical
procedures that are judged morally wrong by the teaching authority of the Church.

Directives
1. A Catholic institutional health care service is a community that provides health care to
those in need of it. This service must be animated by the Gospel of Jesus Christ and
guided by the moral tradition of the Church.

2. Catholic health care should be marked by a spirit of mutual respect among caregivers that
disposes them to deal with those it serves and their families with the compassion of Christ,
sensitive to their vulnerability at a time of special need.
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3. In accord with its mission, Catholic health care should distinguish itself by service to and
advocacy for those people whose social condition puts them at the margins of our society
and makes them particularly vulnerable to discrimination: the poor; the uninsured and the
underinsured; children and the unborn; single parents; the elderly; those with incurable
diseases and chemical dependencies; racial minorities; immigrants and refugees. In
particular, the person with mental or physical disabilities, regardless of the cause or
severity, must be treated as a unique person of incomparable worth, with the same right to
life and to adequate health care as all other persons.

4. A Catholic health care institution, especially a teaching hospital, will promote medical
research consistent with its mission of providing health care and with concern for the
responsible stewardship of health care resources. Such medical research must adhere to
Catholic moral principles.

5. Catholic health care services must adopt these Directives as policy, require adherence to
them within the institution as a condition for medical privileges and employment, and
provide appropriate instruction regarding the Directives for administration, medical and
nursing staff, and other personnel.

6. A Catholic health care organization should be a responsible steward of the health care
resources available to it. Collaboration with other health care providers, in ways that do
not compromise Catholic social and moral teaching, can be an effective means of such

stewardship.°

7. A Catholic health care institution must treat its employees respectfully and justly. This
responsibility includes: equal employment opportunities for anyone qualified for the task,
irrespective of a person’s race, sex, age, national origin, or disability; a workplace that
promotes employee participation; a work environment that ensures employee safety and
well-being; just compensation and benefits; and recognition of the rights of employees to
organize and bargain collectively without prejudice to the common good.

8. Catholic health care institutions have a unique relationship to both the Church and the
wider community they serve. Because of the ecclesial nature of this relationship, the
relevant requirements of canon law will be observed with regard to the foundation of a
new Catholic health care institution; the substantial revision of the mission of an
institution; and the sale, sponsorship transfer, or closure of an existing institution.

9. Employees of a Catholic health care institution must respect and uphold the religious
mission of the institution and adhere to these Directives. They should maintain
professional standards and promote the institution’s commitment to human dignity and the
common good.
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PART TWO
The Pastoral and Spiritual Responsibility of
Catholic Health Care

Introduction

The dignity of human life flows from creation in the image of God (Gn 1:26), from
redemption by Jesus Christ (Eph 1:10; 1 Tm 2:4-6), and from our common destiny to share a
life with God beyond all corruption (1 Cor 15:42-57). Catholic health care has the
responsibility to treat those in need in a way that respects the human dignity and eternal
destiny of all. The words of Christ have provided inspiration for Catholic health care: “I was
ill and you cared for me” (Mt 25:36). The care provided assists those in need to experience
their own dignity and value, especially when these are obscured by the burdens of illness or
the anxiety of imminent death.

Since a Catholic health care institution is a community of healing and compassion, the care
offered is not limited to the treatment of a disease or bodily ailment but embraces the physical,
psychological, social, and spiritual dimensions of the human person. The medical expertise
offered through Catholic health care is combined with other forms of care to promote health
and relieve human suffering. For this reason, Catholic health care extends to the spiritual
nature of the person. “Without health of the spirit, high technology focused strictly on the
body offers limited hope for healing the whole person.”!! Directed to spiritual needs that are
often appreciated more deeply during times of illness, pastoral care is an integral part of
Catholic health care. Pastoral care encompasses the full range of spiritual services, including a
listening presence; help in dealing with powerlessness, pain, and alienation; and assistance in
recognizing and responding to God’s will with greater joy and peace. It should be
acknowledged, of course, that technological advances in medicine have reduced the length of
hospital stays dramatically. It follows, therefore, that the pastoral care of patients, especially
administration of the sacraments, will be provided more often than not at the parish level, both
before and after one’s hospitalization. For this reason, it is essential that there be very cordial
and cooperative relationships between the personnel of pastoral care departments and the local
clergy and ministers of care.

Priests, deacons, religious, and laity exercise diverse but complementary roles in this
pastoral care. Since many areas of pastoral care call upon the creative response of these
pastoral caregivers to the particular needs of patients or residents, the following directives
address only a limited number of specific pastoral activities.

Directives

10. A Catholic health care organization should provide pastoral care to minister to the
religious and spiritual needs of all those it serves. Pastoral care personnel—clergy,
religious, and lay alike—should have appropriate professional preparation, including an
understanding of these Directives.

10
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11. Pastoral care personnel should work in close collaboration with local parishes and
community clergy. Appropriate pastoral services and/or referrals should be available to all
in keeping with their religious beliefs or affiliation.

12. For Catholic patients or residents, provision for the sacraments is an especially important
part of Catholic health care ministry. Every effort should be made to have priests assigned
to hospitals and health care institutions to celebrate the Eucharist and provide the
sacraments to patients and staff.

13. Particular care should be taken to provide and to publicize opportunities for patients or
residents to receive the sacrament of Penance.

14. Properly prepared lay Catholics can be appointed to serve as extraordinary ministers of
Holy Communion, in accordance with canon law and the policies of the local diocese.
They should assist pastoral care personnel—clergy, religious, and laity—by providing
supportive visits, advising patients regarding the availability of priests for the sacrament
of Penance, and distributing Holy Communion to the faithful who request it.

15. Responsive to a patient’s desires and condition, all involved in pastoral care should
facilitate the availability of priests to provide the sacrament of Anointing of the Sick,
recognizing that through this sacrament Christ provides grace and support to those who
are seriously ill or weakened by advanced age. Normally, the sacrament is celebrated
when the sick person is fully conscious. It may be conferred upon the sick who have lost
consciousness or the use of reason, if there is reason to believe that they would have asked
for the sacrament while in control of their faculties.

16. All Catholics who are capable of receiving Communion should receive Viaticum when
they are in danger of death, while still in full possession of their faculties.*?

17. Except in cases of emergency (i.e., danger of death), any request for Baptism made by
adults or for infants should be referred to the chaplain of the institution. Newly born infants
in danger of death, including those miscarried, should be baptized if this is possible.'® In
case of emergency, if a priest or a deacon is not available, anyone can validly baptize.
the case of emergency Baptism, the chaplain or the director of pastoral care is to be
notified.

14 In

18. When a Catholic who has been baptized but not yet confirmed is in danger of death, any
priest may confirm the person.®

19. A record of the conferral of Baptism or Confirmation should be sent to the parish in which
the institution is located and posted in its baptism/confirmation registers.

20. Catholic discipline generally reserves the reception of the sacraments to Catholics. In
accord with canon 844, 83, Catholic ministers may administer the sacraments of Eucharist,
Penance, and Anointing of the Sick to members of the oriental churches that do not have

11
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full communion with the Catholic Church, or of other churches that in the judgment of the
Holy See are in the same condition as the oriental churches, if such persons ask for the
sacraments on their own and are properly disposed.

