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Llano County Hospital Authority
L egal Compliance Program

PoLicYy MANUAL

Part | - Introduction: General Policies and Procedures

1.1 Introduction

Llano County Hospital Authority (the "Hospital") is committed to the compliance with all
state and federal |aws governing its operationsin the provision of servicesin the health care arena.
Further, Hospital has endeavored and will continueto endeavor to adhereto the highest standards of
business and professional ethics. Therefore, thispolicy hasbeen formulated and adopted to evidence
and ensure this commitment to our patients, the community, regulatory and law enforcement
agencies, and to ourselves.

The Hospital has aso established alegal and regulatory Compliance Program in order to
ensurethat the Hospital's compliance policies are consistently applied. Theprogramisdirected by a
Compliance Committee and Compliance Officer, who are responsible for reviewing the Hospital’s
compliance policies and specific compliance situations that may arise. Following the Hospital's
commitment to full compliance with the laws, regulations, and standards that govern its operation,
this Manual, and the Hospital's Compliance Program, have been reviewed to ensure that those

standards expressed in the United States Department of Health and Human Services Office of
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Inspector General's Compliance Program Guidance for Hospitals are embodied and adequately

addressed. Through the adoption and implementation of thisManual and the Compliance Program,

it isthe Hospital's goal to achieve the following:

to concretely demonstrate to employees and the community at large the Hospital's
strong commitment to honest and responsible provider and corporate conduct;

to provide a more accurate view of employee and contractor behavior relating to
fraud and abuse of federal health care programs;

to identify and prevent criminal and unethical conduct by tailoring a compliance
program to our Hospital's specific needs;

to improve the quality of patient care;

to create a centralized source for distributing information on health care statutes,
regulations and other program directivesrelated to fraud and abuse and other issues
affecting;

to develop a methodology that encourages employeesto report potential problems;
to develop procedures that allow the prompt, thorough investigation of alleged
misconduct by corporate officers, managers, employees, independent contractors,
physicians, other health care professionals and consultants;

to initiate immediate and appropriate corrective action; and

to, through early detection and reporting, minimize the loss to the government and
other payor sourcesfrom fal se claims, and thereby reduce the Hospital's exposure to
civil damages and penalties, criminal sanctions, and administrativeremedies, such as

program exclusion.

This Manual includes statements of the Hospital's policy in anumber of specific areas. All

employeesand professional staff members must comply with these policies, which define the scope

of Hospital employment and professional staff membership. Conduct that does not comply with

these statementsis not authorized by the Hospital, is outside the scope of Hospital employment and
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professional staff membership, and may subject employees and professional staff members to
disciplinary action. If aquestion arises asto whether any action complies with Hospital policiesor
applicable law, an employee should present that question to that employee's supervisor or to the
Hospital's Compliance Officer, amember of the Compliance Committee, or to the Administrator of
theHospital. All employeesshould review thisManual from timeto time and become familiar with
them to ensure that their actions are consistent with these policies and the Hospital’s Compliance
Program.

ThisManual dealsonly generally with some of the moreimportant legal principlesthat affect
the Hospital’s operations. Their mention is not intended to minimize the importance of other
applicable laws, professional standards, or ethical principles, which may be covered in other
Hospital policies. Consequently, any employee who isin doubt as to the propriety of a course of
action must promptly communicate with his or her supervisor, or with the Compliance Officer,

before taking action.
1.2 Reporting Requirements and Response by Hospital

If at any time any employee or professional staff member becomes aware of any apparent
violation of the Hospital's policies, he or she must report it to his or her supervisor or to the
Compliance Officer. All persons making such reports are assured that such reports are treated as
confidential to thefullest extent possible and will be shared only on abonafide need-to-know basis.

TheHospita will take no adverse action against persons making such reports, regardless of whether
the report ultimately provesto be well-founded. If an employee or professional staff member does

not report conduct violating the Hospital's policies, that employee or professional staff member may
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be subject to disciplinary action, up to and including termination of employment or revocation of
privileges. Whenever the hospital has “credible evidence” of a problem, the issue will be reported
voluntarily to the OIG within 60 days of discovering the misconduct.

The effectiveness of the compliance program is largely measured by the Hospital’s response
to such reportsof violations. Therefore, the Hospital shall promptly respond to reports of suspected
violationsin amanner consi stent with these policies, and shall takeall reasonabl e stepsto modify the

Hospital’s procedures and practices so that the likelihood of a violation recurring is reduced.
1.3 Consequences of Violations

All Hospital employees, as well as those professionals who enjoy professional staff
membership, must carry out their duties for the Hospital in accordance with this policy. Any
violation of applicable law, or deviation from appropriate standards, will subject an employee or
independent professional to disciplinary action, which may include ora or written warning,
disciplinary probation, suspension, reduction in salary, demotion, dismissal from employment, or
revocation of privileges. These disciplinary actions may apply to individuals who fail to report or
investigate concernsthat should have been apparent. Thesedisciplinary actionsaso may apply toan
employee's supervisor who directs or approves the employee'simproper actions, or isaware of those
actions but does not act appropriately to correct them, or who otherwisefailsto exercise appropriate
supervision.

1.4 Compliance Officer and Compliance Committee

This manual contains numerous references and instructions relating to the Compliance

Officer. The Compliance Officer shall be appointed by the Hospital Administrator from the senior
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administrative staff of the Hospital. The Administrator may appoint himself or herself as the
Compliance Officer. The Compliance Officer should be in a position to influence behavior and
Hospital practices, and shall be responsible and accountable for the Hospital’s compliance activities.
Compliance activities should be a major portion of the Compliance Officer’s job description and a
basis for evaluation of job performance.

The Compliance Officer shall determine the membership of the Compliance Committee,
which shall include at |east one other member of the senior administrative staff of the Hospital and
should includethedirectors or other representatives from the departments, which most substantially
affect the Hospital’s compliance efforts. The Compliance Committee shall be responsible for the
implementation of and continued adherence to the Compliance Programinthe Hospital. It shall dso
periodically review the Compliance Policies and the Hospital's Compliance Program in order to
ensure that its provisions and the implementation of the program remain current.

1.5 Delegation of Discretionary Authority

An integra part of implementing and/or maintaining compliance with applicable legal
standardsisreliance on the Hospital's employeesto familiarize themsel ves with these standardsand
to act accordingly. Therefore, it isvital that the Hospital take due care not to delegate substantial
discretionary authority to individualswho may have apropensity to engageinillegal activity or fail
to follow the concepts embodied in these policies and the Compliance Program. The Compliance
Officer and the Compliance Committee should develop appropriate safeguards to implement this
reguirement, which may include criminal history inquiries on applicantsfor or personsin positions

with substantial supervisory authority or substantial discretion within the Hospital. Consideration
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should be made for the removal of individuals who have shown a disregard for relevant program
standards from positions of substantial authority or discretion. The Hospital should avoid hiring or
associating with individuals on the Inspector General’s list of people excluded from the Medicare
and Medicaid programs.

