UNI TED STATES BANKRUPTCY COURT
FOR THE DI STRI CT OF PUERTO RI CO

- - - - X

In re: :

HMCA (Carolina), |NC : BK No. 90-03402( ANV)
Debt or Chapter 11

- - - - - - - - - - - - - - - X

In re:

HMCA (PR), | NC. ; BK No. 90-03403( ANV)
Debt or Chapter 11

- - - - - - - - - - - - - - - X

ORDER TO SHOW CAUSE

These consol i dated cases arose | argely because of a series
of di sputes between Debtors and the Puerto Rico Departnent of
Health (“DOH’) relating to the operation by Debtor HMCA
(Carolina), Inc. of the Carolina Area Hospital (the “Hospital”)
pursuant to a contract between Debtor and the DOH. One of such
di sputes concerned the entitlenent to Medicare receivables
pertaining to the period in which Debtor operated the Hospital.
The bankruptcy proceedi ngs involved evidentiary hearings and
substantial litigation between Debtor and agencies of the
governnment of Puerto Rico. The disputes and the ensuing
wi t hhol ding of contractual paynments by the DOH not only
af fected Debtor’s estate in bankruptcy, but also adversely
affected the services offered by the Hospital to nedical
i ndi gent patients.

In 1991, after the bankruptcy had been filed and as part
of the ongoing dispute, DOH sent a witten ex parte

conmmuni cation to the Medicare fiscal internediary, Cooperativa
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de Seguros de Vida (“COSVI”) in a covert effort to interfere
with and affect COSVI's determnation of the Medicare
recei vabl es due Debtor for services rendered during Debtor’s
operation of the Hospital. On June 24, 1991, after affording
the DOH a full opportunity to be heard, this Court issued an
I njunction expressly prohibiting the DOH or its agents fromin
any way opposing, delaying or otherw se hindering Debtor’s
recei pt of outstanding Medicare receivables. This Court
expressly found that the DOH s conduct was willful,
exceptional ly outrageous, and had been designed in bad faith to
frustrate and interfere with Debtor’s reorganization efforts.
The Court further noted that the DOH had absolutely no regard
for the welfare of patients who were put at increased medi cal
risk as a result of its conduct. See Order of June 24, 1991
(Docket # 248) (hereafter referred to as the “Injunction”).

In the Injunction, this Court recognized that actual and
punitive damges were warranted against the DOH, assessed
attorneys’ fees against the DOH, issued an express permanent
prohi bition against recurrence of such conduct, and gave an
express warning that personal sanctions would be reconmended
for future violations. (Docket # 248 at p. 5).

Thereafter, Debtors and the Puerto Ri co governnment agenci es
reached a G obal Settlenent Agreenent, after which this Court
approved a Chapter 11 reorganization plan that involved the
transfer of the operation of the Hospital by the Debtor to the
DOH effective on mdnight of Septenber 30, 1992, and the
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retention by the Debtor of all Medicare receivabl es pertaining
to the period in which the Debtor operated the Hospital. A new
Medi care provider nunmber was issued to the DOH relating to
Medi care recei vabl es for services rendered after the Septenber
30, 1992 transfer date. Certain of the Debtor’s Medicare
cl ai ms under the prior provider nunmber relating to the period
in which the Debtor had operated the Hospital had been
initially denied by Medicare and remined subject to
litigation, negotiation and/or admnistrative proceedings
between the Debtor and the federal Health Care Financing
Adm ni stration (“HCFA”). However, it was crystal clear under
t he d obal Sett| ement Agr eenent , and t he approved
Reor gani zation Plan as presented to and discussed with the
Court with the participation of DOH and all parties in
interest, that Medicare receivables relating to the period in
whi ch the Debtor operated the Hospital were and would remain
t he property of the Debtor.

