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SUMMARY ANALYSIS

CSI/CS/HB 1445 passed the House on April 25, 2014, and subsequently passed the Senate on April 29, 2014.

The Citrus County Hospital Board (Board) and the Citrus County Health Foundation, Inc., (Foundation) operate
and manage the Citrus Memorial Hospital. The hospital is facing significant administrative problems and has
been operating at a loss for several years. The Board and the Foundation decided to lease the hospital to
Hospital Corporation of America (HCA), a for-profit hospital management corporation, for approximately $140
million. HCA'’s greater financial resources will allow the hospital to avoid foreclosure on a $5.6 million loan and
to continue providing health care in Citrus County.

Currently, the Board is only authorized to enter into contracts or leases with not-for-profit Florida corporations.
CS/CS/HB 1445 authorizes the Board to enter into contracts or leases with for-profit Florida corporations. This
change would allow the Board to legally execute the lease with HCA. The bill authorizes the Board to create
an irrevocable community trust or foundation to manage the net proceeds of the lease, estimated to be
approximately $90 million.

The bill also eliminates the Board’s authority to levy ad valorem taxes.

According to the Economic Impact Statement provided by the Board, this will result in a negative fiscal impact
to Citrus County of $1,714,820 for Fiscal Year 2014-2015 and $1,531,334 for Fiscal Year 2015-2016.

The bill was approved by the Governor on May 12, 2014, and will become effective on October 15, 2014.

This document does not reflect the intent or official position of the bill sponsor or House of Representatives.
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I. SUBSTANTIVE INFORMATION
A. EFFECT OF CHANGES:

Chapter 155, Florida Statutes/Public Hospitals

Section 155.40, F.S., authorizes a county, district, or municipal hospital organized and existing under
the laws of this state, acting by and through its governing board, to sell or lease such hospital to a for-
profit or not-for-profit Florida corporation, and enter into leases or other contracts with the corporation
for the purpose of operating and managing the hospital and its facilities. The governing board of the
hospital must find that the sale, lease, or contract is in the best interests of the public.

The term of any such lease, contract, or agreement and the conditions, covenants, and agreements
contained therein is determined by the governing board of the hospital. The lease, contract, or
agreement must accomplish the following:
e Provide that the articles of incorporation of such for-profit or not-for-profit corporation are
subject to the approval of the board of directors of the hospital;
¢ Require that the not-for-profit corporation become qualified under s. 501(c)(3) of the United
States Internal Revenue Code;
o Provide for the orderly transition of the operation and management of facilities;
o Provide for the return of such facilities to the county, municipality, or district upon the
termination of any lease, contract, or agreement; and
¢ Provide for the continued treatment of indigent patients pursuant to the Florida Health Care
Responsibility Act (ss. 154.301-154.316, F.S.) and ch. 87-92, L.O.F.

In the event a hospital operated by a Florida corporation receives more than $100,000 annually in
revenues from the county, district, or municipality that owns the hospital, the corporation must be
accountable to the county, district, or municipality with respect to the manner in which the funds are
expended. One of the following must be provided for:
e The revenues must be subject to annual appropriations by the county, district, or
municipality; or
o Where there is a contract to provide revenues to the hospital, the term of which is longer
than 12 months, the governing board of the county, district, or municipality must be able to
modify the contract upon 12 months' notice to the hospital.*

Unless otherwise expressly stated in the lease documents, the transaction involving the sale or lease of
a hospital is not to be construed as the following:
o A transfer of a governmental function from the county, district, or municipality to the private
purchaser or lessee;
e Constituting a financial interest of the public lessor in the private lessee; or
e Making a private lessee an integral part of the public lessor’s decision-making process.?

Section 155.40(7), F.S., provides that the lessee of a hospital, operating under that section or any
special act of the Legislature, shall not be construed to be “acting on behalf of” the lessor, as that term
is used in statute, unless the lease document expressly provides to the contrary.

The Citrus County Hospital and Medical Nursing and Convalescent Home Act
The Citrus County Hospital Board (Board) is an independent special district,® created by a special act of
the Legislature in 1949, run by five gubernatorial appointees for the purpose of acquiring, building,

! Section.155.40(5), F.S.

2 Section 155.40(6), F.S.

® A special district is provided for in s. 1, Art. VIII of the State Constitution and in s. 189.403(1), F.S., to be a “local unit of special
purpose, as opposed to general purpose, government, within a limited boundary, created by general law, special act, local ordinance or
by rule of the Governor and Cabinet.” A special district can levy taxes, and is subject to the legislative provisions for open meetings,
credit and bond financing. See, ch. 189, F.S.
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constructing, maintaining, and operating a public hospital in Citrus County.* The enabling act was
amended in 1969 to require confirmation of the trustees by the Florida Senate.® Chapter 99-442,
L.O.F.,° codifies all special acts relating to the Board.

The purpose of the Board is to create and maintain public medical facilities in Citrus County. The Board
is authorized to borrow money, issue notes, raise bonds, contract for services, and adopt rules and
regulations for the operation of the medical facilities. The Board may levy up to a maximum of three
mills per year on taxable residential or commercial real estate in Citrus County. Board members serve
four-year terms.