With regard to other Christians not in full communion with the Catholic Church, when
the danger of death or other grave necessity is present, the four conditions of canon 844,
84, also must be present, namely, they cannot approach a minister of their own
community; they ask for the sacraments on their own; they manifest Catholic faith in these
sacraments; and they are properly disposed. The diocesan bishop has the responsibility to
oversee this pastoral practice.

21. The appointment of priests and deacons to the pastoral care staff of a Catholic institution
must have the explicit approval or confirmation of the local bishop in collaboration with
the administration of the institution. The appointment of the director of the pastoral care
staff should be made in consultation with the diocesan bishop.

22. For the sake of appropriate ecumenical and interfaith relations, a diocesan policy should
be developed with regard to the appointment of non-Catholic members to the pastoral care
staff of a Catholic health care institution. The director of pastoral care at a Catholic
institution should be a Catholic; any exception to this norm should be approved by the
diocesan bishop.

12
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PART THREE
The Professional-Patient Relationship

Introduction

A person in need of health care and the professional health care provider who accepts that
person as a patient enter into a relationship that requires, among other things, mutual respect,
trust, honesty, and appropriate confidentiality. The resulting free exchange of information
must avoid manipulation, intimidation, or condescension. Such a relationship enables the
patient to disclose personal information needed for effective care and permits the health care
provider to use his or her professional competence most effectively to maintain or restore the
patient’s health. Neither the health care professional nor the patient acts independently of the
other; both participate in the healing process.

Today, a patient often receives health care from a team of providers, especially in the
setting of the modern acute-care hospital. But the resulting multiplication of relationships does
not alter the personal character of the interaction between health care providers and the
patient. The relationship of the person seeking health care and the professionals providing that
care is an important part of the foundation on which diagnosis and care are provided.
Diagnosis and care, therefore, entail a series of decisions with ethical as well as medical
dimensions. The health care professional has the knowledge and experience to pursue the
goals of healing, the maintenance of health, and the compassionate care of the dying, taking
into account the patient’s convictions and spiritual needs, and the moral responsibilities of all
concerned. The person in need of health care depends on the skill of the health care provider to
assist in preserving life and promoting health of body, mind, and spirit. The patient, in turn,
has a responsibility to use these physical and mental resources in the service of moral and
spiritual goals to the best of his or her ability.

When the health care professional and the patient use institutional Catholic health care,
they also accept its public commitment to the Church’s understanding of and witness to the
dignity of the human person. The Church’s moral teaching on health care nurtures a truly
interpersonal professional-patient relationship. This professional-patient relationship is never
separated, then, from the Catholic identity of the health care institution. The faith that inspires
Catholic health care guides medical decisions in ways that fully respect the dignity of the
person and the relationship with the health care professional.

Directives

23. The inherent dignity of the human person must be respected and protected regardless of the
nature of the person’s health problem or social status. The respect for human dignity
extends to all persons who are served by Catholic health care.

24. In compliance with federal law, a Catholic health care institution will make available to
patients information about their rights, under the laws of their state, to make an advance

13
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directive for their medical treatment. The institution, however, will not honor an advance
directive that is contrary to Catholic teaching. If the advance directive conflicts with
Catholic teaching, an explanation should be provided as to why the directive cannot be
honored.

25. Each person may identify in advance a representative to make health care decisions as his
or her surrogate in the event that the person loses the capacity to make health care
decisions. Decisions by the designated surrogate should be faithful to Catholic moral
principles and to the person’s intentions and values, or if the person’s intentions are
unknown, to the person’s best interests. In the event that an advance directive is not
executed, those who are in a position to know best the patient’s wishes—usually family
members and loved ones—should participate in the treatment decisions for the person who
has lost the capacity to make health care decisions.

26. The free and informed consent of the person or the person’s surrogate is required for
medical treatments and procedures, except in an emergency situation when consent cannot
be obtained and there is no indication that the patient would refuse consent to the
treatment.

27. Free and informed consent requires that the person or the person’s surrogate receive all
reasonable information about the essential nature of the proposed treatment and its
benefits; its risks, side-effects, consequences, and cost; and any reasonable and morally
legitimate alternatives, including no treatment at all.

28. Each person or the person’s surrogate should have access to medical and moral
information and counseling so as to be able to form his or her conscience. The free and
informed health care decision of the person or the person’s surrogate is to be followed so
long as it does not contradict Catholic principles.

29. All persons served by Catholic health care have the right and duty to protect and preserve
their bodily and functional integrity.*® The functional integrity of the person may be
sacrificed to maintain the health or life of the person when no other morally
permissible means is available.!’

30. The transplantation of organs from living donors is morally permissible when such a
donation will not sacrifice or seriously impair any essential bodily function and the
anticipated benefit to the recipient is proportionate to the harm done to the donor.
Furthermore, the freedom of the prospective donor must be respected, and economic
advantages should not accrue to the donor.

31. No one should be the subject of medical or genetic experimentation, even if it is
therapeutic, unless the person or surrogate first has given free and informed consent. In
instances of nontherapeutic experimentation, the surrogate can give this consent only if the
experiment entails no significant risk to the person’s well-being. Moreover, the greater the

14
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person’s incompetency and vulnerability, the greater the reasons must be to perform any
medical experimentation, especially nontherapeutic.

32. While every person is obliged to use ordinary means to preserve his or her health, no
person should be obliged to submit to a health care procedure that the person has judged,
with a free and informed conscience, not to provide a reasonable hope of benefit without
imposing excessive risks and burdens on the patient or excessive expense to family or
community.*®

33. The well-being of the whole person must be taken into account in deciding about any
therapeutic intervention or use of technology. Therapeutic procedures that are likely to
cause harm or undesirable side-effects can be justified only by a proportionate benefit to
the patient.

34. Health care providers are to respect each person’s privacy and confidentiality regarding
information related to the person’s diagnosis, treatment, and care.

35. Health care professionals should be educated to recognize the symptoms of abuse and
violence and are obliged to report cases of abuse to the proper authorities in accordance with
local statutes.

36. Compassionate and understanding care should be given to a person who is the victim of
sexual assault. Health care providers should cooperate with law enforcement officials and
offer the person psychological and spiritual support as well as accurate medical
information. A female who has been raped should be able to defend herself against a
potential conception from the sexual assault. If, after appropriate testing, there is no
evidence that conception has occurred already, she may be treated with medications that
would prevent ovulation, sperm capacitation, or fertilization. It is not permissible,
however, to initiate or to recommend treatments that have as their purpose or direct effect

the removal, destruction, or interference with the implantation of a fertilized ovum.*®

37. An ethics committee or some alternate form of ethical consultation should be available to
assist by advising on particular ethical situations, by offering educational opportunities,
and by reviewing and recommending policies. To these ends, there should be appropriate
standards for medical ethical consultation within a particular diocese that will respect the
diocesan bishop’s pastoral responsibility as well as assist members of ethics committees to
be familiar with Catholic medical ethics and, in particular, these Directives.

