8§ 4301. Organization of corporation; purposes; board of directors. (a)
A corporation may be organi zed under the not-for-profit corporation |aw,
and a consuners' cooperative stock corporation nmay be organi zed under
article two of the cooperative corporations |law, for the purpose of
furni shing nmedi cal expense indemity, dental expense indemity, hospita
service, or health service or, upon conpliance with the applicable
provi si ons of subsection (h) of this section, both nedical expense
i ndemnity and hospital service, to persons who becone covered under
contracts with such corporations.

(b) (1) Medical expense indemity shall consist of reinbursenent for

(A) medical care provided through |icensed physicians,

(B) dental care provided through Iicensed dentists,

(C) optonetric care provided through |icensed optonetrists,

(D) podiatrical care provided through |icensed podiatrists,

(E) chiropractic care provided through |icensed chiropractors,

(F) psychiatric or psychol ogi cal services provided through physici ans,
psychiatrists or certified and regi stered psychol ogi sts,

(G physical and occupational therapy care provided through |icensed
physi cal and occupational therapists upon the prescription of a
physi ci an,

(H) nursing service,

(I') speech-Ianguage pat hol ogy or audi ol ogy services provided through
| i censed speech-| anguage pat hol ogi sts or audi ol ogi sts, provided however,
t hat nothing contained herein shall be construed to prohibit a contract
fromrequiring said service from being perfornmed pursuant to a nedi cal
order or simlar or related service of a physician, in which case
coverage need not be provided for any tests, evaluations or diagnoses if
such tests, evaluations or diagnoses have al ready been provided by or
t hrough a physician within twelve nonths of the referral or order from
t he physician. However, nothing herein shall be construed as preventing
a corporation fromcovering nore than one test or evaluation provided by
a speech-1anguage pat hol ogi st or audiol ogist within a twel ve-nonth
peri od where such tests or evaluations is ordered by a physician as
medi cal |y necessary. Nor shall anything herein be construed as
prohibiting the limtation of such services, where covered, to specified
settings other than offices, such as hospitals or to services provided
by such professionals as part of a home care agency's services,



(J) necessary appliances, drugs, nedicines and supplies, and

(K) bio-analytical or clinical |aboratory exam nations and reports
t hereof reported to a physician, osteopath, dentist, optonetrist,
podi atrist, chiropractor or physical therapist made by any privately
oper at ed bi oanal ytical or clinical |aboratory.

(2) It is not mandatory that a contract issued by a nedical expense
i ndemnity corporation provide for and offer all of the services
her ei nabove descri bed, but when any service is provided which can be
performed by nore than one of the practitioners hereinbefore referred
to, benefits under the contract shall be provided regardl ess of which
practitioner performed the service, provided that the performance of
such service was within the scope of the |license of such practitioner.
Unl ess such contract shall otherw se provide there shall be no
rei mbursenent for ophthalmc materials, |enses, spectacles, eyegl asses,
and/ or appurtenances thereto.

(3) Every nedical expense indemity corporation shall be open to the
partici pation of |icensed physicians, podiatrists, chiropractors,
optonetri sts, physical and occupational therapists, speech-|anguage
pat hol ogi sts, audi ol ogi sts, and dentists, certified and registered
psychol ogi sts without discrimnation against schools of nedical
practice, podiatry practice, chiropractic practice, optonetric practice,
physi cal and occupational therapy practice, dental practice,
speech- | anguage pat hol ogy practice (subject to the permitted limtations
of paragraph one of this subsection), audiology practice (subject to the
permtted limtations of paragraph one of this subsection), and
psychol ogi cal training as defined in the education | aw

(c) Dental expense indemity shall consist of reinbursenent for dental
care provided through licensed dentists and of furnishing necessary
appl i ances, drugs, nedicines, and supplies, prosthetic appliances,
ort hodonti ¢ appliances, precious netal and ceram c restorations.

(d) (1) Hospital service shall consist of in-patient hospital care and
out - patient hospital care when such hospital care is provided through a
hospital which is maintained by the state or any of its political
subdi vi si ons, or maintained by a corporation organized for hospital
pur poses under the laws of this state, or such other hospitals as shal
be designated by the state departnent of health, and hospitals of other
states subject to the supervision of such other state, conval escent care



provi ded by any conval escent institution, or nursing care provided by
any nursing hone.

