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E. TAX-EXEMPT HEALTH CARE ORGANIZATIONS
REVISED CONFLICTS OF INTEREST POLICY
by

LawrenceM. Brauer and CharlesF. Kaiser |11

1. Introduction

The 1997 CPE Text discussed a community board and conflicts of interest policy as
factors the Service takesinto consideration in determining whether hospitals and other health
care organizations satisfy the community benefit standard in Rev. Rul. 69-545, 1969-2 C.B.
117. Onesignificant fact demonstrating that a tax-exempt health care organization promotes
the health of the community as a whole, rather than benefitting private interests, is the
organization's adoption of a substantial conflicts of interest policy. The 1997 CPE Text
included a sample conflicts of interest policy that can be adopted in an organization's bylaws
or through resolution by its board of directors.

Based on comments we received from the interested community, the sample policy has
been modified in several respects, as explained below. The revised sample policy is also
attached to this article.

2. Articlell, Definitions

A. Section 2, Financial Interest

The sample policy was revised to clarify that a person having afinancial interest does not
necessarily have a conflict of interest. The board of directors or the appropriate board
committee has the responsibility to determine, based on all the facts and circumstances,
whether the financial interest of an interested person risesto the level of a conflict of interest.
Thus, the following new sentence was added:

A financid interest is not necessarily a conflict of interest. Under Article
1, Section 2, a person who has afinancid interest may have a conflict of
interest only if the gppropriate board or committee decides that a conflict
of interest exigs.

3. Articlelll, Procedures

Severa clarifications were made to the Procedures part of the sample policy.
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A. Section 1, Duty to Disclose

Before the board or committee makes a determination whether the financial interest of
an interested person risesto the level of a conflict of interest, the interested person must be
given the opportunity to disclose all material factsrelating to his/her financial interest.

B. Section 2, Determining Whether A Conflict of Interest Exists

If the interested person discloses all material factsrelating to his/her financial interest,
the board or committee can continue to discuss the issue with the interested person to clarify
or obtain additional information relevant to the financial interest. However, before the board
or committee discusses and votes on whether the interested person's financial interest is a
conflict of interest, the interested person must leave the meeting.

C. Section 3(a), Procedures for Addressing the Conflict of I nterest

An interested person with a conflict of interest in a transaction or arrangement is not
precluded from making a presentation to the board or committee regarding the transaction or
arrangement. However, before the board or committee discusses and votes on the transaction
or arrangement, the interested person must leave the meeting.

4. ArticleV, Compensation

The Compensation part of the sample policy was also modified to clarify several items.
A. Sectionl

A new paragraph was added providing that an individual who is a voting member of the
board of directors and receives compensation from the corporation for services may not vote
on any matter pertaining to that member's compensation.

B. Section?2

Another new paragraph was added stating that a physician who is a voting member of the
board of directors and receives compensation, directly or indirectly, from the Corporation for
servicesis precluded from discussing and voting on matters pertaining to that member's and
other physicians compensation. In addition, the sample policy provides that no physician or
physician director, either individualy or collectively, is prohibited from providing information
to the board of directors regarding physician compensation.
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C. Section4
A new sentence was added providing that although a physician with adirect or indirect
financial interest in a corporation may not be a member of a compensation committee, the

physician may provide information to the committee regarding physician compensation in
general.

In all other respects, the sample conflicts of interest policy that appeared in the 1997
CPE text remains unchanged.
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SAMPLE CONFLICTSOF INTEREST POLICY
(Revised 1999)

Article|

Purpose

The purpose of the conflicts of interest policy is to protect the Corporation's interest
when it is contemplating entering into a transaction or arrangement that might benefit the
private interest of an officer or director of the Corporation. This policy is intended to
supplement but not replace any applicable state laws governing conflicts of interest applicable
to nonprofit and charitable corporations.