15
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PART FOUR
Issues in Care for the Beginning of Life

Introduction

The Church’s commitment to human dignity inspires an abiding concern for the sanctity of
human life from its very beginning, and with the dignity of marriage and of the marriage act
by which human life is transmitted. The Church cannot approve medical practices that
undermine the biological, psychological, and moral bonds on which the strength of marriage
and the family depends.

Catholic health care ministry witnesses to the sanctity of life “from the moment of
conception until death.”?° The Church’s defense of life encompasses the unborn and the care
of women and their children during and after pregnancy. The Church’s commitment to life is
seen in its willingness to collaborate with others to alleviate the causes of the high infant
mortality rate and to provide adequate health care to mothers and their children before and
after birth.

The Church has the deepest respect for the family, for the marriage covenant, and for the
love that binds a married couple together. This includes respect for the marriage act by which
husband and wife express their love and cooperate with God in the creation of a new human
being. The Second Vatican Council affirms:

This love is an eminently human one. . . . It involves the good of the whole person. . . .
The actions within marriage by which the couple are united intimately and chastely are
noble and worthy ones. Expressed in a manner which is truly human, these actions
signify and promote that mutual self-giving by which spouses enrich each other with a
joyful and a thankful will.?*

Marriage and conjugal love are by their nature ordained toward the begetting
and educating of children. Children are really the supreme gift of marriage and
contribute very substantially to the welfare of their parents. . . . Parents should
regard as their proper mission the task of transmitting human life and educating those
to whom it has been transmitted. . . . They are thereby cooperators with the love of
God the Creator, and are, so to speak, the interpreters of that love.??

For legitimate reasons of responsible parenthood, married couples may limit the number
of their children by natural means. The Church cannot approve contraceptive interventions
that “either in anticipation of the marital act, or in its accomplishment or in the development
of its natural consequences, have the purpose, whether as an end or a means, to render
procreation impossible.”?® Such interventions violate “the inseparable connection, willed by
God . . . between the two meanings of the conjugal act: the unitive and procreative
meaning.”?*

With the advance of the biological and medical sciences, society has at its disposal new
technologies for responding to the problem of infertility. While we rejoice in the potential for
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good inherent in many of these technologies, we cannot assume that what is technically
possible is always morally right. Reproductive technologies that substitute for the marriage
act are not consistent with human dignity. Just as the marriage act is joined naturally to
procreation, so procreation is joined naturally to the marriage act. As Pope John XXIII
observed:

The transmission of human life is entrusted by nature to a personal and conscious act and
as such is subject to all the holy laws of God: the immutable and inviolable laws which
must be recognized and observed. For this reason, one cannot use means and follow
methods which could be licit in the transmission of the life of plants and animals.?®

17
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Because the moral law is rooted in the whole of human nature, human persons, through
intelligent reflection on their own spiritual destiny, can discover and cooperate in the plan of
the Creator.?®

Directives
38. When the marital act of sexual intercourse is not able to attain its procreative purpose,
assistance that does not separate the unitive and procreative ends of the act, and does not

substitute for the marital act itself, may be used to help married couples conceive.?’

39. Those techniques of assisted conception that respect the unitive and procreative meanings
of sexual intercourse and do not involve the destruction of human embryos, or their
deliberate generation in such numbers that it is clearly envisaged that all cannot implant and
some are simply being used to maximize the chances of others implanting, may be used as
therapies for infertility.

40. Heterologous fertilization (that is, any technique used to achieve conception by the use of
gametes coming from at least one donor other than the spouses) is prohibited because it is
contrary to the covenant of marriage, the unity of the spouses, and the dignity proper to
parents and the child.?®

41. Homologous artificial fertilization (that is, any technique used to achieve conception using
the gametes of the two spouses joined in marriage) is prohibited when it separates
procreation from the marital act in its unitive significance (e.g., any technique used to
achieve extracorporeal conception).?

42. Because of the dignity of the child and of marriage, and because of the uniqueness of the
mother-child relationship, participation in contracts or arrangements for surrogate
motherhood is not permitted. Moreover, the commercialization of such surrogacy

denigrates the dignity of women, especially the poor.*

43. A Catholic health care institution that provides treatment for infertility should offer not
only technical assistance to infertile couples but also should help couples pursue other
solutions (e.g., counseling, adoption).

44. A Catholic health care institution should provide prenatal, obstetric, and postnatal services
for mothers and their children in a manner consonant with its mission.

45. Abortion (that is, the directly intended termination of pregnancy before viability or the
directly intended destruction of a viable fetus) is never permitted. Every procedure whose sole
immediate effect is the termination of pregnancy before viability is an abortion, which, in its
moral context, includes the interval between conception and implantation of the embryo.
Catholic health care institutions are not to provide abortion services, even based upon the
principle of material cooperation. In this context, Catholic health care institutions need to be
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concerned about the danger of scandal in any association with abortion providers.

46. Catholic health care providers should be ready to offer compassionate physical,
psychological, moral, and spiritual care to those persons who have suffered from the
trauma of abortion.

47. Operations, treatments, and medications that have as their direct purpose the cure of a
proportionately serious pathological condition of a pregnant woman are permitted when
they cannot be safely postponed until the unborn child is viable, even if they will result in
the death of the unborn child.

48. In case of extrauterine pregnancy, no intervention is morally licit which constitutes a direct
abortion.3!

49. For a proportionate reason, labor may be induced after the fetus is viable.

50. Prenatal diagnosis is permitted when the procedure does not threaten the life or physical
integrity of the unborn child or the mother and does not subject them to disproportionate
risks; when the diagnosis can provide information to guide preventative care for the mother
or pre- or postnatal care for the child; and when the parents, or at least the mother, give
free and informed consent. Prenatal diagnosis is not permitted when undertaken with the

intention of aborting an unborn child with a serious defect.?

51. Nontherapeutic experiments on a living embryo or fetus are not permitted, even with the
consent of the parents. Therapeutic experiments are permitted for a proportionate reason
with the free and informed consent of the parents or, if the father cannot be contacted, at
least of the mother. Medical research that will not harm the life or physical integrity of an

unborn child is permitted with parental consent.

52. Catholic health institutions may not promote or condone contraceptive practices but
should provide, for married couples and the medical staff who counsel them, instruction
both about the Church’s teaching on responsible parenthood and in methods of natural
family planning.

53. Direct sterilization of either men or women, whether permanent or temporary, is not
permitted in a Catholic health care institution. Procedures that induce sterility are
permitted when their direct effect is the cure or alleviation of a present and serious

pathology and a simpler treatment is not available.3*

54. Genetic counseling may be provided in order to promote responsible parenthood and to
prepare for the proper treatment and care of children with genetic defects, in accordance
with Catholic moral teaching and the intrinsic rights and obligations of married couples
regarding the transmission of life.
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PART FIVE
Issues in Care for the Seriously Ill and Dying

Introduction

Christ’s redemption and saving grace embrace the whole person, especially in his or her
illness, suffering, and death.®® The Catholic health care ministry faces the reality of death with
the confidence of faith. In the face of death—for many, a time when hope seems lost—the
Church witnesses to her belief that God has created each person for eternal life.®

Above all, as a witness to its faith, a Catholic health care institution will be a community
of respect, love, and support to patients or residents and their families as they face the reality
of death. What is hardest to face is the process of dying itself, especially the dependency, the
helplessness, and the pain that so often accompany terminal illness. One of the primary
purposes of medicine in caring for the dying is the relief of pain and the suffering caused by it.
Effective management of pain in all its forms is critical in the appropriate care of the dying.