1.6 Monitoring and Auditing Systems

Inimplementing its compliance program, the Hospital shall utilize monitoring and auditing
systems reasonably designed to detect criminal or improper conduct by itsemployees or independent
professionals. Inthecase of billing activities, thisshall include areview of every part of the claims
processfrom patient registration to submission of the claimto Medicareor Medicaid. Inother aress,
the Compliance Committee shall work with the relevant departments in developing monitoring

and/or auditing systems to ensure continued compliance.
1.7 Education and Communication

The Hospital shall ensure that these policies have been reviewed by al employees and
independent professionals and all other persons who may affect compliance, directly or indirectly.
Additionally, the Hospital, through the Compliance Committee, shall ensurethat all such personsare
properly educated on the laws affecting their particular job or activities at the Hospital. Such
educational programs and participation in the educational process shall be carefully documented.
Education and training techniques may include, to the extent necessary, presentations by internal and

external experts, ora presentations, videos and testing.
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Part |1 - Substantive Compliance Concepts

2.1 Billing, Claims for Payment, and Medicare Compliance
211 Genera Billing Issue

When claiming payment for Hospital or professional services, the Hospital hasan obligation
to its patients, third party payors, and the state and federal governmentsto exercise diligence, care,
and integrity. Theright to bill the Medicare and Medicaid programs under the Hospital's provider or
supplier number carries a responsibility that may not be abused. The Hospital is committed to
maintaining the accuracy of every claim it processes and submits. Many people, throughout the
Hospital, haveresponsibility for entering charges and procedure codes. Each of theseindividuasis
expected to monitor compliance with applicablebilling rules. Any false, inaccurate, or questionable
claims should be reported immediately to a supervisor or to the Compliance Officer.

False hilling is a serious offense. Medicare and Medicaid rules prohibit knowingly and
willfully making or causing to be made any fal se statement or representation of amaterial fact in an
application for benefits or payment. It isalso unlawful to conceal or fail to disclose the occurrence
of an event affecting the right to payment with the intent to secure payment that is not due.

The Inspector General of theU. S. Department of Health and Human Services hasidentified
some special areas of concern, including:

Billing for items or services not actually rendered;

Providing medically unnecessary services,

Upcoding;

DRG creep;

Outpatient services rendered in connection with inpatient stays,

Teaching physician and resident requirements for teaching hospitals;

Duplicate billing;

False cost reports,

Unbundling;
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Billing for dischargein lieu of transfer;

Patients freedom of choice;

Credit balances - failure to refund;

Hospital incentivesthat violate the anti-kickback statute or other similar federal regulation;

Joint ventures,

Financia arrangements between hospitals and hospital-based physicians;

Stark physician self-referral law;

Knowing failure to provide covered services or necessary care to members of a health

mai ntenance organization; and

Patient dumping.

Some of these areas of concern are addressed in greater detail in this section, and othersare
addressed morefully in other parts of thisManual. Hospital employees and agents who prepare or
submit claims should be alert for these and other errors. It isimportant to remember that outside
consultantsonly advisethe Hospital. Thefinal decision on billing questionsrestswith the Hospital,
and the Hospital remains ultimately responsible for al billing claims submitted. This includes
verification of the supporting documentation of medical necessity for al clams submitted. The
Hospital does not permit charging for any Medicaid service at arate higher than that approved by the
state or accepting any payment as aprecondition of admitting aMedicaid patient to the Hospital. As
part of the Hospital's ongoing compliance efforts, the Compliance Committee, in conjunction with
those personsinvolved in billing, should devel op or ensurethat policiesand proceduresarein place
which:

e providefor proper and timely documentation of all physician and other professional
services prior to billing to ensure that only accurate and properly documented
services are billed;

e ensurethat claims are submitted only when appropriate documentation supportsthe
clamsand only when such documentation is maintained and availablefor audit and

review. The documentation, which may include patient records, should record the
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length of time spent in conducting the activity leading to the record entry, and the
identity of theindividual providing the service.

e ensure that the Hospital's medical staff is consulted to establish other appropriate
documentation guidelines;

e ensurethat, consistent with appropriate guidance from medical staff, physician and
hospital records and medical notes used as a basis for a clam submission are
appropriately organized in alegible form so they can be audited and reviewed; and

e ensure that the diagnosis and procedures reported on the reimbursement claim is
based on the medical record and other documentation, and that the documentation
necessary for accurate code assignment is available to coding staff.

Compensation for billing department coders and billing consultants shall not provide any financial
incentive to improperly upcode claims.

TheHospital carefully followsthe Medicare rules on assignment and reassignment of billing
rights. If thereisany question whether the Hospital may bill for aparticular service, either on behalf
of aphysician or on its own behalf the question should be directed to the Compliance Officer for
review. Hospital employees should not submit claimsfor other entities or claims prepared by other
entities, including outside consultants, without approval from the Compliance Officer. Specia care
should be taken in reviewing these claims, and Hospital personnel should request documentation
from outside entities if necessary to verify the accuracy of the claims.

2.1.2 OQutpatient Services Rendered in Connection with an Inpatient Stay

The Medicare program has specia billing rulesfor outpatient servicesrendered in connection
with an inpatient stay. Hospital will implement measures designed to demonstrate its good faith
efforts to comply with these rules, including some or al of the following:

e installing and maintaining computer software that will identify those outpatient
services that may not be billed separately from an inpatient stay;

e implementing a periodic manual review to determine the appropriateness of billing
each outpatient service claim, to be conducted by one or more appropriately trained
individuals familiar with applicable billing rules;
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with regard to each inpatient stay, scrutinizing the propriety of any potential billsfor
outpatient servicesrendered to that patient at the hospital, within the applicabletime

period.

In addition to the pre-submission undertakings described above, the hospital may implement a post-

submission testing process, as follows:

implement and maintain a periodic post-submission random testing process that
examines or re-examines previously submitted claims for accuracy;

inform thefiscal intermediary and any other appropriate government fiscal agents of
the hospital's testing process; and

advisethefiscal intermediary and any other appropriate government fiscal agentsin
accordance with current regulations or program instructions with respect to return of
overpayments of any incorrectly submitted or paid clams and, if the clam has
aready been paid, promptly reimbursethefiscal intermediary and the beneficiary for
the amount of the clam paid by the government payor and any applicable

deductibles or copayments, as appropriate.

2.1.3 Submission of Claims for Laboratory Services

With respect to claimsfor laboratory services, procedures should be devel oped to ensure that

al clamsfor clinical and diagnostic laboratory testing services are accurate and correctly identify

the services ordered by the physician (or other authorized requestor) and performed by the

laboratory. These policies and procedures should require, at a minimum, that:

the hospital bills for laboratory services only after they are performed;

the hospital bills only for medically necessary services,

the hospital billsonly for thosetests actually ordered by aphysician and provided by
the hospital laboratory;

the CPT or HCPCS code used by the billing staff accuratel y describesthe servicethat
was ordered by the physician and performed by the hospital |aboratory;

the coding staff: 1) only submit diagnostic information obtained from qualified

personnel; and 2) contact the appropriate personnel to obtain diagnostic information
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in the event that the individual who ordered the test has failed to provide such
information; and

where diagnostic information is obtained from a physician or the physician's staff
after receipt of the specimen and request for services, thereceipt of suchinformation

is documented and maintai ned.
Cost Reports

The Hospital submits an annual cost report in connection with its participation in the

Medicare program. The person or persons responsiblefor preparing and submitting the cost report
shall ensure that:

costs are not claimed unless based on appropriate and accurate documentation;
alocations of costs to various cost centers are accurately made and supportable by
verifiable and auditable data;

unallowable costs are not claimed for reimbursement;

accounts containing both allowabl e and unallowabl e costs are anal yzed to determine
the unallowable amount that should not be claimed for reimbursement;

costs are properly classified;

fiscal intermediary prior year audit adjustments are implemented and are either not
claimed for reimbursement or claimed for reimbursement and clearly identified as
protested amounts on the cost report;

all related parties are identified on Form 339 submitted with the cost report and all
related party charges are reduced to cost;

requests for exceptions to TEFRA (Tax Equity and Fiscal Responsibility Act of
1982) limitsand the Routine Cost Limits are properly documented and supported by
verifiable and auditable data;

the Hospital's procedures for reporting of bad debts on the cost report are in
accordance with federal statutes, regulations, guidelines and policies; and
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e procedures arein place and documented for notifying promptly the Medicare fiscal
intermediary (or any other applicable payor, e.g., TRICARE (formerly CHAMPUYS)
and Medicaid) of errors discovered after the submission of the cost report.