In 1997, HCFA deci ded that the Debtor was indeed entitled
to the aforenentioned disputed Medicare receivables, which
recei vabl es pertained to the period in which the Debtor was
operating the Hospital. In March 1997, this Court held a
heari ng directing payment of said receivables to the Debtor, so
as to be able to pronptly close this case. However, on April
10, 1997, the Secretary of DOH sent an ex parte letter to COSVI
(simlar to the 1992 letter that gave rise to the Injunction),

that had the clear effect of questioning Debtor’s entitlenent
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to such Medicare receivables and interfering therewth.
Thereafter, DOH <claimed entitlenment to said Medicare
recei vabl es before this Court. After such matter was (again)
fully litigated and (again) decided adversely to the DOH, this
Court inmposed sanctions on the DOH and personal sanctions
agai nst i ndi vidual s who had participated in 1997 and thereafter
inthe process of claimng entitlenent to the Debtor’s Medicare
receivables. It was, and is, this Court’s intent to identify
the individual person(s) who were involved in those
cont enpt uous acts, as well as the extent in which they were or
shoul d have been (personally or constructively) aware of the
Injunction that was violated, or failed to take reasonable
steps to prevent the | aw ess pursuance of assets in which the
DOH cl early had no stake.

After initial discovery ordered by the Court was conduct ed
on this matter, an evidentiary hearing was held on April 28 and
29, 2004. From the exhibits and testinmony rendered at that
hearing, it was disclosed that certain additional persons other
than those who testified therein may have been involved or
participated in the process that resulted in the DOH s bad
faith efforts to intercept the Debtor’s Medicare receivables in
1997 and thereafter.

Accordingly, inasmuch as the persons named bel ow may have
evidence relevant to the instant proceedings, or could
potentially have a direct involvenment in the matters that are

the object of the Court’s investigation, the follow ng persons



BK No. 90-03402(ANV); BK No. 90-03403( ANV)
Dr. Carnmen Feliciano de Mel ecio
Rei na Col 6n de Rodriguez
O ga Rodriguez Castro
Il eana Col 6n Carl o
Bl anca Mera Roure

are hereby ORDERED TO SHOW CAUSE in writing, by no later than

February 18, 2005, setting forth:

(1) Whet her these individuals had any involvenent or
partici pati on what soever in the process that culmnated in
the DOH s claim and pursuance of Debtor’s Medicare
recei vables in 1997 and thereafter, and/or in the DOH s
April 10, 1997 letter to COSVI with respect to Medicare
recei vables of the Carolina Area Hospital relating to
services rendered therein during Debtor’s operation
t her eof . If so, the persons who are the object of this
Order are directed to provide, on or before February 18,
2005, a witten sumary no |onger than five (5) pages
describing the nature of their involvenment in such
matters. No other topics are to be discussed other than
the topic of the person’s involvenent in the DOH s claim
or pursuance in 1997 or thereafter of Medicare receivabl es
relating to services provided at the Hospital during the
Debtor’ s operation thereof.

(2) Whet her there is any reason that the aforenentioned
persons who are the object of this Order are precluded in
any way from testifying or giving evidence in the
continuation of the evidentiary hearing in this matter,
such as by assertion of privilege, or otherw se.

The evidentiary hearing onthis matter will resunme on April
19 and 20, 2005, at 9:30 a.m Any additional discovery desired
by the parties in interest, or by any of the above naned
parties, nmust be conpleted on or before March 31, 2005, and
shall be given priority and treated by the parties and the
Court on an expedited basis. Requests for continuances of the

evidentiary hearing date will not be entertained.
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The above nanmed persons are hereby given notice that the
present proceedi ngs are part of an investigation ordered by the
Court, and that if the evidence at the conclusion of the
I nvestigation est abl i shes their know ng or wi || ful
participation in acts that violated the Injunction, or that
they knowingly or wllfully interfered with the bankruptcy
process, sanctions (including nonetary penalties) may be
personal |y i nposed on them
Debtor is ordered to serve a copy of this Order to Show
Cause on the aforenmentioned persons no |ater than January 28,
2005, and to file an informative motion with the Court
certifying such service.

Dat ed at Provi dence, Rhode Island, this 20th day of

|
Arthur N. Votol ato
U. S. Bankruptcy Judge*

January, 2005.

*Of the District of Rhode Island, sitting by designation.
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