The truth that life is a precious gift from God has profound implications for the question
of stewardship over human life. We are not the owners of our lives and, hence, do not have
absolute power over life. We have a duty to preserve our life and to use it for the glory of
God, but the duty to preserve life is not absolute, for we may reject life-prolonging procedures
that are insufficiently beneficial or excessively burdensome. Suicide and euthanasia are never
morally acceptable options.

The task of medicine is to care even when it cannot cure. Physicians and their patients
must evaluate the use of the technology at their disposal. Reflection on the innate dignity of
human life in all its dimensions and on the purpose of medical care is indispensable for
formulating a true moral judgment about the use of technology to maintain life. The use of
life-sustaining technology is judged in light of the Christian meaning of life, suffering, and
death. In this way two extremes are avoided: on the one hand, an insistence on useless or
burdensome technology even when a patient may legitimately wish to forgo it and, on the
other hand, the withdrawal of technology with the intention of causing death.*’

The Church’s teaching authority has addressed the moral issues concerning medically
assisted nutrition and hydration. We are guided on this issue by Catholic teaching against
euthanasia, which is “an action or an omission which of itself or by intention causes death, in
order that all suffering may in this way be eliminated.”3 While medically assisted nutrition
and hydration are not morally obligatory in certain cases, these forms of basic care should in
principle be provided to all patients who need them, including patients diagnosed as being in a
“persistent vegetative state” (PVS), because even the most severely debilitated and helpless
patient retains the full dignity of a human person and must receive ordinary and proportionate
care.

Directives
55. Catholic health care institutions offering care to persons in danger of death from illness,
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accident, advanced age, or similar condition should provide them with appropriate
opportunities to prepare for death. Persons in danger of death should be provided with
whatever information is necessary to help them understand their condition and have the
opportunity to discuss their condition with their family members and care providers. They
should also be offered the appropriate medical information that would make it possible to
address the morally legitimate choices available to them. They should be provided the
spiritual support as well as the opportunity to receive the sacraments in order to prepare
well for death.

56. A person has a moral obligation to use ordinary or proportionate means of preserving his
or her life. Proportionate means are those that in the judgment of the patient offer a
reasonable hope of benefit and do not entail an excessive burden or impose excessive

expense on the family or the community.*°

57. A person may forgo extraordinary or disproportionate means of preserving life.
Disproportionate means are those that in the patient’s judgment do not offer a reasonable
hope of benefit or entail an excessive burden, or impose excessive expense on the family
or the community.

58. In principle, there is an obligation to provide patients with food and water, including
medically assisted nutrition and hydration for those who cannot take food orally. This
obligation extends to patients in chronic and presumably irreversible conditions (e.g., the
“persistent vegetative state”) who can reasonably be expected to live indefinitely if given

such care.*® Medically assisted nutrition and hydration become morally optional when

they cannot reasonably be expected to prolong life or when they would be “excessively
burdensome for the patient or [would] cause significant physical discomfort, for example
resulting from complications in the use of the means employed.”41 For instance, as a
patient draws close to inevitable death from an underlying progressive and fatal condition,
certain measures to provide nutrition and hydration may become excessively burdensome
and therefore not obligatory in light of their very limited ability to prolong life or provide
comfort.

59. The free and informed judgment made by a competent adult patient concerning the use or
withdrawal of life-sustaining procedures should always be respected and normally
complied with, unless it is contrary to Catholic moral teaching.

60. Euthanasia is an action or omission that of itself or by intention causes death in order to
alleviate suffering. Catholic health care institutions may never condone or participate in
euthanasia or assisted suicide in any way. Dying patients who request euthanasia should
receive loving care, psychological and spiritual support, and appropriate remedies for pain

and other symptoms so that they can live with dignity until the time of natural death.*?

61. Patients should be kept as free of pain as possible so that they may die comfortably and
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with dignity, and in the place where they wish to die. Since a person has the right to
prepare for his or her death while fully conscious, he or she should not be deprived of
consciousness without a compelling reason. Medicines capable of alleviating or suppressing
pain may be given to a dying person, even if this therapy may indirectly shorten the person’s
life so long as the intent is not to hasten death. Patients experiencing suffering that cannot
be alleviated should be helped to appreciate the Christian understanding of redemptive
suffering.

62. The determination of death should be made by the physician or competent medical
authority in accordance with responsible and commonly accepted scientific criteria.

63. Catholic health care institutions should encourage and provide the means whereby those
who wish to do so may arrange for the donation of their organs and bodily tissue, for
ethically legitimate purposes, so that they may be used for donation and research after
death.

64. Such organs should not be removed until it has been medically determined that the patient
has died. In order to prevent any conflict of interest, the physician who determines death
should not be a member of the transplant team.

65. The use of tissue or organs from an infant may be permitted after death has been
determined and with the informed consent of the parents or guardians.

66. Catholic health care institutions should not make use of human tissue obtained by direct
abortions even for research and therapeutic purposes.*3
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PART SIX

Collaborative Arrangements with
Other Health Care Organizations and Providers**

Introduction

In and through her compassionate care for the sick and suffering members of the human family,
the Church extends Jesus’ healing mission and serves the fundamental human dignity of every
person made in God’s image and likeness. Catholic health care, in serving the common good,
has historically worked in collaboration with a variety of non-Catholic partners. Various factors
in the current health care environment in the United States, however, have led to a multiplication
of collaborative arrangements among health care institutions, between Catholic institutions as
well as between Catholic and non-Catholic institutions.

Collaborative arrangements can be unique and vitally important opportunities for
Catholic health care to further its mission of caring for the suffering and sick, in faithful
imitation of Christ. For example, collaborative arrangements can provide opportunities for
Catholic health care institutions to influence the healing profession through their witness to the
Gospel of Jesus Christ. Moreover, they can be opportunities to realign the local delivery system
to provide a continuum of health care to the community, to provide a model of a responsible
stewardship of limited health care resources, to provide poor and vulnerable persons with more
equitable access to basic care, and to provide access to medical technologies and expertise that
greatly enhance the quality of care. Collaboration can even, in some instances, ensure the
continued presence of a Catholic institution, or the presence of any health care facility at all, in a
given area.

When considering a collaboration, Catholic health care administrators should seek first to
establish arrangements with Catholic institutions or other institutions that operate in conformity
with the Church’s moral teaching. It is not uncommon, however, that arrangements with
Catholic institutions are not practicable and that, in pursuit of the common good, the only
available candidates for collaboration are institutions that do not operate in conformity with the
Church’s moral teaching.

Such collaborative arrangements can pose particular challenges if they would involve
institutional connections with activities that conflict with the natural moral law, church teaching,
or canon law. Immoral actions are always contrary to “the singular dignity of the human person,
‘the only creature that God has wanted for its own sake.””* It is precisely because Catholic
health care services are called to respect the inherent dignity of every human being and to
contribute to the common good that they should avoid, whenever possible, engaging in
collaborative arrangements that would involve them in contributing to the wrongdoing of other
providers.