With regard to bad debts claimed on the M edicare cost report, see also section 2.1.6, below, on Bad
Debts.

2.1.5 Medical Necessity -- Reasonable and Necessary Services

Claims should only be submitted for services that the Hospital has reason to believe are
medically necessary and that were ordered by aphysician or other appropriately licensed individual.
The Medicare program and the OI G recogni ze that licensed health care professionals must be able
to order any servicesthat are appropriate for the treatment of their patients. However, Medicareand
other government and private health care planswill only pay for those servicesthat meet appropriate
medical necessity standards (in the case of Medicare, i.e., reasonable and necessary services). The
Hospital may not bill for servicesthat do not meet the applicable standards. The OIG hasindicated
that the Hospital isinaunique position to deliver thisinformation to the health care professionalson
itsstaff. TheHospital should therefore be ableto provide documentation, such as patients medical
records and physicians' orders, to support the medical necessity of a service that the Hospital has
provided. The Compliance Officer should ensure that a clear, comprehensive summary of the
"medical necessity" definitions and rules of the various government and private plansis prepared
and disseminated appropriately.
2.1.6 Bad Debts
In accordance with the requirements of the M edicare program, the Hospital should develop a
mechanism to review, at least annually: 1) whether it is properly reporting bad debts to Medicare;
and 2) al Medicare bad debt expenses claimed, to ensure that the Hospital's procedures are in
accordance with applicable federal and state statutes, regulations, guidelines and policies. In
addition, such areview should ensure that the Hospital has appropriate and reasonable mechanisms
in placeregarding beneficiary deductible or co-payment collection effortsand has not claimed asbad

debts any routinely waived Medicare copayments and deductibles, which waiver also constitutes a
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violation of the anti-kickback statute. Further, the Hospital may consult with the appropriate fiscal
intermediary asto bad debt reporting requirements, if questions arise.

2.1.7 Credit Baances

The Hospital should institute proceduresto providefor the timely and accurate reporting of

Medicare and other federal health care program credit balances. For example, the Hospital may
redesignate segments of its information system to alow for the segregation of patient accounts
reflecting credit balances. The Hospital could remove these accounts from the active accounts and
place them in aholding account pending the processing of areimbursement claim to the appropriate
program. The Hospital's information system should be reviewed to ensure that it has the ability to
print out the individual patient accounts that reflect a credit balance in order to permit simplified
tracking of credit balances.

In addition, a hospital should designate at least one person in the Patient Accounts
Department as having the responsibility for the tracking, recording and reporting of credit balances.
Further, the Business Office should review reports of credit balances and reimbursements or
adjustments on a monthly basis as an additional safeguard.

2.1.8 Penalties

A provider or supplier who violates the false claimsrules is guilty of afelony, and may be
subject to fines of up to $25,000 per offense, imprisonment for up to five years, or both. Other
persons guilty of false claims may face fines of up to $10,000 per offense, imprisonment for up to
one year, or both. In addition to the crimina penalties, the Federal False Claims Act permits
substantia civil monetary penalties against any person who submitsfalseclams. The Act provides
apenalty of triple damages aswell asfinesup to $10,000 for each fal se claim submitted. Theperson
(as well as the Hospital) may be excluded from participating in the Medicare and Medicaid
programs. Violations of the assignment and reassignment rul es are misdemeanors carrying fines of
up to $2,000 and imprisonment of up to six months, or both.

In addition to these federal penalties, state statutes and regul ations al so impose both civil and
criminal penaltiesfor fraudulent Medicaid billing. Thereisawide range of prohibited conduct set
forth in the Texas Department of Health rules as grounds for fraud referral and administrative
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sanctions. Theseinclude not only fraudulent billing activities, but also such activities as providing
false information with respect to a patient's eligibility for coverage under the Medicaid program,
failure to provide and maintain quality servicesto Medicaid recipients, and many other prohibited
activities. Civil monetary penalties for violations of these regulations can be substantial, as each
fraudulently billed item is considered a separate violation.

In addition to civil monetary penalties, criminal sanctions can be imposed on fraudulent
activity withinthe Medicaid program. Violationsof theillegal remuneration and patient referral act
is a Class A misdemeanor. If a person has previously been convicted of such an offense, a
subsequent offense is afelony of the third degree. Additionally, general fraud provisions of the
Texas Penal Code may have application to aleged fraudulent billing under the Medicaid program.
Finally, the Texas Penal Code containsachapter relating specifically to fraudulent billing activities
to health care insurance companies. An offense under that chapter ranges from a Class C
misdemeanor if the value of the claim isless than $20 to afelony of the first degreeif the value of
the claim is $200,000 or more. Additionally, when separate fraudul ent claims are communicated to
a health insurance company, the conduct may be considered as one offense and the value of the
clamsaggregated in determine the classification of offense, thusrendering it amore serious offense.

Numerous other federal laws prohibit false statements or inadequate disclosure to the
government and mandate exclusion from the Medicare and Medicaid programs. For instance,
neither the Hospital nor its agents are permitted to make, or induce others to make, fal se statements
in connection with the Hospital's M edicare certification. Personsdoing so areguilty of afelony and
may be subject to fines of up to $25,000 and imprisonment for up to five years. The Hospital or
individual health care providerswill be excluded from the Medicare and Medicaid programsfor at
feast fiveyearsif convicted of aMedicare or Medicaid-related crime or any crimerel ating to patient
abuse. Medicare and Medicaid exclusion may result if the Hospital or a provider is convicted of
fraud, theft, embezzlement, or other financial misconduct in connection with any government-
financed program.

TheHospital promotesfull compliance with each of therelevant laws by maintaining astrict
policy of integrity and accuracy in al its financial dealings. Each employee and professional,
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including outside consultants, who isinvolved in submitting charges, preparing claims, billing, and
documenting services is expected to maintain the highest standards of personal, professional, and

institutional responsibility.
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2.2 Payments and lllegal Remuneration

TheHospital participatesin the Medicare and the Medicaid programs. Federal law makesit
illegal for the Hospital to provide or accept "remuneration” in exchange for referrals of patients
covered by Medicareor Medicaid. Thelaw a so barsthe payment or receipt of such remunerationin
return for directly purchasing, leasing, ordering, or recommending the purchase, lease, or ordering of
any goods, facilities, services, or items covered under the benefits of Medicare or Medicaid. In
Texas, a pardlel state statute applies these same prohibitions to al patients, regardless of payor
source.

The so-called "fraud and abuse" and "anti-kickback™ laws are designed to prevent fraud inthe
Medicare and Medicaid programs and abuse of the public funds supporting the programs. The
Hospital iscommitted to carefully observing the anti-kickback rules and avoiding any practice that
may be interpreted as abusive or violative of these provisions. Employees in the Business and
Finance Offices, Hospital Administration, Laboratory and Pharmacy are expected to be vigilant in
identifying potential anti-kickback violations and bringing them to the attention of the Compliance
Officer.

221 Anti-Kickback Laws

Thefederal and state anti-kickback laws are broadly written to prohibit the Hospital and its
representatives from knowingly and willfully offering, paying, asking, or receiving any money or
other benefit, directly or indirectly, in return for obtaining or rewarding favorable treatment in
connection with the award of a government contract. The anti-kickback laws must be considered
whenever something of valueisgiven or received by the Hospital or itsrepresentatives or affiliates

that isin any way connected to patient services. This is particularly true when the arrangement
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could result in over-utilization of servicesor areductionin patient choice. Evenif only onepurpose
of apayment schemeistoinfluencereferrals, and otherwiseit appearsto be alegitimate, appropriate
business arrangement, the payment may be unlawful.