Relevant History of the Board

Creating the Not-for-Profit Foundation
In 1987, the Board created the Citrus County Health Foundation, Inc., (Foundation) under the authority
of s. 155.40, F.S. The Foundation was created as a not-for-profit corporation,” with the Board as its sole
member, to carry out the purposes of the special act. The Foundation is managed by a board of
directors comprised of the five trustees of the hospital board, a minimum of five and a maximum of
seven at-large directors, and the chief of the medical staff of Citrus Memorial Hospital. The Foundation
is currently doing business as the Citrus Memorial Health System, which includes the following:

e A 198-bed in-patient hospital;
A 24-hour emergency room;
Laboratory and diagnostic services;
A walk-in clinic;
A home health agency;
Rehabilitation services;
A heart center; and
Orthopedic services.

Lease of the Hospital to the Foundation

The Board entered into a lease agreement and an agreement for hospital care with the Foundation,
both effective on March 1, 1990. At that time, the same Board members controlled both the Board and
the Foundation.

Under the lease agreement, the Foundation has leased from the Board all of the land, buildings,
improvements, equipment, furniture, and fixtures of the Citrus Memorial Health System and agreed to
make rental payments equal to the principal and interest and any premiums on the Hospital Revenue
and Revenue Refunding Bonds issued by the Board.

Under the agreement for hospital care, the Board agreed to assist the Foundation with funding for
uncompensated care and the acquisition, expansion, and maintenance of proposed and existing
hospital and health facilities in exchange for medical services provided by the Foundation to the
residents of Citrus County. In addition, the Foundation is required to submit an annual operating and
capital budget to the Board. The Board is required to review the budget in conjunction with its own
budget and, in accordance with its enabling legislation, certify to the Citrus County Board of County
Commissioners the millage rate required to be levied. Public budget hearings are held as required by
law. The Board is then required to pay the Foundation its share of the ad valorem tax revenues to fund
activities and services identified in the Foundation operating and capital budget. The funds are raised
by the levy of ad valorem taxes on Citrus county property owners.®

* Chapter 25728, L.O.F.

> Chapter 69-944, L.O.F.

® As subsequently amended by ch. 2001-308, L.O.F.
"Under ch. 617, F.S.

® Section 6, Ch. 2011-256, L.O.F.

STORAGE NAME: h1445z.LFAC PAGE: 3
DATE: May 15, 2014



The lease agreement expires on June 15, 2033, unless terminated earlier in accordance with the
agreement. The Foundation has the right to unconditionally renew the lease for an additional 45-year
term, if it is not in default of the lease agreement. The agreement for hospital care is automatically
renewed each year for a total of 40 years, or for as long as the lease agreement remains in effect,
unless terminated by the Foundation in accordance with the agreement. In the event of dissolution of
the Foundation, its assets, after payment of its liabilities, revert to the Board.

Control Shift

In 2006, the Foundation amended its Articles of Incorporation to have a board of directors composed of
the Board trustees, five to seven at-large members, the Foundation’s president, and the chair of
hospital’s medical staff. This brought the number of board members to not less than 12 or more than
14, with the consequence that the Board’s five trustees could no longer constitute a majority of the
board.

Operational Audit

From January 2006 through December 2008, the Auditor General conducted an operational audit of
both the Board and the Foundation, and issued a report in February 2010. The Auditor General made
several findings that noted concern with the governance and operation of both entities in relation to the
hospital. Specifically, the Auditor General’s report found problems with the Foundation’s accountability
to the Board, the use of funds for travel and bonuses that were not approved by the Board, contracts
that were executed outside the scope of the Foundation’s chief executive officer’'s expenditure
authority, and undisclosed conflicts of interest.

Despite no finding that the Citrus Memorial Hospital lease expressly provided that the Foundation was
“acting on behalf of” the Board, an Attorney General opinion found that the Foundation was an
instrumentality of Board, and subject to the sovereign immunity provisions of s. 768.28, F.S.°

Litigation™®

Both the Board and the Foundation have filed various lawsuits against one another alleging a variety of
claims, including breach of contract, public records violations, and breach of fiduciary duty by
individually named directors. As of publication of this analysis, there are still two ongoing cases — one of
which is before the Supreme Court.™*

Lease of Hospital to For-Profit Corporation

An in-depth review of the hospital’s finances and operations in October 2012 revealed significant
problems with the administration of the hospital, which had been operating at a loss for several years.
The hospital defaulted on a $5.6 million loan from SunTrust Bank on October 1, 2013, by not meeting a
bond covenant requiring the hospital to have at least 65 operational days of cash on hand. The loan
was scheduled to be foreclosed on April 2, 2014.* The Board and the Foundation decided to lease or
sell the hospital to an outside hospital management team.

Bidding Process

° Florida Attorney General Opinion 2006-36 (August 2006).