The Catholic moral tradition provides principles for assessing cooperation with the
wrongdoing of others to determine the conditions under which cooperation may or may not be
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morally justified, distinguishing between “formal” and “material” cooperation. Formal
cooperation “occurs when an action, either by its very nature or by the form it takes in a concrete
situation, can be defined as a direct participation in an [immoral] act . . . or a sharing in the
immoral intention of the person committing it.”*® Therefore, cooperation is formal not only when
the cooperator shares the intention of the wrongdoer, but also when the cooperator directly
participates in the immoral act, even if the cooperator does not share the intention of the
wrongdoer, but participates as a means to some other end. Formal cooperation may take various
forms, such as authorizing wrongdoing, approving it, prescribing it, actively defending it, or
giving specific direction about carrying it out. Formal cooperation, in whatever form, is always
morally wrong.

The cooperation is material if the one cooperating neither shares the wrongdoer’s
intention in performing the immoral act nor cooperates by directly participating in the act as a
means to some other end, but rather contributes to the immoral activity in a way that is causally
related but not essential to the immoral act itself. While some instances of material cooperation
are morally wrong, others are morally justified. There are many factors to consider when
assessing whether or not material cooperation is justified, including: whether the cooperator’s act
is morally good or neutral in itself, how significant is its causal contribution to the wrongdoer’s
act, how serious is the immoral act of the wrongdoer, and how important are the goods to be
preserved or the harms to be avoided by cooperating. Assessing material cooperation can be
complex, and legitimate disagreements may arise over which factors are most relevant in a given
case. Reliable theological experts should be consulted in interpreting and applying the principles
governing cooperation.

Any moral analysis of a collaborative arrangement must also take into account the danger
of scandal, which is “an attitude or behavior which leads another to do evil.”*’ The cooperation
of a Catholic institution with other health care entities engaged in immoral activities, even when
such cooperation is morally justified in all other respects, might, in certain cases, lead people to
conclude that those activities are morally acceptable. This could lead people to sin. The danger
of scandal, therefore, needs to be carefully evaluated in each case. In some cases, the danger of
scandal can be mitigated by certain measures, such as providing an explanation as to why the
Catholic institution is cooperating in this way at this time. In any event, prudential judgments
that take into account the particular circumstances need to be made about the risk and degree of
scandal and about whether they can be effectively addressed.

Even when there are good reasons for establishing collaborative arrangements that
involve material cooperation with wrongdoing, leaders of Catholic healthcare institutions must
assess whether becoming associated with the wrongdoing of a collaborator will risk undermining
their institution’s ability to fulfill its mission of providing health care as a witness to the Catholic
faith and an embodiment of Jesus’ concern for the sick. They must do everything they can to
ensure that the integrity of the Church’s witness to Christ and his Gospel is not adversely
affected by a collaborative arrangement.
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In sum, collaborative arrangements with entities that do not share our Catholic moral
tradition present both opportunities and challenges. The opportunities to further the mission of
Catholic health care can be significant. The challenges do not necessarily preclude all such
arrangements on moral grounds, but they do make it imperative for Catholic leaders to undertake
careful analyses to ensure that new collaborative arrangements—as well as those that already
exist—abide by the principles governing cooperation, effectively address the risk of scandal,
abide by canon law, and sustain the Church’s witness to Christ and his saving message.

While the following Directives are offered to assist Catholic health care institutions in
analyzing the moral considerations of collaborative arrangements, the ultimate responsibility for
interpreting and applying of the Directives rests with the diocesan bishop.

Directives

67. Each diocesan bishop has the ultimate responsibility to assess whether collaborative
arrangements involving Catholic health care providers operating in his local church involve
wrongful cooperation, give scandal, or undermine the Church’s witness. In fulfilling this
responsibility, the bishop should consider not only the circumstances in his local diocese
but also the regional and national implications of his decision.

68. When there is a possibility that a prospective collaborative arrangement may lead to serious
adverse consequences for the identity or reputation of Catholic health care services or entail
a risk of scandal, the diocesan bishop is to be consulted in a timely manner. In addition, the
diocesan bishop’s approval is required for collaborative arrangements involving institutions
subject to his governing authority; when they involve institutions not subject to his
governing authority but operating in his diocese, such as those involving a juridic person
erected by the Holy See, the diocesan bishop’s nihil obstat is to be obtained.

69. In cases involving health care systems that extend across multiple diocesan jurisdictions, it
remains the responsibility of the diocesan bishop of each diocese in which the system’s
affiliated institutions are located to approve locally the prospective collaborative
arrangement or to grant the requisite nihil obstat, as the situation may require. At the same
time, with such a proposed arrangement, it is the duty of the diocesan bishop of the diocese
in which the system’s headquarters is located to initiate a collaboration with the diocesan
bishops of the dioceses affected by the collaborative arrangement. The bishops involved in
this collaboration should make every effort to reach a consensus.

70. Catholic health care organizations are not permitted to engage in immediate material
cooperation in actions that are intrinsically immoral, such as abortion, euthanasia, assisted
suicide, and direct sterilization.*

71. When considering opportunities for collaborative arrangements that entail material
cooperation in wrongdoing, Catholic institutional leaders must assess whether scandal*®
might be given and whether the Church’s witness might be undermined. In some cases, the
risk of scandal can be appropriately mitigated or removed by an explanation of what is in
fact being done by the health care organization under Catholic auspices. Nevertheless, a
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collaborative arrangement that in all other respects is morally licit may need to be refused
because of the scandal that might be caused or because the Church’s witness might be
undermined.

72. The Catholic party in a collaborative arrangement has the responsibility to assess
periodically whether the binding agreement is being observed and implemented in a way
that is consistent with the natural moral law, Catholic teaching, and canon law.

73. Before affiliating with a health care entity that permits immoral procedures, a Catholic
institution must ensure that neither its administrators nor its employees will manage, carry
out, assist in carrying out, make its facilities available for, make referrals for, or benefit
from the revenue generated by immoral procedures.

74. In any kind of collaboration, whatever comes under the control of the Catholic institution—
whether by acquisition, governance, or management—must be operated in full accord with
the moral teaching of the Catholic Church, including these Directives.

75. It is not permitted to establish another entity that would oversee, manage, or perform
immoral procedures. Establishing such an entity includes actions such as drawing up the
civil bylaws, policies, or procedures of the entity, establishing the finances of the entity, or
legally incorporating the entity.

76. Representatives of Catholic health care institutions who serve as members of governing
boards of non-Catholic health care organizations that do not adhere to the ethical principles
regarding health care articulated by the Church should make their opposition to immoral
procedures known and not give their consent to any decisions proximately connected with
such procedures. Great care must be exercised to avoid giving scandal or adversely
affecting the witness of the Church.