There are many transactions that may violate the anti-kickback rules. For example, no one
acting on behalf of the Hospital may offer gifts, loans, rebates, services, or payment of any kindto a
physician who refers patients to the Hospital, or to a patient, without consulting the Compliance
Officer. The Compliance Officer should review any discounts offered to the Hospital by suppliers
and vendors, aswell asdiscounts offered by the Hospital to insurance companiesor other third party
payors. Patient deductibles and co-payments may not be waived without the prior authorization of
the Compliance Officer. Rentals of space and equipment must be at fair market value, without
regard to the volume or value of referrals that may be received by the Hospital in connection with
the space or equipment. Fair market value should be determined through an independent appraisal.

Agreementsfor professional services, management services, and consulting servicesmust be
inwriting, have at |east aone-year term, and specify the compensation in advance. Payment based
on a percentage of revenue should be avoided in many circumstances. Any questions about these
agreements should be directed to the Compliance Officer. Joint ventures with physicians or other
health care providers, or investment in other headlth care entities, must be reviewed by the
Compliance Officer.

The U.S. Department of Health and Human Services has described a number of payment
practices that will not be subject to crimina prosecution under the anti-kickback laws, commonly

known asthe "safe harbors." If an arrangement fits within a safe harbor and all of the elements of
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the safe harbor are satisfied, the arrangement will not create a risk of crimina penalties and
exclusion from the Medicare and Medicare programs. However, thefailureto satisfy every element
of asafe harbor doesnot initself makean arrangement illegal. Analysisof apayment practice under
the anti-kickback laws and the safe harbors is complex, and depends upon the specific facts and
circumstance of each case. Employees should not make unilateral judgments on theavailability of a
safe harbor for a payment practice, investment, discount, or other arrangement. These situations
must be brought to the attention of the Compliance Officer for review with legal counsal.

Contrary to common belief, violations of the anti-kickback statute are not subject to civil
monetary penalties but rather criminal sanctions. A violation of the anti-kickback lawsisafelony,
punishable by a $25,000 fine or imprisonment for up to five years, or both. Violation of the law
could also mean that the Hospital and/or a physician isexcluded from participating in the Medicare
and Medicaid programs for up to five years.

In addition to thefederal criminal penalties, Texas state law a so providesfor prohibitionson
illegal remuneration. A violation of the state law isaClass A misdemeanor, unlessit is shown that
the person has previously been convicted of an offense or the person was employed by a federal,
state, or local government at thetime of the offense. Inthat case, aviolationisathird degreefelony.
The state statute also provides for civil penalties of up to $10,000 for each act of aviolation. The
statelaw, however, containsaprovision indicating that if the act or course of actionisnot aviolation
of the federal laws, it will not be considered aviolation of state law.

2.2.2 Entertainment and Gifts
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The Hospital recognizes that business dealings may include a shared meal or other similar
social occasion, which may be proper business expenses and activities. However, Hospital
employees may not receive any gift under circumstances that could be construed as an improper
attempt to influence the Hospital's or an employee's decisions or actions. When an employee
receives a gift that may violate this policy, the gift should be returned to the donor and reported to
the Compliance Officer. Giftsmay only bereceived by Hospital employees when they are of such
limited value that they could not reasonably be perceived by anyone as an attempt to affect the
judgment of the recipient, such as token promotional gratuities from suppliers. A gift must be
reported to the Compliance Officer upon itsreceipt any time an employee is not sure whether agift

is prohibited by this policy.
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2.3 Patient Referrals

Patient referrals are important to the delivery of appropriate health care services. The
Hospital's policy isthat patients are free to select their health care providers and suppliers, subject
only to the requirements of their health insurance plans. The choice of a hospital, a diagnostic
facility, or asupplier should be made by the patient, with guidance from his or her physician asto
which providers are qualified and medically appropriate.

Physicians and other health care providers may havefinancia relationshipswith the Hospital
or its affiliates. These relationships may include compensation for administrative or management
services, income guarantees, loans of certain types, or free or subsidized administrative services. In
some cases, a physician may have invested as a part-owner in a piece of diagnostic equipment or a
health care facility.

A federa law known as the "Stark law" applies to any physician who has, or whose
immediate family member has a "financia relationship” with an entity such as the Hospital, and
prohibits referrals by that physician to the Hospital for the provision of certain designated health
services reimbursed by Medicare and Medicaid. If afinancia relationship exists, referrals are
prohibited unless a specific exceptionismet. The Hospital requiresthat each financia relationship
with areferring physician or hisor her family member fit within one of the exceptions to the Stark
law. Although responsibility for evaluating financial relationships with physicians lies with the
Compliance Officer, the chief of staff, the medical staff administration, and the payroll department
are expected to monitor financia relationships and report any irregularities to the Compliance

Officer.
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The Stark law applies to the clinical laboratory services, physical therapy, occupational
therapy, radiology (including MRI, CT, ultrasound, and mammography), durable medica
eguipment, parenteral and enteral nutrients, equipment and supplies, prosthetics and orthotics, home
health services, outpatient prescription drugs, inpatient and outpatient hospital services, and radiation
therapy services and supplies.

The exceptions under the Stark law are complex, and several genera rulesmust befollowed.

Both leases for physician office space and personal services contracts with physicians must be in
writing and signed by the parties. Any premises|eased must be specified and must not exceed the
space reasonably needed for the physician's legitimate purposes. Rental charges must be set in
advance at fair market value without regard to the volume or value of referrals by the physician. A
lease must be commercialy reasonable even if no referrals were made between the parties.
Similarly, apersonal service contract must specify the servicesto be provided by the physiciantothe
Hospital, which must be reasonable and necessary, for legitimate purposes, and must be for at |east
one year. Compensation paid to physicians must also be set in advance at fair market value, be
unrelated to the volume or value of referrals, and be commercially reasonable. Contract services
may not involvethe counseling or promotion of anillegal businessarrangement. Physicianincentive
plans, which may include volume-based compensation, will be acceptableif certain requirementsare
met.

Physicians purchasing clinical laboratory services or other items or services from the
Hospital must pay fair market value. An arrangement whereby the Hospita billsfor agroup practice
may be acceptable if it was in place prior to December 19, 1989 and meets certain other

requirements. A pathologist, radiologist, or radiation oncologist may provide Hospital |aboratory,
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pathol ogy, diagnostic radiology, or radiation oncol ogy serviceson hisown order or on aconsultation
request from another physician.

Penalties for violating the Stark law include (i) no Medicare or Medicaid payment for the
servicereferredillegaly; (ii) arefund to the beneficiary of any amounts collected; (iii) finesof up to
$15,000 levied on both the physician and the entity for each servicereferredillegaly, plusadditional
fines based on the amounts billed; (iv) civil monetary penalties of up to $100,000 plus other

assessments; and (v) exclusion from the Medicare or Medicaid programs.
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2.4 Physician Recruitment

The recruitment and retention of physicians require special care to comply with Hospita
policy and applicablelaw. Physician recruitment hasimplications under the anti-kickback lawsand
the Stark law. Each recruitment package or commitment should be in writing, consistent with
guidelines established with the Hospital. New or unique recruitment arrangements must bereviewed
by the Compliance Officer, who may requirelegal counsel review and approval. Ingeneral, support
provided to anew physicianismost likely to be acceptableif it isprovided in order to persuade the
physician to relocate to the Hospital's geographic service areain order to become a member of the
professional staff or if it is provided to a new physician completing his or her training. Support
should be of limited duration. The physician cannot berequired to refer patientsto the Hospita, and
the amount of compensation or support cannot be rel ated to the volumeor value of referras. Income
guarantees present special issues and should bereviewed by the Compliance Officer and counsel on

a case-by-case basis.
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2.5 Competition and Antitrust Issues

The Hospital is committed to complying with al state and federal antitrust laws. The
purpose of the antitrust lawsisto preserve the competitive free enterprise system. Theantitrust laws
in the United States are founded on the belief that the public interest is best served by competition,
free from collusive agreements among competitors on price or service terms. The antitrust laws
apply to health care services provided by hospitals and physicians, and the Hospital is firmly
committed to the philosophy underlying those laws.