(2) A hospital service corporation may al so provide rei nbursenent for
expenses incurred outside of the hospital, conval escent institution or
nursi ng home, for nursing service, necessary appliances, drugs,
medi ci nes, supplies, and any other services which would have been
avai lable in the hospital, conval escent institution or nursing hone
(excl udi ng physicians' services), whether or not provided through a
hospital, conval escent institution or nursing hone.

(3) A hospital service corporation may al so furnish rei nbursenent for
anbul ance servi ce expenses.

(e) (1) Health service, as used in this article, shall consist of the
types of services referred to in this section.

(2) A health service corporation, in any hospital, facility or center
directly operated by it may provide hospital or nedical care to persons
ot her than persons covered under contracts issued by such corporation.

(3) A health service corporation may:

(A) exercise all of the powers of a nedical expense indemity, denta
expense indemmity and hospital service corporation;

(B) organi ze, manage and pronote a heal th nai ntenance organi zati on as
such termis defined in article forty-four of the public health | aw,

(C contract or otherwise act jointly with a hospital corporation
organi zed under article twenty-eight of the public health |aw, a
hospi tal service corporation organized pursuant to this article, a
heal t h mai nt enance organi zati on possessing a certificate of authority
pursuant to article forty-four of the public health | aw, a professional
service corporation organi zed under article fifteen of the business
corporation law, a university faculty practice corporation organized
under section fourteen hundred twelve of the not-for-profit corporation
|l aw or a partnership for the purpose of organizing, managi ng and
pronoti ng such prepai d conprehensive health services plan;

(D) contract or otherwi se act jointly with an i nsurance conpany,
aut hori zed to do an accident and health insurance business in this
state, for the purpose of organizing, nmanagi ng and pronoting such a
heal t h mai nt enance organi zati on.

(4) A health service corporation engaged in providing nedical care
t hrough nedi cal groups, hospital services and dental care, nay include



as a conmponent of its rate a sumof five per centum of such rate to be
used for the purchase or construction of facilities for the conduct of
its business, and for the inplenentation of its program or for naking
| oans for the purposes of inplenenting the program of such corporation.

(5) To encourage the developnent in this state of health mai ntenance
organi zations as such termis defined in article forty-four of the
public health law, the superintendent may nodi fy any requirenent
applicable to health service corporations and ot her corporations
organi zed under this article to permt such corporations to nmake fuller
use of their resources in the devel opnment of such plans, including the
acqui sition and construction of hospitals, nedical service centers and
other health facilities and the equi prent therefor, subject to such
limtations as the superintendent shall deem necessary or proper to
ensure the performance of contracts issued by such corporations and to
protect the interests of persons covered under such contracts.

(6) Any other corporation subject to the provisions of this article
may by appropriate anendnent to its certificate of incorporation becone
a health service corporation.

(f) No foreign or alien medical expense indemnity corporation, denta
expense indemmity corporation, health service corporation, or hospital
service corporation shall be authorized to do business in this state. No
person, firm association or corporation shall in this state furnish or
contract to furnish nmedical expense indemity, dental expense indemity,
hospital service or health service under any insurance plan unless
aut hori zed so to do under the provisions of this chapter.

(g) Two or nore corporations organi zed pursuant to the provisions of
this article may, upon conpliance with the applicable provisions of
article seventy-one of this chapter, consolidate, if the superintendent
finds that such consolidation will pronote the public interest. No
corporation resulting fromany such consolidation shall operate in any
county in which none of the corporations so consolidated was enpowered
to operate imediately prior to such consolidation

(h) A nedical expense indemity corporation or a hospital service
corporation may, pursuant to a plan submtted to and approved by the
superintendent, furnish both nmedical expense i ndemmity and hospit al
service benefits, as these are defined in subsections (b) and (d) of
this section, by anmending its certificate or act of incorporation in the



manner provided in the applicable provisions of the not-for-profit
corporation | aw and the cooperative corporations |aw. Except as the
context otherw se requires, a corporation witing both nmedical expense
i ndemnity and hospital service benefits shall be subject to all of the
provisions of this article applicable to nmedical expense indemity and
hospi tal service corporations.