77. If it is discovered that a Catholic health care institution might be wrongly cooperating with
immoral procedures, the local diocesan bishop should be informed immediately and the
leaders of the institution should resolve the situation as soon as reasonably possible.
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Conclusion

Sickness speaks to us of our limitations and human frailty. It can take the form of infirmity
resulting from the simple passing of years or injury from the exuberance of youthful energy. It
can be temporary or chronic, debilitating, and even terminal. Yet the follower of Jesus faces
illness and the consequences of the human condition aware that our Lord always shows
compassion toward the infirm.

Jesus not only taught his disciples to be compassionate, but he also told them who should
be the special object of their compassion. The parable of the feast with its humble guests was
preceded by the instruction: “When you hold a banquet, invite the poor, the crippled, the
lame, the blind” (Lk 14:13). These were people whom Jesus healed and loved.

Catholic health care is a response to the challenge of Jesus to go and do likewise. Catholic
health care services rejoice in the challenge to be Christ’s healing compassion in the world
and see their ministry not only as an effort to restore and preserve health but also as a spiritual
service and a sign of that final healing that will one day bring about the new creation that is
the ultimate fruit of Jesus’ ministry and God’s love for us.
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'd of Trustees, CharterCARE
spect Medical Holdings, Inc.

diligence followed. Within these six months, CharterCARE has agreed to sell the assets

Roger Williams Medical Center, SJHSRI/Our Lady of Fatima

1892) and Our Lady of Fatima
holic presence and viable medical
merged into a single Rhode Igland

of Fatima Hospital and Roget
ecame members of the CharterCARE

of

ce the need for increased capital and

Due to

Jospitals and healthcare providers, in

received

ult.%ttions with its Board and with the
March 18, 2013, and a period|of due-

of

Hospital in exchange for both cash

consideration of $45 million (subject to adjustments and other terms and conditions) and a 15%

membership interest in what will be a new company, Pro

total, CharterCARE (and, by extension, its affiliate STHSRI/O

apply approximately $31 million to the repayment of virtually all long-term debt; and,
approximately $14 million to fund the Church-sponsored employee pension plan.

|

spect CharterCARE, LLC. Of that
ur Lady of Fatima Hospital) will

RCB02353



Case 1:18-cv-00328-WES-LDA Ddd¢ument 54-22 Filed 09/17/18 Page 3 of 4 PagelD #: 1206

In addition, over four (4) years, Prospect will contripute a total of $50 million for|
physician network development and capital projects — includivig significant and long-delgyed

upgrades to Our Lady of Fatima Hospltal such as renovation of the emergency department,
expansion of handicapped access at the front entrance, conversion of patient rooms to private
rooms, expansion of the ambulatory ¢are center, and purchase of a new generator and of new
windows. Further, Prospect CharterCARE, LLC, will fully fund annual depreciation in the
amount of $10 million ($5 million forieach hospital). 1 ;

On September 24, 2013, CharterCA and Prospect signed an Asset Purchase -
Agreement (“APA”), marking the end of a long and exhaustive process in which CharterCARE
identified, evaluated, and selected a qapital %)artner that will better enable CharterCARE (and
SJHSRI/Our Lady of Fatima Hospital) to méet the daily needs|of its patients, and to provide
assurances for its hundreds of employees and the security of their pension benefits. The APA
provides for continuity in local governance, and in CharterCARE’s current Rhode Islandrbased
executive team, including President and Chief Executive Ofﬁc%r Kenneth Belcher. There will be
“50-50” Board representation and equal voting, as long as CharterCARE maintains more|than
5% ownership in the new entity. Currently, CharterCARE knjoys tax-exempt status; every effort
will be made to retain that status, following the alienation. | |

—

O—

The Diocese of Providence is|grateful to CharterCARRE for all it has done to presgrve the
healing ministry of Jesus at STHSRY/ Our Lady of Fatima Hpspital, all within very difficult
financial circumstances. However, without this transaction, it appears that a consistent Catholic
healthcare presence in the Diocese of Providence would be|gravely compromised, and thg |
financial future for employee-benefidiaries of the pension glan would be at significant risk.. I
believe that the APA between ChartetCARE and Prospect will help avoid the catastrophic
implications of such a failure, and at the same time, enhance the quality of care at STHSRI/Our
Lady of Fatima. The alienation will allow the Diocese, throug CharterCARE, to better attain
the goals of fulfilling the mission of serving the poor and those in need, while respecting|
Catholic medical ethics and the Gosplel of Life. We are grateful for the strong local presgnce of
SJHSRI/Our Lady of Fatima Hospitalithat has been a foundation of Catholic healthcare here for

over 100 years.

D

The APA states that STHSRI/Our Lady of Fatima Hospital will retain its Catholic|
identity, its existing policies on charitable and pastoral care, and its community benefit program.
Additionally, it will continue to approach labor relations from la social justice perspective. The
transaction will provide Our Lady of] Fatima Hospital with much-needed capital for ?
infrastructure, programs and pension 5, while it continues tg provide high-quality hospital
services in accord with the Ethical and Religious Directivey for Catholic Health Care Services,
(the “Directives”) as provided by the Umted States Conference of Catholic Bishops. The APA
states that the Bishop of Providence hﬁs a direct right to enforce the Catholicity covenants, and
that the Bishop shall be the sole arbi er with respect to matters|relating to compliance with the
Directives at the STHSRI/Our Lady df Fatima locations. I the event of non-compliance, the
Bishop may request that Prospect Ch rterCARE, LLC cease operating under the names ‘{St.
Joseph” or “Our Lady of Fatima” or any other name that implies Catholicity. Any hospital or
facility that Prospect CharterCARE, [.L.C subsequently acquires or establishes must comply with
the restrictions on prohibited activities. - f 3

RCB02354
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The transaction is subject to customary civil law closing requirements, including
approvals from the Rhode Island Attorney General and the Rhode Island Department of Health,
and will be subject to the conditions of the Hospital Conversions Act. Hearings in both those
offices will begin shortly, and we expect that the necessary approvals will be obtained within the
next 60 days. Should any unexpected issues arise, I will natify you.

As noted, this alienation has been approved by the CharterCARE Board of Trustees. In
addition, it also received the consent of the diocesan Finance Council on September 17, 2013,
and the consent of the College of Consultors on September |26, 2013 — all in accord with Canon
1292, §1. I have no objection to the alienation.
|

With this letter, I enclose the following:

e Background information on STHSRI/Our Lady of Fatima Hospital and
CharterCARE Health Partners

e A copy of a presentation which provides an pverview of the transaction’s details
e The minutes of the CharterCARE Board of ';l“rustees meeting of March 13, 2013
e The minutes of the Finance Council meeting of September 17, 2013

e The minutes of the College of Consultors mieeting of September 26, 2013

e A copy of the signed Asset Purchase Agreerlnent (APA), including exhibits

As you can see, this alienation is the culmination of a long process. It is my sincere hope

that Your Excellency will understand the important role oﬂthis alienation for the faithful of the
Diocese of Providence, and the thousands of patients, employees, and pensioners of STHSRIL
Since we expect civil approvals in the coming weeks, I respectfully request your permission to
proceed, so that the Diocese of Providence (through CharterCARE and affiliate SJHSRI/Our
Lady of Fatima Hospital) may complete the final steps witlj)in the desired timeframe.