While the antitrust laws clearly prohibit most agreements to fix prices, divide markets, and
boycott competitors-- which are addressed below-- they aso proscribe conduct that is found to
restrain competition unreasonably. This can include, depending on the facts and circumstances
involved, certain attempts to tie or bundle services together, certain exclusionary activities, and
certain agreements that have the effect of harming a competitor or unlawfully raising prices. Any
guestions that might arise should be addressed to the Compliance Officer.

2.5.1 Discussion With Competitors

Hospital policy requires that the rates it charges for Hospital care and related items and
services, and theterms of itsthird party payor contracts, must be determined solely by the Hospital.
In independently determining prices and terms, the Hospital may take into account all relevant
factors, including costs, market conditions, widely used reimbursement schedules, and prevailing
competitive prices, to the extent these can be determined in the marketplace. There can be, however,
no oral or written understanding with any competitor concerning prices, pricing policies, pricing
formulas, bids, or bid formulas, or concerning discounts, credit arrangements, or related termsof sale

or service. To avoid the possibility of misunderstanding or misinterpretation, Hospital policy
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prohibits any consultation or discussion with competitors relating to prices or terms, which the
Hospital or any competitor charges or intends to charge. Joint ventures and affiliations that may
require pricing discussions must beindividually reviewed for antitrust compliance. Discussionswith
competitors concerning rationalization of markets, down-sizing, or elimination of duplication
ordinarily implicate market division and must be avoided.

Hospitals are often asked to share information concerning employee compensation. Hospital
policy prohibits the sharing with competing hospitals of current information or future plans
regarding individual salariesor salary levels. The Hospital may participatein and recelvetheresults
of general surveys, but these must conform to the guidelines for participation in surveys provided
under Trade Associations below.

Similarly, Hospital policy prohibits consultation or discussion with competitorswith respect
toitsservices, selection of markets, territories, bids, or customers. Any agreement or understanding
with acompetitor to divide marketsisprohibited. Thisincludesan agreement allocating sharesof a
market among competitors, dividing territories, or dividing product lines or customers.

2.5.2 Trade Associations

TheHospital and itshealth care providersareinvolved in trade and professional associations.
These organizations promote quality patient care by allowing the Hospital and providersto learn
new skills, develop policies and, where appropriate, speak with one voice on public issues.
However, it isnot always appropriate to share businessinformation with trade associations and their
members. Sharing information isappropriateif it isused to better inform consumers or to promote

efficiency and competition.
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TheHospital may participatein surveysof price, cost, and wageinformationif thesurveyis
conducted by athird party and involves at |east five comparably sized hospitals. Any price, cost, or
wage information released by the Hospital must be at least three months old. If an employeeis
asked to provide atrade association with information about the Hospital's charges, costs, saaries, or
other business matters, he or she should consult the Compliance Officer. Joint purchasingthrougha
trade association is probably acceptable but any joint purchasing plan should bereviewed in advance
by the Compliance Officer. If an employee or professiona staff member has any question or
concern about an activity of atrade association, he or she may ask the Compliance Officer to seek
guidance from counsel.

2.5.3 Boycotts

Hospital policy prohibits any agreement with competitorsto boycott or refuseto deal witha
particular person or persons, such asavendor, payor, or other provider. These agreements need not
bewritten to beillegal; any understanding reached with acompetitor (directly or indirectly) onsuch
mattersisprohibited. All negotiationsby Hospital agents and employees must be conducted in good
faith. Exclusive arrangementswith payors, vendors, and providers must be approved by a Hospital

Officer or by the Compliance Officer based on an analysis of the relevant market.
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2.5.4 Physician Services

Hospital credentialing and peer review activities also may carry antitrust implications.
Because of the specia training and experience of physicians, their skills may best be evaluated by
other physicians. It is appropriate for physicians to review the work of their peers. Because the
physicians reviewing a particular physician may, by virtue of their medical specialties, be the
physician's competitors, special care must be taken to ensure that free and open competition is
maintained. As aresult, credentialing, peer review and physician discipline at the Hospital are
conducted only through properly constituted committees. Physiciansparticipating inthese activities
are expected to use objective medical judgment.

If any Hospital employee isinvolved in negotiating a contract of employment or a personal
services contract with aphysician or other health care provider, it isimportant to review with care
any non-competition provisionsincorporated in the agreement. The appropriate geographic scope
and duration of a non-competition agreement may vary from case to case. Questions about the
appropriateness of a non-competition provision should be directed to the Compliance Officer for
review with legal counsel.

255 Penalties

Penalties for antitrust violations are substantial. Individuals and corporations can be fined
$350,000 and $10,000,000 respectively, for each antitrust violation, and individual s can be sentenced
for uptothreeyearsin prison for each offense. 1naddition, actionsgiving riseto antitrust violations
may violate other federal criminal statutes, such asmail fraud or wirefraud, under which substantial
finesand even longer prison sentences can beimposed. Antitrust violationsalso createcivil liability.

Private individuals or companies may bring actions to enjoin antitrust violations and to recover
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damages for injuries caused by violations. If successful, private claimants are entitled to receive
threetimesthe amount of damages suffered, plus attorneysfees. Moreover, if the antitrust violation
was aconspiracy, each member of that conspiracy may be liablefor the entire damage caused by the
conspiracy.

2.5.6 Unfair or Deceptive Practices

In addition to the antitrust laws, the Hospital is committed to complying with other federal
and state laws governing market competition. Federal law, particularly the Federal Trade
Commission Act, and state law, including the Deceptive Trade Practices- Consumer Protection Act,
prohibit the use of "unfair or deceptive acts and practices,” including the distribution of labeling,
advertising, and marketing materias that are false or misleading. Hospital employees responsible
for preparing and distributing such materials must be familiar with these laws. Questions about
specific materials should be directed to the Compliance Officer before distribution.

Under statelaw, aprivate cause of action isprovided for under the Deceptive Trade Practices
- Consumer Protection Act. In many cases, treble damages may be obtained by the aggrieved party
and attorneysfeesare also recoverable. Great care should be utilized when making representations
about the services and functions of the Hospital to ensurethat fal se or misleading information isnot

provided with respect to the Hospital or its services.
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2.6 Physician Practice Acquisition

Toimprovethedelivery of health care services, the Hospital may, from timeto time, acquire
physician practices. These acquisitionsrequire special careto comply with applicable law because
they have implications under the anti-kickback laws and the Stark law.

2.6.1 Anti-Kickback Laws

As discussed above, federa law makes it illegal for the Hospital to provide or accept
"remuneration” in exchangefor referrals of patients covered by Medicare or Medicaid. Acquisitions
of physician practices may implicate the anti-kickback laws because they may constitute illegal
payments to induce the referral of Medicare or Medicaid patients.

Generaly, acquisitionswill comply with federal law when the amounts paid by the Hospital
reflect the fair market value of the acquired practice. Fair market value should be determined
through an independent appraisal. Payments in excess of fair market value may violate the
anti-kickback laws, particularly when thereis an ongoing rel ationshi p between the Hospital and the
acquired practice. Several specific types of payment are subject to scrutiny, including payment for
good will, payment for value of ongoing business unit, payment for covenants not to compete,
payment for exclusive dealing agreements, payment for patient lists, and payment for patient
records.