(i) Subject to the provisions of the precedi ng subsections, a hospital
service corporation and a nedi cal expense indemity corporation and a
dental expense indemity corporation or any two of such corporations nay
i ssue a conbined contract providing for hospital service, nedical
expense indemity or dental expense indemity, but no one of such
corporations shall issue any such conbi ned contract unless it conplies
with the applicable provisions of subsection (h) hereof. A hospital
service corporation and a nedi cal expense indemity corporation and a
dental expense indemity corporation or any two of such corporations nay
underwite jointly in such a conbined contract such benefits as each
m ght otherw se individually provide under this article. Any one of such
corporations may act as agent for the other w thout being required to
obtain a |license as an agent under article twenty-one of this chapter.

(j) (1) Except as provided in this subsection, no nedical expense
i ndemnity corporation, dental expense indemmity corporation, health
service corporation, or hospital service corporation shall be converted
into a corporation organized for pecuniary profit. Every such
corporation shall be naintained and operated for the benefit of its
menbers and subscribers as a co-operative corporation.

(2) An article forty-three corporation which was the subject of an
initial opinion and decision issued by the superintendent on or before
Decenber thirty-first, nineteen hundred ninety-nine, as the sane may be
anended or one or nore article forty-three corporati ons whose main
of fices on January first, two thousand seven were | ocated in one of the
counties listed in section one thousand two hundred sixty-two of the
public authorities law and its or their not-for-profit subsidiaries
(including, without Iimtation, any such subsidiary licensed as a health
service corporation pursuant to this chapter or as a health naintenance
organi zati on organi zed pursuant to article forty-four of the public
health | aw), hereinafter referred to in the singular, may be converted
into one or nore corporations or other entities organized for pecuniary



profit, or into one or nore for-profit organizations, in any such case,
i n accordance with the provisions of section seven thousand three
hundred seventeen of this chapter.

(3) For the purposes of this subsection and section seven thousand
t hree hundred seventeen of this chapter, "public asset" shall nean
assets representing ninety-five percent of the fair market val ue of the
corporation seeking to convert into a corporation or other entity
organi zed for pecuniary profit pursuant to paragraph two of this
subsection; provided, however, that for the purposes of the conversion
of a corporation or corporations after the effective date of the chapter
of the laws of two thousand seven which anended this paragraph, "public
asset" shall nmean assets representing ninety percent of the fair narket
val ue of the corporation or corporations. Fair nmarket value, as defined
i n subsection (I) of section seven thousand three hundred sevent een of
this chapter, shall be determi ned as of the date the superintendent
approves the conversion transaction pursuant to subsection (f) of
section seven thousand three hundred seventeen of this chapter.

(4) In addition to any other requirenents of law, rule or regul ation,
the follow ng requirenents shall be applicable to the public asset:

(A) The public asset shall be transferred to the fund established
pursuant to subsection (e) of section seven thousand three hundred
seventeen of this chapter and the public asset shall be irrevocably
dedi cated to the purpose as set forth in such section;

(B) There is hereby established a board for the purpose of advising
and maki ng decisions with respect to the investnent of assets and noneys
in the fund created pursuant to subsection (e) of section seven thousand
t hree hundred seventeen of this chapter. Such board shall be conposed of
five menbers appointed as follows: three nenbers shall be appointed by
t he governor; one nenber appointed by the tenporary president of the
senate; and one nenber appointed by the speaker of the assenbly. Each
menber of the board shall be appointed for a termof three years and may
be reappointed at the end of said termby the sane person that nade the
original appointnent. A vacancy in the nenbership of the board shall be
filled for the unexpired portion of the termprovided for by the
original appointnent by the sane person that nade the original
appoi ntment. Each nmenber nay be renoved, other than upon the expiration
of his or her term only for neglect of duty, m sconduct or other good



cause. Each nenber of the board shall be a nenber of the public with
know edge and expertise in capital narkets and a denonstrated conm tnent
to ensuring continued access to, and availability of, health care
services and may not be an officer or enployee of the state or any
muni ci pal subdi vi si on t hereof;

(C© The nenbers shall serve w thout conpensation for their services as
menbers, but shall be entitled to reinbursenment for actual and necessary
expenses incurred in the performance of their official duties. Such
menbers, except as ot herw se provided by |aw, nmay engage in private
enpl oynment, or in a profession or business;