Articlell
Definitions

1. Interested Person

Any director, principal officer, or member of acommittee with board delegated powers
who has adirect or indirect financial interest, as defined below, is an interested person. If a
person is an interested person with respect to any entity in the health care system of which the
Corporation is a part, he or sheis an interested person with respect to all entitiesin the health
care system.

2.  Financid Interest

A person hasafinancial interest if the person has, directly or indirectly, through business,
investment or family--

a anownership or investment interest in any entity with which the Corporation has a
transaction or arrangement, or

b. acompensation arrangement with the Corporation or with any entity or individual
with which the Corporation has a transaction or arrangement, or
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Cc. apotential ownership or investment interest in, or compensation arrangement with,
any entity or individual with which the Corporation is negotiating a transaction or
arrangement.

Compensation includes direct and indirect remuneration as well as gifts or favorsthat are
substantial in nature.

A financia interest is not necessarily a conflict of interest. Under Articlelll, Section 2,
a person who has a financial interest may have a conflict of interest only if the appropriate
board or committee decides that a conflict of interest exists.

Articlelll
Procedures
1. DutytoDisclose
In connection with any actual or possible conflicts of interest, an interested person must
disclose the existence of his or her financial interest and must be given the opportunity to
disclose all material facts to the directors and members of committees with board delegated
powers considering the proposed transaction or arrangement.
2. Determining Whether a Conflict of Interest Exists
After disclosure of the financial interest and all material facts, and after any discussion
with the interested person, he/she shall leave the board or committee meeting while the
determination of a conflict of interest is discussed and voted upon. The remaining board or
committee members shall decide if aconflict of interest exists.
3. Proceduresfor Addressing the Conflict of Interest
a.  Aninterested person may make a presentation at the board or committee meeting,
but after such presentation, he/she shall leave the meeting during the discussion of,
and the vote on, the transaction or arrangement that results in the conflict of
interest.
b. The chairperson of the board or committee shall, if appropriate, appoint a

disinterested person or committee to investigate aternatives to the proposed
transaction or arrangement.
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After exercising due diligence, the board or committee shall determine whether the
Corporation can obtain a more advantageous transaction or arrangement with
reasonabl e efforts from a person or entity that would not give rise to a conflict of
interest.

If amore advantageous transaction or arrangement is not reasonably attainable under
circumstances that would not give rise to a conflict of interest, the board or
committee shall determine by amajority vote of the disinterested directors whether
the transaction or arrangement is in the Corporation's best interest and for its own
benefit and whether the transaction is fair and reasonable to the Corporation and
shall make its decision as to whether to enter into the transaction or arrangement in
conformity with such determination.

Violations of the Conflicts of Interest Policy

a

If the board or committee has reasonable cause to believe that amember hasfailed
to disclose actual or possible conflicts of interest, it shall inform the member of the
basis for such belief and afford the member an opportunity to explain the aleged
failure to disclose.

If, after hearing the response of the member and making such further investigation
as may be warranted in the circumstances, the board or committee determines that
the member hasin fact failed to disclose an actual or possible conflict of interest,
it shall take appropriate disciplinary and corrective action.

Article |V

Records of Proceedings

The minutes of the board and al committee with board-del egated powers shall contain--

the names of the persons who disclosed or otherwise were found to have a financia
interest in connection with an actual or possible conflict of interest, the nature of the
financial interest, any action taken to determine whether a conflict of interest was
present, and the board's or committee's decision as to whether a conflict of interest in
fact existed.
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2. the names of the persons who were present for discussions and votes relating to the
transaction or arrangement, the content of the discussion, including any alternativesto the
proposed transaction or arrangement, and a record of any votes taken in connection
therewith.

ArticleV

Compensation

1. A voting member of the board of directors who receives compensation, directly or
indirectly, from the Corporation for services is precluded from voting on matters
pertaining to that member's compensation.