The "safe harbor" protections discussed above may also apply to a particular acquisition.
Employees should not, however, make unilateral judgments on the availability of a safe harbor.
These situations must be brought to the attention of the Compliance Officer for review with legal
counsel. Any questions should be directed to the Compliance Officer, and any proposed acquisition

of aphysician practice must be reviewed by the Compliance Officer.
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26.2 Stark Law
Physician practice acquisitions also implicate the Stark law discussed earlier. Because the
law isparticularly complex, al transactions must be reviewed by the Compliance Officer and legal

counsel to ensure compliance.
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2.7 Patient Transfers

Operation of the emergency department is an important part of the Hospital's service to the
community and is a place where any sick or injured person may come for care regardiess of hisor
her ability to pay. An "anti-dumping” law has been enacted to ensure that patients are not
transferred from a hospital emergency room to another facility unlessit is medically appropriate.
Under that law, prompt and effective emergency care may not be delayed in order to determine a
patient'sinsurance or financia status. Each patient who presents at the emergency department must
receive an appropriate medical screening examination. Patientswith emergency medical conditions,
and patients in active labor, must be cared for in the Hospital's emergency department until their
condition has stabilized. An emergency may include psychiatric disturbances, symptoms of
substance abuse, or contractions experienced by pregnant women.

If necessary, the stabilized patient may betransferred to another hospital that isqualified to
care for the patient, has space available, and has agreed to accept the transfer. Before transfer,
Hospital staff shall provide the medical treatment, which minimizestherisksto the patient's health
and, in the case of a woman in labor, the health of the unborn child. A physician must sign a
certification that the medical benefits reasonably expected from treatment at another medical facility
outweigh theincreased risksto the patient (and, if appropriate, the unborn child). No physicianwill
be penalized for refusing to authorize the transfer of an individual with an emergency condition that
has not been stabilized. The transfer must be performed by qualified personnel and transportation
equipment, including life support measures during transfer if medically appropriate. A copy of the
patient's record, including complete records of the emergency department encounter and any other

records that are available, must be sent to the receiving hospital.
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The "anti-dumping" law carries reporting obligations. Any employee who believesthat an
emergency patient has been transferred improperly must report the incident to the Compliance
Officer. No employee will be penalized for reporting a suspected violation of the patient transfer
law. If an employee or professiona staff member believes that an emergency patient has been
transferred to the Hospital improperly, the suspected violation must be reported to the Compliance
Officer and to proper authorities within seventy-two (72) hours of its occurrence. The name and
address of any on-call physician who refuses or failsto appear within areasonable time to provide
necessary stabilizing treatment of an emergency medical condition or active labor isto be reported
immediately to the Compliance Officer.

In addition to the Hospital's medical records, the emergency department will maintain an
on-call duty roster and alog documenting each individua who comesto the emergency department
seeking assistance. The log must document whether the patient refused treatment or was refused
treatment, transferred, was admitted and treated, stabilized and transferred, or discharged. When a
patient or a patient's legal representative requests a transfer or refuses a transfer, the informed
consent or refusal must be documented inwriting. If there are questions about the records required
under the patient transfer law, the Compliance Officer will answer them or refer them to counsel.

The federa "anti-dumping" law is enforced through civil monetary penalties and through
damagesin private civil actions. If ahospital violates the statute, it can be fined up to $50, 000 for
eachviolation. A physician, including an on-call physician, who isresponsible for the examination,

treatment, or transfer of an emergency patient and who negligently violatesthe law may befined up
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to $50,000 for each violation. If theviolationisgrossand flagrant or repeated, the physician may be
excluded from participation in the Medicare and Medicaid programs.

Texas statutes and regul ations of the Texas Department of Health al so provided for minimum
standards in patient transfers. Personnel involved in the transfer of a patient shall ensure that all
provisions of any governing transfer agreements are strictly followed, and in the absence of a
transfer agreement, that al rules and regulations of the Texas Department of Health are strictly

adhered to.
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2.8 Response to Investigations

State and federal agencies have broad legal authority to investigate the Hospital and review
its records. The Hospital will comply with subpoenas and cooperate with governmental
investigations to the full extent required by law. The Compliance Officer is responsible for
coordinating the Hospital's response to investigations and the release of any information.

If a department, an employee, or a professiona staff member receives an investigative
demand, subpoena, or search warrant involving the Hospital, it should be brought immediately to the
Compliance Officer. Do not release or copy any documents without authorization from the
Compliance Officer or Hospital counsel. If aninvestigator, agent, or government auditor comesto
the Hospital, contact the Compliance Officer immediately. In the Compliance Officer's absence,
contact the Hospital's Chief Executive Officer or amember of the Compliance Committee. Ask the
investigator to wait until the Compliance Officer or his designee arrives before reviewing any
documents or conducting any interviews. The Compliance Officer, hisdesignee, or Hospital counsel
isresponsiblefor assisting with any interviews, and the Hospital will provide counsel to employees,
where appropriate. If Hospital employees are approached by government investigators and agents,
the employee hastheright to insist on being interviewed only at the Hospital, during business hours
or with counsel present.

If aprofessional staff member receives an investigative demand at his or her private office
and theinvestigation may involve the Hospital, the staff member is asked to notify the Compliance
Officer immediately.

Hospital employeesare not permitted to alter, remove, or destroy documents or records of the

Hospital. Thisincludes paper, tape, and computer records.
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Subject to coordination by the Compliance Officer, the Hospital and its employees will
disclose information required by government officials, supply payment information, provide
information on subcontractors, and grant authorized federal and state authorities with immediate
accessto the Hospital and itspersonnel. Failureto comply with these requirements could mean that
the Hospital will be excluded from participating in the Medicare and Medicaid programs.

Subcontractors of the Hospital who provide items or services in connection with the
Medicare and/or Medicaid programs are required to comply with the Hospital's policies on
responding to investigations. Subcontractors must immediately furnish the Compliance Officer,

Hospital counsel, or authorized government officials with information required in an investigation.
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2.9 Governmental Organizations

As a county hospital and a governmental entity, the Hospital is governed by Texas
constitutional and statutory restrictions on the expenditure of public funds. The Hospital, and all
funds expended by the Hospital, must provide acommunity benefit and servethelegitimate purposes
of the Hospital. Similar to tax-exempt organizations, none of the Hospital's earnings may inureto
the benefit of any private individual without a commensurate public return. Such "private
inurement” would violate the restrictions on public spending. Thus, aprivate person may not receive
morethan anincidental benefit from hospital assets, measured against the overall community benefit
provided by the Hospital.

Because the Hospital is a governmental entity, all contracts and agreements must be
negotiated at armslength. Compensation provided to health professiona sfor recruitment, retention,
employment, and personal services must be reasonable in the context of the services provided and
the need for them. Reasonabl eness must be analyzed based on an overall compensation and benefits.

Areas of particular concern are below market rents, compensation tied to Hospital or department
revenues, income guarantees (especially where there is no obligation to repay), any loans or
guarantees, and compensation which is not commensurate with fair market value. Giftsand bonuses
which are not budgeted for as compensation to an individual employee are also problematic, asthis
gives the appearance of imparting a private benefit to the individual employee and may be an
improper use of public funds.

If an employeeisaware of payments by the Hospital to a privateindividual or organization

that may be unrelated to the Hospital's purpose or in excess of fair market value, or whichisnot tied
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to adirect benefit to the Hospital or the community, these circumstances should be disclosed to the

employee’s supervisor or to the Compliance Officer.
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2.10 Confidentiality of Information

Hospital employees and health care professional s possess sensitive, privileged information

about patientsand their care. Patients properly expect that thisinformation will be kept confidential.