(D) The board and its corporate existence shall continue until there
are no |l onger any assets or noneys in the fund created pursuant to
subsection (e) of section seven thousand three hundred seventeen of this
chapter avail able for distribution;

(E) The affirmative vote of three of the nenbers shall be necessary
for the transaction of any business or the exercise of any power or
function of the board. The board may del egate to one or nore of its
menbers, or its agents, such powers and duties as it nay deem proper

(F) The board shall have the power to:

(i) direct, in consultation with the director of the division of the
budget regarding the anticipated schedul e of paynents to the state, the
manner in which noneys in the fund created pursuant to subsection (e) of
section seven thousand three hundred seventeen of this chapter are
i nvested so as to maxim ze the value of the assets in such fund
consistent with the board's statutory obligation to direct disbursenents
as described below and in subsection (e) of section seven thousand three
hundred seventeen of this chapter;

(ii) direct that disbursenents be made from such fund in accordance
with the direction of the director of the division of the budget and as
described in subsection (e) of section seven thousand three hundred
seventeen of this chapter; and

(iii) make and execute contracts and all other instrunments, and to
exerci se such other powers, necessary or convenient for the exercise of
its powers and functions.

In directing investnents pursuant to this subparagraph, the board
shall not be limted by any restrictions on investnents contained in any



ot her section of law, subject only to the board' s obligations and the
consi derations set forth above;

(G (i) Neither the nenbers of the board nor any agent or other person
or persons acting on its behalf, while acting within the scope of their
authority as nenbers or agents of the board, shall be subject to any
personal liability resulting fromthe carrying out of the powers
conferred hereunder, and (ii) the provisions of section seventeen of the
public officers law shall apply to nenbers of the board and agents or
ot her persons acting on its behalf, in connection with any and al
cl ai ms, denmands, suits, actions or proceedi ngs which nmay be nade or
brought agai nst any of them arising out of any determ nation made or
actions taken or onmtted to be taken in conpliance with any obligations
under or pursuant to the terns of this section or section seven thousand
t hree hundred seventeen of this chapter. The provisions of this
subpar agr aph shall be severable fromand shall survive any | ega
challenge to the legality, validity, or constitutionality of this
secti on;

(H) Any action or proceeding in which any question arises as to the
validity of any provision in this subsection or in section seven
t housand three hundred seventeen of this chapter, shall be preferred
over all other civil causes except election causes in all courts of the
state of New York and shall be heard and determined in preference to al
ot her civil business pending therein except el ection causes,

i rrespective of position on the calendar. The sanme preference shall be
granted upon application of counsel to the board in any action or
proceedi ng questioning the validity of any provision herein in which he
or she may be allowed to intervene;

(I') To assist in carrying out its functions, the board shall be
authorized to hire independent financial, |egal and other experts and
consul tants;

(J) Inconsistent provisions of other |aws are superseded. Insofar as
any provision in this section is inconsistent with the provisions of any
ot her law, general, special or local, the provisions in this section
shall be controlling;

(K) This section, being necessary for the welfare of the state and its
i nhabitants, shall be liberally construed so as to effectuate its
pur poses;



(L) Each nenber of the board shall be and shall remain i ndependent of
any control or influence by the surviving corporation or other surviving
entity organi zed for pecuniary profit and its affiliates and successors.
Such requirenent shall not prevent the board fromvoting its equity
shares in the for-profit organization in accordance with the voting and
shar ehol ders rights agreenent. No person who is an officer, director or
enpl oyee of the corporation seeking conversion at the tine such
corporation applies to the superintendent for perm ssion to convert
shal | be a nenber of the board,

(M The board shall establish formal mechani sns to avoid conflicts of
i nterest;

(N) The board shall enter into an asset preservation agreenent with
t he converted corporation; and

(O Notwithstandi ng any other provision of law, the board shall direct
t hat such proceeds of the public asset are disbursed in accordance with
direction fromthe director of the division of the budget and
transferred to the credit of the tobacco control and insurance
initiatives pool, or its successor to be used for the exclusive purposes
provi ded therein.