2. A physician who isavoting member of the board of directors and receives compensation,
directly or indirectly, from the Corporation for servicesis precluded from discussing and
voting on matters pertaining to that member's and other physicians compensation. No
physician or physician director, either individually or collectively, is prohibited from
providing information to the board of directors regarding physician compensation.

3. A voting member of any committee whose jurisdiction includes compensation matters
and who receives compensation, directly or indirectly, from the Corporation for services
is precluded from voting on matters pertaining to that member's compensation.

4. Physicians who receive compensation, directly or indirectly, from the Corporation,
whether as employees or independent contractors, are precluded from membership on any
committee whose jurisdiction includes compensation matters. No physician, either
individually or collectively, is prohibited from providing information to any committee
regarding physician compensation.

Article VI

Annual Statements

Each director, principal officer and member of acommittee with board del egated powers
shall annually sign a statement which affirms that such person--
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a

b.

has received a copy of the conflicts of interest policy,

has read and understands the policy,

has agreed to comply with the policy, and

understands that the Corporation is a charitable organization and that in order to
maintain its federal tax exemption it must engage primarily in activities which
accomplish one or more of its tax-exempt purposes.

Article VII

Periodic Reviews

To ensure that the Corporation operates in a manner consistent with its charitable
purposes and that it does not engage in activities that could jeopardize its status as an
organization exempt from federal income tax, periodic reviews shall be conducted. The
periodic reviews shall, at a minimum, include the following subjects:

a
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Whether compensation arrangements and benefits are reasonable and are the result
of arm's-length bargaining.

Whether acquisitions of physician practices and other provider services result in
inurement or impermissible private benefit.

Whether partnership and joint venture arrangements and arrangements with
management service organizations and physician hospital organizations conform to
written policies, are properly recorded, reflect reasonable payments for goods and
services, further the Corporation's charitable purposes and do not result in
inurement or impermissible private benefit.

Whether agreements to provide health care and agreements with other health care

providers, employees, and third party payors further the Corporation's charitable
purposes and do not result in inurement or impermissible private benefit.
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Article VIII

Use of Outside Experts

In conducting the periodic reviews provided for in Article V11, the Corporation may, but
need not, use outside advisors. If outside experts are used their use shall not relieve the board
of itsresponsibility for ensuring that periodic reviews are conducted.
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THE CENTER

FOR.
CHARTER SCHOOLS

CENTRAL MICHIGAN UNIVERSITY

Annual Conflict of Interest Disclosure
Please provide your contact information in the space below:

Name:

Academy:
Address:
City, State ZIP:

Preferred?
Home number: ]
Work number: ]
Cell number: ]
Email:
Instructions: Please complete the following questions.

Please circle one

1. Areyou acitizen of the United States? Yes No
2. Areyou a Michigan resident? Yes No

If you answer “yes” to any of the following questions, please provide an explanation on a separate sheet.
Clearly label the explanation with the number of the corresponding question.

3. Are you a public employee™? Yes No
4. Do you have law enforcement authority?? Yes No
5. Do you or any immediate family> members have any contractual agreements with the

Academy? Yes No

6. Do or will you or any immediate family members have any ownership interest or derive any

income or other consideration from the Academy, educational service provider, individual(s)

or any other company contracting with, providing service to, or otherwise associated with the

Academy? Yes No
7. Have or will you or any member of your immediate family receive funds, gifts, loans, services

or any other consideration for any purpose from the Academy or any other company

contracting or providing service to the Academy? Yes No
8. Do or will you or any immediate family members be leasing or selling any real property to the
Academy? Yes No

9. Have or will you or any immediate family members be guaranteeing or granting any loans or
services—at no charge or for charge—to the Academy or any other company contracting or
providing service to the Academy? Yes No

! Pursuant to MCL 15.181, Section 1(d), public employee is defined as an employee of this state, an employee of a city, village, township, or county of this state, or an
employee of a department, board, agency, institution, commission, authority, division, council, college, university, school district, intermediate school district, special
district, or other public entity of this state or of a city, village, township, or county in this state, but does not include a person whose employment results from election or
appointment.