1% Citrus Memorial Health Foundation Inc., vs. Citrus County Hospital Board, 2010-CA-005399 (5th Cir. 2010); Citrus County
Hospital Board vs. Citrus Memorial Health Foundation Inc., 2010-CA-005702 (5th Cir. 2010); Citrus Memorial Health Foundation
Inc., vs. Upender, 2011-CA-001476 (5th Cir. 2011); Citrus Memorial Health Foundation Inc., vs. Upender, 2011-CA-001388 (5th
Cir. 2011); Citrus County Hospital Board vs. Ryan Beaty, 2011-CA-809 (5th Cir. 2011); Citrus Memorial Health Foundation, Inc. vs.
Trustees Rao, Ressler and Smallridge, 2011-CA-1388 (5th Cir. 2011); Citrus Memorial Health Foundation, Inc. vs. Citrus County
Hospital Board, 2011-CA-1653 (5th Cir. 2011); Citrus County Hospital Board vs. Citrus Memorial Health Foundation, Inc., 2012-
CA-219 (5th Cir. 2012); Citrus County Hospital Board v. Citrus Memorial Health Foundation, Inc., SC13-411 (Supreme Court 2013).
' Citrus Memorial Health Foundation Inc., vs. Citrus County Hospital Board, 2010-CA-005399 (5th Cir. 2010) and Citrus County
Hospital Board v. Citrus Memorial Health Foundation, Inc., SC13-411 (Supreme Court 2013).

12 Write, Mike. “Foundation votes for cooperation,” Citrus County Chronicle 27 Aug. 2013: Al, available at
http://ufdcimages.uflib.ufl.edu/UF/00/02/83/15/03216/08-27-2013.pdf.
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The Board and the Foundation considered bids from three for-profit hospital groups and one not-for-
profit hospital.** For-profit hospital groups would likely pay off the hospital debt, cover the pension plan
deficit, and provide capital to update the hospital facilities. Additionally, the for-profit entities would
provide approximately $2.1 million in property tax revenues annually. A not-for-profit entity would most
likely not be able to invest as much capital into the hospital and would not pay property taxes. In
September 2013, the Board and Foundation voted to award the bid to the Hospital Corporation of
America (HCA), a for-profit corporation.

Decision to Lease

Despite much public support for selling the hospital to HCA, the Board and the Foundation decided to
lease the hospital. HCA offered $140 million for the lease, with an additional $45 million in capital
investment over five years. Of the $140 million, $50 million is expected to pay off the debt and cover the
pension plan deficit, leaving $90 million in profit.**

On January 10, 2014, both the Board and the Foundation voted to sign the letter of intent*®> with HCA to
lease the hospital and came to an agreement on the terms of the master settlement of lawsuits.

The Board began due diligence with HCA for the lease on January 24, 2014. As of the publication date
of this analysis, the specific contract terms of the lease are still being negotiated by the Board, the
Foundation, and HCA. The final lease agreement is expected to be completed in late summer 2014.

Irrevocable Community Trust or Foundation

Net proceeds from the lease agreement are expected to be approximately $90 million. In order to
maintain control of the proceeds, the Board and the Foundation agreed to create an irrevocable
community trust or foundation. The purpose of the trust or foundation must be to provide for the medical
needs of county residents. The governing body must be elected by the process provided in the bill.

Effect of the Bill

CS/CS/HB 1445 authorizes the Board to enter into contracts or leases with for-profit Florida
corporations. Under current law, the Board may only contract with not-for-profit corporations. This
change would allow the lease with HCA to be legally executed.

The bill also authorizes the Board to create an irrevocable community trust or foundation to manage the
net proceeds of the lease.

The bill eliminates the Board’s authority to levy ad valorem taxes. According to the Economic Impact
Statement provided by the Board, this will result in a loss of $1,714,820 for Fiscal Year 2014-2015 and
$1,531,334 for Fiscal Year 2015-2016.

Both the Board and the Foundation agree that the lease is in the best interest of the community and
support creating a community trust for the proceeds left from the lease.

Il. FISCAL ANALYSIS, ECONOMIC IMPACT STATEMENT, & NOTICE/REFERENDUM

A. FISCAL IMPACT ON STATE GOVERNMENT:

1. Revenues:

3 The for-profit corporations included Hospital Corporation of America, Health Management Associates, and RegionalCare Hospital
Partners. The not-for-profit hospital was Tampa General Hospital.

Y «Courtship complete,” Citrus County Chronicle Online 19 Sept. 2013, available at
http://www.chronicleonline.com/content/courtship-complete.

1> The letter of intent is a non-binding letter to HCA, but signals to HCA that the governing bodies of the hospital are ready to start the
formal negotiation process and gives them a written list of priorities and requests to consider from the Board and the Foundation.
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None.
2. Expenditures:
None.
B. FISCAL IMPACT ON LOCAL GOVERNMENTS:
1. Revenues:
None.
2. Expenditures:
None.
C. ECONOMIC IMPACT STATEMENT FILED? Yes[X] Nol]
D. NOTICE PUBLISHED? Yes[X] No]J]
IF YES, WHEN? January 15, 2014

WHERE? The Citrus County Chronicle, a daily newspaper published in Citrus County,
Florida.

E. REFERENDUM(S) REQUIRED? Yes[] No[X]
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