Grateful for your assistance in this, and with sentirﬂents of esteem, I am

Sincerely yours in the Lord,

Thomas J. Tobin
. Bishop of Providence

i

Enclosures

RCB02355
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To: Tim Reilly
Subject: RE: Official Catholic Directory

And to clarify: the for profit entity is not the parent of sjhsri, the heritage hospital. Its parent is Chartercare community
board, also a not for profit entity. Therefore, there should be no issue with sjhsri’s continued listing in the directory.
Again, | will be in touch with a more formal reply.

From: Tim Reilly [mailto:treilly@dioceseofprovidence.org]
Sent: Tuesday, November 11, 2014 3:04 PM

To: Brown, Otis

Subject: Re: Official Catholic Directory

Hi Otis,
Hope you got to enjoy today as a day-off. We have some concerns regarding the OCD listing of Fatima and SJHSRI.

Except in exceptional circumstances, the USCCB group exemption policies and the IRS rules for public charities would not
permit an organization owned by a for-profit to continue to be listed in the Directory. Recently, the USCCB has
instituted more formalized and rigorous policies and procedures, with increased expectations for the local Dioceses, in
light of stricter IRS scrutiny of group rulings.

The Prospect-CharterCARE merger has been major state news, and most in the local community are aware that a for-
profit entity is now the parent company of Fatima and SJHSRI.

These factors would indicate that Fatima and SJHSRI are not eligible for listing at this time. I'll meet with Mike Sabatino
and Monsignor Bastia shortly, but just wanted to update you.

Thanks as always,
Father Tim Reilly

RCB10685
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DrinkerBiddle

CharterCARE

HEALTH PARTNERS |

Overview of the Strategic Transaction

For the Bishop of the Roman Catholic Diocese
of Providence, Rhode lsland

CONFIDENTIAL

September 12, 2013

Keith R. Anderson
Drinker Biddle & Reath LLP
(312) 569-1278
Keith.Anderson@dbr.com
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HEALTH PARTNERS

Overview of the Strategic Transaction

> Asset sale/purchase

— CharterCARE and the CharterCARE affiliates, including St. Joseph
Health Services of Rhode Island (“SJHSRI?) and Roger Williams
Medical Center (“Roger Williams”), will sell substantially all of their
assets to Prospect CharterCARE, LLC (“Newco”)

= Assets must be conveyed free and clear of any debt or encumbrances
~ Newco will - | |
= pay to CharterCARE $45 million, minus any assumed capital lease

obligations in excess of the existing capital leases, and plus or minus any
Final Adjustment Amount from the net working capital true-up; and

issue to CharterCARE a 15% ownership (membership) interest in Newco
~ Proposed uses of the cash proceeds
Approximately $31 million to satisfy long-term debt

= Approximately $14 million for the Church-sponsored retirement plan (the
“Church Plan”) |

CharterCARE Health Partners | August 15, 2013
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CharterCARE

HEALTH PARTNERS

Overview of the Strategic Transaction

> Asset sale/purchase — cont'd

— Covenants of Prospect and Newco

= Prospect will make significant capital contributions to Newco (covered below
in more detail) ' : :

= CCHP Employees |
— Newco will offer employment to substantially all of the CCHP employees
— Salaries and wages will be equal to those in effect at Closing
~ Retention of seniority status for benefits

~ Benefits levels substantially comparable to those provided under CCHP’s
plans o

= Unions
— Newco shall recognize each union

— Newco shall either assume all collective bargaining agreements ("*CBAs”), as
amended before closing of the transaction

— Newco is not required to assume or continue benefits under the Church Plan
— Newco is not required to offer any defined benefit plan

— Newco is not required to enter into a neutrality agreement regarding Roger
Williams Medical Center

CharterCARE Health Pariners | August 15, 2013
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HEALTH PARTNZRS

Overview of the Strategic Transaction

> Asset sale/purchase — cont'd

— Covenants of Prospect and Newco cont'd
= Catholic identity covenants (covered below in more detan)
= Charity care/financial assistance policies
Medicare and Medicaid participation -
Legal compliance
= Maintain both hospitals and specific essential services for at least 5 years
— Financial viability exceptions for essential services
= Maintain Medical Staffs of both hospitals

— No change in to Medical Staff pnvﬂeges bylaws rules and regulations for 2
years

— No change in Medical Staff leadership structures for 2 years

CharterCARE Health Pariners | August 15, 2013
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Overview of Strategic Transaction

> CCHP will be the community partner in Newco
— Newco will be formed as an LLC

~ CCHP’s initial ownership will be 15%
CCHP’s ownership can never go below 5%

1215

b

-

il

CharterCARE

HEALTH PARTNERS

= CCHP may be diluted if it is unable to contribute additional capital to
Newco or satisfy an indemnification obligation under the APA

CharterCARE Health Partners | August 15, 2013
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HEALTH PARTNZRS

Overview of Strategic T ransaction

> Governance of Newco is vested in the Baard of Directors and
Manager

- = Members have limited decision- makiﬂg authority

- 50/50 Board representation (4 and 4) and equal vgtmg (through block
voting) so long as CCHP owns more than 5%

— I CCHP ownership drops to 5%, Prospect will appoint 4 Directors

and CCPH will appoint 3 Directors and simple ma_goraty Is required for
approval

CharterCARE Health Partners | August 15, 2013
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HEALTH PARTNZRS

Overview of Strategic Transaction

> Manager will have broad authority to run NeWCO and operate the
hospitals

— A subsidiary of Prospect will serve as the Manager
- Written management agreement
- Manager will be paid 2% of Coilected_rev_enue |

CharterCARE Health Partners | August 15, 2013
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Overview of StrategicTransaction

> Prospect’s capital contributions to Newco
— $45 million (purchase price for As:sets)
— $50 million over 4 years after closing
= To be used for physician network development and capital projects
~ No dilution of CCHP’s ownership perc;ehtage

> Newco will fund depreciation in the amount of $10 million per year
for the hospitals

CharterCARE Health Partners | August 15,2013 .
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CharterCARE

HEALTH PARTNERS

Overview of StrategicTransactiQn

> Catholic identity covenants of Prospect and Newco

Our Lady of Fatima Hospital and other legacy SJHSRE facilities will
be operated in compliance with the ERDs

Roger Williams Medical Center and its facilities will not engage in
prohibited activities '

= Abortion

= Euthanasia

= Physician-assisted suicide

Any hospital or facility acquired or estabhshed by Newco after
Closing must comply with restrictions on prohibited activities

The Bishop has a direct right to enf@rce the Catholicity covenants

The Bishop may require a name Change of Our Lady of Fatima

Hospital and the other legacy SJHSRI facilities if he is unsuccessful
in enforcing the Catholicity covenants

CharterCARE Health Partners | August 15, 2013
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Overview of Strategic Transaction

> Pmsped shall not sell its interest in Newco for 5 years after
Closing

— Ownership of Prospect may Chang‘e

— After 5 years, CCHP has a “tag aiong ﬂght if Prospect sells its
interest

- — Buyer must assume the obligations in the APA and LLC Agreement

> CCHP may put its entire interest in Newco to Prospect any time
after 5 years

CharterCARE Health Partners | August 15, 2013 10
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CharterCARE

HEALTH PARTNERS

Overview of Strategic Transaction

> Requirements of the post-Closing sitructwe of CCHP

— Maintain the retirement plan of St. Jeseph Heaﬁth Services of
'Rhode Island as a “Church Plan™

— Maintain an organization to —

= enforce the post-closing covenants of Prospect and Newco; and
= hold the membership (ownership) interest in Newco

> Objec’tlves of CCHP’s the post-Closing structure

— Keep the structure simple, straightforward and practical given the
organization’s responsibilities

~ Minimize changes to the existing structure

— Ensure that the structure may be changed in the future as
responsibilities and needs change

— Attempt to retain tax-exempt status of CCHP

CharterCARE Health Partners | August 15, 2013 11
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Prospect
Medical

Holdings, Inc.
| ClassA ClassB |
E Member Member |
1
Prospect East I
- Hospital Prospect East ,
Advisory Holdings, Inc. i
Services, LLC _ ;
DAY 85% 5% !
: ~ o v I
- i
Y -~ ﬂ

Y
Management !