2 pursuant to MCL 28.602, Section 2(k), and for purposes of this disclosure law enforcement is defined as a regularly employed member of a police force or other
organization of a city, county, township, or village, of the state, or of a state university or community college who is responsible for the prevention and detection of
crime and the enforcement of the general criminal laws of this state, a law enforcement officer of a Michigan Indian tribal police force, the sergeant at arms or any
assistant sergeant at arms of either house of the legislature who is commissioned as a police officer by that respective house of the legislature as provided by the
legislative sergeant at arms police powers act.

® pursuant to MCL 487.1511, Section 511.1(b), family is defined as parent, child, sibling, spouse/partner, father-in-law, mother-in-law, son-in-law, daughter-in-law,
brother-in-law, sister-in-law, grandparent, grandchild, nephew, niece, uncle or aunt.
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10.  Are or will you or any immediate family members be employed at the Academy either

directly or as an employee of the educational service provider or any other company

contracting or providing service to the Academy? Yes No
11. Do or will you or any immediate family members be selling any supplies, materials,

equipment, services, or other personal property directly or indirectly to the Academy,

educational service provider, or any other company contracting with the Academy? Yes No
12.  Are you or will you or any immediate family member be serving as an officer, director,

trustee, sole proprietor, employee, sales representative, agent, consultant, independent

contractor, or advisory board member to the educational service provider or any other

company, organization or agency funding projects, goods or service to the Academy? Yes No
13. Do you or an immediate family member own stock or have direct or indirect financial interest

in any contract where the financial interest amounts to $250 or 5% or more of the contract

costs to the Academy, or the financial interest amounts to $5000.00 or more in any

corporation, partnership, association or joint venture involving the Academy, educational

service provider, or any other company, entity contracting with the Academy? (MCL 15.321-

15.323) Yes No
14. Do you or an immediate family member have a close personal relationship with the Academy

or any individual(s) associated with the Academy? Yes No
15. Do you or an immediate family member know any individual(s) or entity that does or plans in

the next year to engage in business or any exchange of services with the Academy? Yes No
16. Other than your Academy Board position, do you currently serve as a public official? Yes No
17. Other than the Academy Board, do you currently serve on any other school board? Yes No

18. Other than the Academy Board, do you currently serve any other board, group or corporation
that has an ownership interest or believes it has the right to control or have input on actions

you would take or votes you would cast as a member of the Academy Board? Yes No
19. Do you foresee any potential ethical or legal conflicts of interest if you continue to serve on
the Academy Board? Yes No

20. To the best of your knowledge, are there situations not described in this questionnaire which
may give the appearance of a conflict of interest between you or a member of your immediate
family, or would make it difficult for you to discharge the duties of your office in an
independent manner? Yes No

If needed, please attach an additional sheet to provide an explanation for answers given above. Clearly label the explanation
with the number of the corresponding question.

Certification

I recognize that all information submitted with this conflict of interest disclosure becomes a matter of public record, subject by
law to disclosure upon request to members of the general public. | will hold Central Michigan University, its trustees, officers,
employees or authorized agents harmless from liability for the disclosure of any information it reasonably believes is true based
upon my representations.

I hereby certify that the information contained in this document is true and complete to the best of my knowledge and agree to
notify The Center for Charter Schools of any change that may create a conflict of interest. Further, | recognize that falsification
or failure to submit a complete annual conflict of disclosure becomes justification for removal.

Signature Date

This questionnaire, along with any clarifying documentation, must be returned to The Center for Charter Schools.

THE CI l§ NTER
C_I*I/\R'I'I.ZR SCHOOLS
2520 S. University Park
Mt. Pleasant, Michigan 48859
Phone: (989) 774-2100
Fax: (866) 254-0050
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