The Hospital takes very seriously any violation of a patient's confidentiality. Federa legislation
through the Health Insurance Portability and Accountability Act (HIPAA) provides for civil and
criminal penaltiesfor disclosing protected health information to unauthorized parties. Discussing a
patient's medical condition, or providing any information about patients to anyone other than
Hospital personnel who need the information and other authorized persons, will have serious
consequencesfor an employee. Employees should not discuss patients outside the Hospital or with
their families, including the identity, history, diagnosis, prognosis, treatment, or any other
information about the patient. Employees must take due care not discuss confidential patient
information in places where we can be overheard by others -- such as corridors, elevators, the
cafeteria, other restaurants, and on cellular phones.

The Hospital isthe owner of the medical record, which documents a patient's condition and
the servicesreceived by the patient at the Hospital. Medical records are strictly confidential, which
means that they may not be released except with the consent of the patient or in other limited
circumstances. Specia protections apply to mental health records, records of drug and a cohol abuse
treatment, and recordsrelating to HIV infection. Medical records should not be physically removed
from the Hospital, atered, or destroyed. Employees who have access to medical records must
preserve their confidentiality and integrity, and no employee is permitted access to the medical
record of any patient without alegitimate, Hospital-related reason for so doing. Any unauthorized

release of or access to medical records should be reported to a supervisor.
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From timeto time, personnel involved in the maintenance of Hospital medical records may
be requested to provide copies of such records through various means, including requests directly
from the patient, a family member, an attorney or by subpoena. Texas law has very strict
requirements for the release of such information. Failure to adhere to these requirements or
releasing such information in the absence of proper authorization or statutory exception could
subject the Hospital and theindividual employeeto civil liability to the patient. Any employeewho
releases information from any Hospital record must familiarize themselves with the statutory
requirements for release of information and the general confidentiality provisions under state law.
Any guestionabl e circumstance must be brought to the attention of the Compliance Officer who aso
serves the Privacy Officer for review and consultation with legal counsel.

The Texas Penal Code aso contains provisions prohibiting the unauthorized access of
computer systems, which is designed to punish and deter computer crime. In compliance with the
Texas law as well as the security standards from the HIPAA , the Hospital prohibits unauthorized
access to its computer system, either directly or by network or telephone. Anindividual who does
not have a legitimate password will be held to know that access is unauthorized. The Hospital
prohibits the destruction or corruption of electronically stored or processed data. Persons who

violate these rules will be prosecuted to the full extent of the law.
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2.11 Discrimination

The Hospital and its affiliates are committed to a policy of nondiscrimination and equal
opportunity for all qualified applicants and employees, without regard to race, color, sex, religion,
age, national origin, ancestry, disability, veteran status or any other illegal criteria. Our policy of
non-discrimination extends to the care of patients. Discrimination may also violate state and/or
federal anti-discrimination lawsand trigger substantial civil pendties. If anemployeefeelsheor she
or any patient has been discriminated against or harassed on the basis of hisor her race, color, sex, or
other protected category, he or she should contact the Hospital Administrator or the Director of
Human Resources so that an investigation may beinitiated in accordance with Hospital policiesand
procedures. A patient who feels he or she has been the subject of unlawful discrimination or
harassment is encouraged to contact the Patient Representative, who will refer the matter to the
appropriate Hospital personnel for investigation.

The Hospital is aso strongly committed to complying with other federal and state laws
governing employment. These laws include: the Americans with Disabilities Act, the Employee
Retiree Income Security Act, the Labor Management Relations Act, the Age Discrimination in
Employment Act, the Fair Labor Standards Act, and the Immigration Reform and Control Act. The
Hospital’s personnel policies, including policies on discrimination and sexual harassment, also
addresstheseissuesand all employees are charged with familiarizing themsel ves with and adhering
to these policies. The human resources department can provide employees with information on the

applicable laws and policies and can direct questions to the proper person.
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2.12 Political Contributions

Direct political activities on behalf of the Hospital are prohibited by law. The Hospital may
not make any contributions -- whether direct or indirect -- to candidates for federa, state or local
office. Thus, the Hospital may not contribute any money, or lend the use of facilities or other
hospital equipment to candidates for federal, state or local office. Nor may the Hospital make
contributionsto political action committeesthat make contributionsto candidatesfor federal, state or
local office. The Hospital may not require any employees or professional staff members to make
any such contribution. Finally, the Hospital cannot reimburse its employees or professiona staff
members for any money they contribute to federal, state or local candidates or campaigns.

Violation of federal election laws carries potential criminal penalties of up to oneyear injail
and afine of $25,000 or three times the amount of theillegal contribution, whichever is greater.
Civil penalties also may be assessed. State law also contains similar penalties.

Consistent with its governmental status, the Hospital does not carry on "propaganda’ or
attempt to "influence legidlation." The Hospital and its representatives may not participate in or

intervene in any political campaign for or against any candidate.

Compliance Program Policy Manual 41



2.13 Purchasing

Purchasing decisions must be made in accordance with applicable Hospital policy. In
addition, the prohibitions discussed elsewhere in this Manual relating "Payments, Discounts, and
Gifts' apply to purchasing decisions made on behalf of the Hospital. Purchasing decisonsmust in
all instances be made free from any conflicts of interest that could affect the outcome. The Hospital
iscommitted to afair and objective procurement system, which resultsin the acquisition of quality

goods and services for the Hospital at afair price.
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2.14 Controlled Substances

The Hospital, through its pharmacy, is registered to compound and dispense narcotics and
other controlled substances. Improper use of these substancesisillegal and extremely dangerous.

The Hospita requiresthat its employees comply with the terms of the Hospital's controlled
substances registration and with federal and state laws regulating controlled substances. Under
Hospital policy, accessto controlled substancesislimited to personswho are properly licensed and
who have express authority to handle them. No health care practitioner may dispense controlled
substances except in conformity with state and federal laws and the terms of the practitioner's
license. Employees should carefully follow record-keeping procedures established by their
departments and the pharmacy. Unauthorized manufacture, distribution, use, or possession of
controlled substances by Hospital employeesisstrictly prohibited, and will be prosecuted to thefull
extent of thelaw. Any employeewho knows of unauthorized handling of controlled substancesisto
provide the information immediately to his or her supervisor or the Compliance Officer.

The Texas Pharmacy Act and the Texas Controlled Substances Act, as well as regulations
promulgated by the Texas State Board of Pharmacy, aso govern the management, handling,
classification, and other i ssues pertaining to controlled substances, and all personnel working with or
handling controlled substances shall familiarize themselves with any such provisions which may
apply to them. Any questions concerning these statutes or regulations should be directed to the
pharmaci st-in-charge or the Compliance Officer.

Federal law may impose sentences of up to twenty years in prison and fines of up to

$1,000,000. If the Hospital or its employee is convicted under federal or state law of unlawfully
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manufacturing, distributing, prescribing, or dispensing a controlled substance, the Hospital can be

excluded from the Medicare and Medicaid programs.
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2.15 Reporting Requirements

Texas law contains various reporting requirements, some of which apply specifically to
Hospital personnel and some of which are applicableto the public at large. Thissectionisintended
to increase awareness of some of these reporting requirements. Specific questions about reporting
requirements must be addressed to the Compliance Officer, who shall consult with legal counsel in
order to determine whether areport should be madein specific circumstance. Individual personnel
must make themselves aware of the specific provisions governing these reporting requirements, as
many of these statutes contained immunities for making such reports. Failure to comply with the
provisions of the statute could result in awaiver of such immunities, and by the very nature of some
reporting requirements, may result in a breach of patient confidentiality, which could expose the
individual and the Hospital liable for damages.

Texas statutes contain provisions relating to required reporting of suspected abuse and
neglect cases. Statelaw requiresany person who hasreason to believe that achild or minor has been
subjected to abuse or neglect to report this to the appropriate authorities. Additionally,
"professionals" who have such a suspicion must make such a report or be subject to criminal
liability. There are also similar reporting requirements for suspected cases of abuse or neglect
involving an elderly person. The statutory requirements must berigidly adhered to in order to ensure
that the full extent of the immunities provided in this statute apply to the report and the person
making the report.