Agreement

CharterCARE Health Partners | August 15, 2013
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POST TRANSACTION ORGANIZATIONAL STRUCTURE OF PMH/CharterCARE

CharterCARE
Health Partners

CCHP Foundation

Prospect
CharterCARE
SIHSRI, LLC

Bishop of
Diocese of
Providence
St. Joseph
Health
Services of RI
Retirement
Board
SJHSRI

Church Plan

A Rhode
Island Limited
Liabihity
Company,

wholly owned
by

CharterCARE,

@

o hold
Fatiima
Hospiial
hoense)

Prospect
CharterCARE
RWNIC, :

A Rhode
Island
Limired
Liabitity
Company.

wholly owned
by Prospect
ChanterC ARE,
LLL.C

(To hold
RWNIC

license)

Prospect East Holdings, Ine.
A Delaware corporation wholly-
owned by PMH

Prospect

CharterCARE, L1.C
A RRode [sland hmited-

lizbilily company-

83% owned by Prospeet
East Holdings, LLC and

1345 owned by
ChartetCARE

Prospect Medical Holdings, Inc.
(PMH)
A Delaware corporation

Prospect East
spital Advisory
ces, LLC
A Delaware Hmited-
diliny company-

Prospect Medical
Holdings, 1,

Prospect Hospital Holdings, LLC

A Texas limited-liability company
(holding company wholly-owned by

(PHH)

PMH)

Prospect
Charter(
Elmhuest,
L1.C

A Rhode
Isfand Eimied

Alta Hospitals System, LLC
(ALTA)
A California limited-liability
company
(holding company wholly-owned by
PMH)

Prospect Medical Systems,
Inc. (PMS)
A Delaware corporation
(management company
wholly-owned by PMH)

Nix Hospital System, LLC
A Texas limited liability company
(operating company wholly-owned by

HH)

Liability

Company,
wholly owned
by Prospect
CharterCARE
LLC

(To hold
“xtended
Care license)

Alta Hollywood Hospitals, Inc.
A California corporation
(operating company wholly-
owned by ALTA)

» dba Hollywood Community
Hospital

s dba Hollywood Community
Hospital at Brotman Medical
Center

e dba Van Nuys Community

Nix Health Services Corporation
A Texas 501(a) Non-Profit Corporation

ProMed Health Care
Administrators (PHCA)
A California corporation
(management company
wholly-owned by PMSC)

(Medical Foundation)

Nix Community General Hospital,

A Texas limited-liability company
(operating company wholly-owned by

LLC

PHP Holdings, Inc.
(PHPH)
A Delaware corporation
(wholly-owned by PMH)

PHH)

Alta Los Angeles Hospitals,
Inc.

A California corporation
(operating company wholly-owned
by ALTA)

e dba Los Angeles Community
Hospital

A Texas limited-liability company
(billing business wholly-owned by PHH)

Nix Services, LLC

Prospect Health Plan, Inc.
A Delaware corporation
(wholly-owned by PHPH)

Nix SPE, LLC

*Shaded entities reflect entities added by the proposed conversion A Texas limited-liability company

(real property holding company wholly-
owned by PHH)

PCEC000425
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Office of the Bishop
Diocese of Providence
One Cathedral Square
Providence, RI 02903

Phone: (401) 278-4546

¢ February 14, 2014

Health Services Council

c/o Mr. Michael Dexter

Office of Health System Development
3 Capitol Hill Room 410

Providence, RI 02908

Dear Members of the Health Services Council:

I write on behalf of the proposed partnership between CharterCARE Health Partners and
Prospect Medical Holdings, which will assure that Rhode Islanders continue to have the thoice
of Catholic-sponsored health care at Our Lady of Fatima Hospital, and at the St. Joseph | |
Community Health Center in South Providence -- which provides critical primary and specialty
care to thousands of less fortunate citizens each year. ‘

Since its inception in 2010, CharterCARE has demonstrated its commitment to quality,
efficiency, and collaboration. By consolidating administrative functions between Our Lddy of
Fatima Hospital and Roger Williams Medical Center, CharterCARE in that time has eliminated
nearly $30 million in costs. Prospect’s investment in the partnership will further strengthen
CharterCARE financially, will ensure that quality, affordable health services continue to be
available, and will preserve jobs in Providence and North Providence. Together, CharterCARE’s
two hospitals continue to develop clinical centers of excellence in cancer, elder health, |
behavioral health and digestive diseases. While this progress has been substantial, CharterCARE
needs a strong capital partner if it is to fulfill the potential of these initiatives. :

The proposal before the Department differs from any other hospital
transaction/conversion in the State of Rhode Island to-date. The partnership represents shared
governance and local control, and the 50/50 board composition exemplifies the commitmlent of
both organizations to the state of Rhode Island and to the communities that the CharterCARE
hospitals currently serve. The CharterCARE-Prospect partnership presents a unique opp yrtunity
to significantly advance Rhode Island’s health care delivery system reform goals. And, |
Prospect’s experience operating in managed care and risk arrangements will be critically
important as our state’s health care system continues to evolve, ‘

The Diocese of Providence is grateful to CharterCARE for all it has done to preserve the
healing ministry of STHSRI/Our Lady of Fatima Hospital, all within very difficult financial
circumstances. However, without this transaction, it appears that a consistent Catholic health
care presence in the Diocese of Providence would be gravely compromised, and the financial

RCB02881
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future for employee-beneficiaries of the pension plan would be at significant risk. Ibelieve that
this partnership will help avoid the catastrophic implications of such a failure, and at the same
time, enhance the quality of care at STHSRI/Our Lady of Fatima. The transaction will also allow
the Diocese, through CharterCARE, to better attain the goals of fulfilling the mission of serving
the poor and those in need, while respecting Catholic medical ethics and Church law. We are
grateful for the strong local presence of STHSRI/Our Lady of Fatima Hospital that has been a
foundation of Catholic healthcare here for over 100 years. -

I respectfully encourage you to look favorably on this proposed transaction.

Sincerely yours,

X aawm
LD el
Thomas J. Tobin
Bishop of Providence

C: Dr. Michael Fine, Director

RCB02882
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