(P) Section one hundred twelve of the state finance |law shall apply to
the fund established pursuant to subsection (e) of section seven
t housand three hundred seventeen of this chapter and its board solely
and exclusively with respect to procurenent contracts for consulting and
prof essi onal services recommended for award by the fund after June
twenty-third, tw thousand five; provided that all such contracts
recommended for award by the fund on or before June twenty-third, two
t housand five shall be valid and effective in accordance with their
terns.

(Q Section one hundred twel ve of the state finance |aw shall not
ot herwi se apply to the fund established pursuant to subsection (e) of
section seven thousand three hundred seventeen of this chapter and its
board except as provided in subparagraph (P) of this paragraph. Wthout
in any way |limting the foregoing, section one hundred twelve of the
state finance | aw specifically shall not apply to any and all agreenents
such fund, its board, or any nedical expense indemmity corporation,
dental expense indemity corporation, health service corporation or
hospi tal service corporation that has converted to for-profit status



pursuant to this section and section seven thousand three hundred
seventeen of this chapter, nmay enter into, or has entered into, in
connection with, or in anticipation of, sales of stock including, but
not limted to, any and all underwriting agreenents, pricing agreenents
and ot her docunents related to such sales of stock or stock offerings,
whet her such agreenents are entered into in connection with initial
public offerings or subsequent public or private sales of stock

(R Al disbursenents fromthe fund established pursuant to subsection
(e) of section seven thousand three hundred seventeen of this chapter
shall be made pursuant to the provisions of this section and section
seven thousand three hundred seventeen of this chapter w thout an
appropriation. The provisions of this section and section seven thousand
t hree hundred seventeen of this chapter shall be controlling, any other
general , special or local law inconsistent therewith notw thstanding.

(5) For the purpose of this subsection and section seven thousand
t hree hundred seventeen of this chapter, "charitable asset” shall nean
assets representing five percent of the fair nmarket value of the
corporation seeking to convert into a corporation or other entity
organi zed for pecuniary profit pursuant to paragraph two of this
subsection; provided, however, that for the purposes of the conversion
of a corporation or corporations after the effective date of the chapter
of the laws of two thousand seven whi ch anended this paragraph,
"charitabl e asset” shall nean assets representing ten percent of the
fair market value of the corporation or corporations. Fair market val ue,
as defined in subsection (1) of section seven thousand three hundred
seventeen of this chapter, shall be determ ned as of the date the
superi ntendent approves the conversion transaction pursuant to
subsection (f) of section seven thousand three hundred seventeen of this
chapter. If one hundred percent of the stock is not transferred in
connection with the conversion transaction, the proportion of stock to
cash that is distributed as the charitable asset shall be the sane as
the proportion of stock to cash that is distributed as the public asset.

(k) (1) The board of directors of each health service, hospital
service or medical expense indemity corporation subject to this article
shal | be conposed of persons who are representative of the nenber
hospitals or |icensed nedical professionals of such corporation, persons
covered under its contracts and the general public. The board of



directors of such corporations may al so include persons who are

enpl oyees of such corporations and who al so serve as officers of such
corporations. Not nore than one-fifth of the directors of any such
corporation shall be persons who are licensed to practice nedicine in
this state (other than physicians enployed on a full-tine basis in the
fields of public health, public welfare, nedical research or nedical
education) or who are trustees, directors or enployees of a corporation
organi zed for hospital purposes, or any conbination thereof. Not nore
t han one-eighth of the directors of any such corporation shall be
persons who are enpl oyees of such corporation and who al so serve as

of ficers of such corporation. Any person who is an officer of such
corporation but not an enpl oyee of such corporation shall be considered
under one of the other classifications of directors set forth in this
section, as appropriate. Wienever the nmaxi mum nunber of directors in
either of the classifications set forth in the precedi ng sentences

i ncludes a fractional nunber equal to or greater than one-half, the
nunber shall be rounded to the next greater whol e nunber. \Wenever the
maxi mum nunber of directors in either of the classifications set forth
in the preceding sentences includes a fractional nunber |ess than

one- hal f, the nunmber shall be rounded to the next |esser whol e nunber.
O the directors not included in the classifications set forth in the
precedi ng sentences,

(A) one-half in nunber, as nearly as possible, shall be persons
covered under a contract or contracts issued by such health service,
hospi tal service or nedical expense indemmity corporation, and who are
generally representative of broad segnents of such covered persons, and

(B) one-half in nunber, as nearly as possible, shall be persons whose
background and experience indicate that they are qualified to act in the
broad public interest, whether or not they are persons covered under a
contract or contracts issued by such health service, hospital service or
nmedi cal expense indemmity corporation.