State law al so imposes certain requirementsfor reporting cases of communicablediseases. A

list of reportable communicable diseases should be maintained by the Hospital in order to address
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guestions regarding these reporting requirements. Reports of HIV/AIDS cases have very specific
confidentiality and reporting requirements under statelaw and must berigidly adhered toin order to
minimize exposure to potential liability in such cases.

Hospital personnel and other professionals are also required to report gunshot wounds to
appropriate law enforcement personnel.

Finally, many health care professionals employed by or on staff at the Hospital are governed
by their own licensing acts. Often, these acts contai n reporting requirementsfor individual licensees
whose conduct may not be in accordance with the standards provided for in the licensing act or in
agency rulesand regulations. Individua licensed personnel should familiarize themsel veswith these
requirements to ensure that they will be in compliance with their licensing acts and not subject to

disciplinary action for failing to make arequired report.
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2.16 Waste Disposal and Environmental Issues

A hospital produces waste of various types. The Hospital is committed to safe and
responsible disposal of biomedical waste and other waste products. Compliance with applicable
federal and state environmental regulations requires ongoing monitoring and care. The Hospital uses
biohazard labels and biohazard containers for the disposal of infectious or physically dangerous
medical or biological waste. Failure to properly dispose of this waste could result in significant
penalties to the Hospital. Employees who come into contact with biological waste should be
familiar with the Hospital's medical waste policy and procedures, and should report any deviations
from the policy to their supervisor or the Compliance Officer.

The Hospital complies with the Clean Air Act, the Clean Water Act, the Resource
Conservation and Recovery Act, and other federal and state laws and regulations governing the
discharge of Hospital waste. If any employee suspects noncompliance or violation of any of these
requirements, the circumstances should be reported to a supervisor or to the Compliance Officer.
Spills and releases of hazardous materials must be reported immediately, so that necessary reports
can be made and cleanup can be initiated.

The Hospital supports ongoing legal and technical review to identify and correct
environmental problems. The Hospital will initiate environmental assessments and compliance
audits as appropriate. Failure to prevent, report, or correct environmental problems can result in
criminal and civil penalties as high as $50,000 per day per violation, imprisonment for up to two
years, or both. Even merely negligent violations can result in imprisonment and substantia finesif

they pose a serious threat to human health.
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2.17 Fund-Raising

In furtherance of its purposes, the Hospital may from time-to-time conduct fund-raising
activities through the Llano Memorial Hospital Foundation (the “Foundation”) or otherwise.
Hospital policy requiresthat all solicitation of contributionsfor the Hospital or itsaffiliates must be
duly authorized by the Administrator or the Board of Directorsor conducted through the Foundation.
The Hospital does not authorize any employee or other individua to use the Hospital's or the
Foundation’s name in any fund-raising activities not approved or authorized.

Itisillegal for any employee or representative of the Hospital to make any false, deceptive,
or misleading statement in connection with a solicitation of funds or a sale of goods or servicesto
benefit the Hospital. It isagainst Hospital policy to use any sponsor or endorsement in connection

with fund-raising activities unless the sponsor or endorsement has been verified.
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2.18 Conflicts of Interest

Hospital employeesshould avoid al potential conflicts of interest. Adherenceto thispolicy
ensures that the Hospital's employees act with total objectivity in carrying out their duties for the
Hospital.

To thisend, Hospital employees may not be employed by, act as a consultant to, or have an
independent business rel ationship with any of the Hospital's service providers, competitors, or third
party payors. Nor may employeesinvest in any payor, provider, supplier, or competitor (other than
through mutual funds or through holdings of less than 0.5 percent of the outstanding shares of
publicly traded securities) unlessthey first obtain written permission from the Compliance Officer.

Employees should not have other outside employment or businessintereststhat placethemin
the position of appearing to represent the Hospital, providing goods or services substantially similar
to those the Hospital provides or is considering making available, or lessening their efficiency,
productivity, or dedication to the Hospital in performing their everyday duties.

Employees may not use Hospital assets for personal benefit or persona business purposes.
Employees may not have an interest in or speculatein products or real estate the val ue of which may
be affected by the Hospital's business. Employees may not divulge or use the Hospital confidential
information -- such asfinancial data, payor information, computer programs, and patient information
-- for their own personal or business purposes.

Any personal or business activities by an employee that may rai se concernsa ong theselines
must be reviewed with, and approved in advance, by the employee's immediate supervisor or the

Compliance Officer.
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In order for the Hospital to comply with requirements of the Medicare program, every
employee must notify the human resources director or the Compliance Officer if heor shewasat any
time during the year preceding his or her employment with the Hospital employed by the Medicare
intermediary or carrier. An employee's failure to make this disclosure at the time of employment

could cause the Hospital to lose its right to participate in Medicare.

Compliance Program Policy Manual 50



2.19 Independent Contractors & Vendors

TheHospital purchases goods and servicesfrom many consultants, independent contractors,
and vendors. TheHospital'spolicy isthat all contractorsand vendorswho provideitemsor services
to the Hospital must comply with all applicablelawsand Hospital policies. Each consultant, vendor,
contractor, or other agent furnishing items or servicesworth at least $25,000 per year shall be given
a notice of the Hospital's Compliance Program Policy. To the extent possible, contracts with
consultants, vendors, independent contractors or other agents of the Hospital shall include a
statement that the contractor shall comply with al applicable state and federal laws and Hospital
policies. Contractors should bring any questions or concerns about Hospital practice or their own
operations to the Compliance Officer.

Hospital employees who work with consultants, contractors, and vendors or who process
their invoices should be aware that the Hospital's compliance policies apply to those outside
companies aswell. Employees are encouraged to monitor carefully the activities of contractorsin
their areas. Any irregularities, questions, or concerns on those matters should be directed to the

Compliance Officer.
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2.20 Federally Funded Grants

The Hospital from time to time receives federal grants. Federa regulations impose duties
and obligations upon therecipients of federal grants. Asarecipient institution, the Hospital expects
its personnel to abide by all applicable federal regulations, including but not limited to regul ations
relating to accurate reporting and appropriate expenditure of grant funds. Questions relating to
matters concerning federal grants should be directed to the Chief Financial Officer to ensurethat all

regulations are observed.
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ThisCompliance Program Policy M anual wasdeveloped by the Texas Or ganization of
Rural and Community Hospitals (“TORCH”) with the assistance of the law firm of DAVIS &
WILKERSON, P.C. of Austin, Texas (“DAVIS & WILKERSON”). A compliance program, in
order to be and remain effective, involves educating employees and staff members on the
procedures embodied by the policy manual and the substantive compliance concepts. The
specific educational toolsrequired to implement the program and maintain legal compliance
are beyond the scope of the policy manual, and must be developed under the auspices of the
Compliance Committee, with or without the use of outsideconsultantsor experts. An effective
program also requires monitoring and updating the program as legal requirements or the
Hospital’s circumstances change. Neither TORCH nor DAVIS & WILKERSON assumesor
retainsany responsibility for initial or continued assistance, monitoring, updatingor providing
advise or counsel to the Hospital with respect to implementing and/or maintaining its
compliance program, and no attorney-client relationship has been established between
Hospital and DAVIS & WILKERSON, P.C. by virtue of any aspect of DAVIS &
WILKERSON’s involvement in the development of this Policy Manual.

For moreinformation on compliance programs, please contact Kevin Reed or Stephen
Wohleb at DAVIS & WILKERSON, P.C., 600 Congress Avenue, Suite 200, Austin, Texas

78701, phone 512/482-0614, fax 512/482-0342.
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