(C A person who, or whose spouse or mnor child, is an officer,
director, or owner of nore than ten per centum of the stock of a
corporati on whose aggregate sales to hospitals and |icensed nedi cal
professionals and to facilities of a health service, hospital service or
nmedi cal expense indemity corporation exceed five per centumof its
total sales may not serve as a director under subparagraph (A) or (B)



her eof .

(D) Each such health service, hospital service or nedical expense
i ndemnity corporation shall have an executive commttee the nenbers of
whi ch shall be conposed, as nearly as possible, of representatives of
any nmenber hospitals or licensed nmedical professionals of such
corporation, enployee-officers of such corporation, persons covered
under its contracts and the general public in the same proportions as
t he nenbership of the board of directors.

(E) The board of directors of a health service, hospital service or
nmedi cal expense indemity corporation with a conbined prem um vol une
exceeding two billion dollars annually as of Decenber thirty-first,
ni net een hundred ninety-six shall, in addition to its other
responsi bilities, have responsibility for ensuring that the corporation
i npl enments and nai ntains effective standards and procedures for
operating efficiency and for quality of consuner service and cl ains
payment, including but not limted to coordination of benefits and fraud
prevention and shall establish one or nore commttees conprised solely
of directors who are not officers or enpl oyees of the corporation. Such
committee or committees shall have responsibility for reconmendi ng the
sel ection of independent certified public accountants, review ng the
corporation's financial condition, the scope and results of the
i ndependent audit and any internal audit, nom nating candi dates for
director for election by nenbers, and eval uating the performance of
of ficers deened by such comrittee or comrittees to be principal officers
of the conmpany and reconmending to the board of directors the selection
and conpensation of such principal officers.

(2) (A Conpliance with the provisions of paragraph one hereof shal
be under the supervision of the superintendent.

(B) Wthin ten days after a vacancy in the board of directors of a
heal th service, hospital service or nedical expense indemity
corporation shall occur, such corporation shall notify the
superintendent in witing that such vacancy exists. Not nore than ten
days after the election of a person as a director of a health service,
hospital service or nedical expense indemity corporation, such
corporation shall furnish, in witing, the following information to the
superintendent: the name and address of the person so el ected; whether
such person is representative of any nenber hospital or |icensed nedical



prof essi onal of such corporation or persons covered under its contracts
or the general public and qualified to serve pursuant to the provisions
of paragraph one hereof or is an enployee-officer of such corporation;
and a bi ographi cal statenment concerning such person. If the
superintendent finds, after a hearing, that the conposition of the board
of directors of a health service, hospital service or nedical expense

i ndemnity corporation is not in conpliance with the provisions of

par agr aph one hereof, he may direct that such board of directors be
reconstituted in accordance with his finding.

(3) No person who has served as a director of any corporation subject
tothis article for ten consecutive years shall thereafter be el ected
for an additional termof office as such until at |east one year has
el apsed since the expiration of his prior termof office. The precedi ng
sentence shall not apply to a director of any corporation subject to
this article who is an enpl oyee of the corporation and who al so serves
as an officer of the corporation. The superintendent, upon application
by a corporation subject to the provisions of this article, may waive
the ten year limt in this paragraph for a non-enpl oyee serving as
chairman of its board of directors.

(4) A director of a corporation subject to this article shal
automatically forfeit his office if (i) he fails to attend at | east one
of the regular neetings of the board of directors held during any period
of eighteen consecutive nonths, or (ii) unless excused by the board of
directors of which he is a nenber, which action shall be entered on the
m nutes of such board, it shall appear at the end of any cal endar year
that he failed to attend at | east one-half of the regular neetings of
such board held in such cal endar year. A director whose office becones
vacant pursuant to the provisions of this paragraph shall not be
eligible for election to such office for a period of one year fromthe
date the vacancy occurred.



