THE NONPROFIT HEALTH CARE CORPORATION REFORM ACT (EXCERPT)
Act 350 of 1980
Part 3

550.1301 Board of directors; powers and duties generally; appointment, qualifications, and terms of
members; vacancy; officer or employee as voting or nonvoting director; method of selection; definitions;
prohibition.

Sec. 301.

(1) The property and lawful business of a health care corporation existing and authorized to do business under
this act shall be held and managed by a board of directors to consist of not more than 35 members. The board shall
exercise the powers and authority necessary to carry out the lawful purposes of the corporation, as limited by this
act and the articles of incorporation and the bylaws of the corporation.

(2) Four voting members of the board shall be representatives of the public appointed by the governor by and
with the advice and consent of the senate. Two of those members shall be retired individuals 62 years of age or
older. The term of office of each representative of the public shall be 2 years, and until a successor is appointed and
qualified. If a vacancy occurs before the conclusion of a 2-year term, the appointment of a representative to
complete the term shall be made in the same manner as the original appointment.

(3) The board of directors shall consist of not more than 25% provider directors. In addition to physician and
hospital provider directors, not less than 1 provider director shall be a registered professional nurse who shall be
representative of licensees under part 172 of the public health code, Act No. 368 of the Public Acts of 1978, as
amended, being sections 333.17201 to 333.17242 of the Michigan Compiled Laws, and not less than 1 provider
director shall be representative of the provider whose services, in the 1984 calendar year in the case of an existing
health care corporation, or, in the calendar year immediately following incorporation in the case of a newly-formed
health care corporation, generated the largest number of benefit claims received by the corporation from its
subscribers. Other provider directors shall be as broadly representative of provider classes as possible.

(4) The bylaws of a health care corporation may authorize not more than 1 officer or employee of the
corporation to serve as a voting or nonvoting director.

(5) The remaining members of the board of directors shall include representatives of large subscriber groups,
medium subscriber groups, small subscriber groups, and nongroup subscribers, in proportions which fairly represent
the total subscriber population of the health care corporation. However, at least 3 directors shall represent
nongroup subscribers, at least 1 of whom shall be a retired individual 62 years of age or older, and at least 3
directors shall represent small subscriber groups. Large and medium subscriber groups shall be represented, to the
greatest extent possible, by an equal number of labor and management representatives and shall be categorized as
labor subscriber representatives or management subscriber representatives.

(6) The method of selection of the directors, other than the directors who are representatives of the public, and
additional provisions and requirements for further refinement or specification regarding the number of directors
comprising each component shall be specified in the bylaws. The terms of office of directors, other than the
directors who are representatives of the public, and the method for filling vacancies in those offices shall be
provided in the bylaws. However, if a term of office of more than 1 year is prescribed by the bylaws, at least 1/3 of
the members of the board shall be selected each year.

(7) The method of selection of each category of subscribers entitled to representation on the board under
subsection (5) shall maximize subscriber participation to the extent reasonably practicable. This subsection shall
permit, but not require, the statewide election of a director or member of the corporate body. The method of
selection shall neither permit nor require nomination, endorsement, approval, or confirmation of a candidate or
director by the corporate body, the board of directors, or the management of the health care corporation, or any
member or members of any of these. This subsection shall not apply to the selection of an officer or employee as a
director pursuant to subsection (4). This subsection shall not limit the rights of any director, member of the
corporate body, or employee or officer of the health care corporation to participate in the selection process in his or
her capacity as a subscriber, to the same extent as any other subscriber may participate.

(8) For the purposes of this section:

(a) "Health care provider" or "provider" includes:

(i) A person defined as a health care provider or provider in section 105(4); a person employed by a health care
facility, as defined in section 105(3); or a director, officer, or trustee of a health care provider, as defined in section
105(4), unless the person serves in that capacity as a representative selected by the same subscriber group or
collective bargaining representative which the person represents on the board of a health care corporation.

(i1) Except as provided in subdivision (b), a spouse, child, or parent of a health care provider who resides in the
same household.
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(iii) A person who receives more than 25% of his or her annual income through the provision of goods or
services to health care providers, or who is an employee, officer, trustee, or director of a firm or organization which
receives more than 25% of its annual income through the provision of goods or services to health care providers.

(b) For purposes of determining whether a director is a provider director, "health care provider" or "provider"
does not include a spouse, child, or parent of a health care provider who resides in the same household if all of the
following criteria are met:

(i) Not more than 1/3 of the total annual household income is earned by that health care provider.

(i) The term of office of the director commences in the 1988 calendar year.

(iii) Not more than 2 directors qualify for the exemption under this subdivision.

(9) A director shall not be an employee, agent, officer, or director of an insurance company writing disability
insurance inside or outside this state.

History: 1980, Act 350, Eff. Apr. 3, 1981 ;-- Am. 1988, Act 45, Imd. Eff. Mar. 11, 1988
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1302 Bylaws generally.
Sec. 302.

(1) The board of directors shall adopt initial bylaws and may amend or repeal those bylaws or adopt new bylaws,
subject to the prior approval or certification by the attorney general. The bylaws may contain any provision for the
regulation and management of the affairs of the health care corporation not inconsistent with the articles of
incorporation, this act, or any other applicable provision of law.

(2) The initial bylaws, and any new bylaws, amendments, or repealers shall be submitted to the attorney general
for review and approval. The attorney general shall approve the initial bylaws, new bylaws, amendments, or
repealers if the attorney general determines that they comply with this act.

(3) If the attorney general disapproves all or any part of the initial bylaws, new bylaws, amendments, or
repealers, he or she shall return them to the board with a written statement setting forth the reasons for the
disapproval and any recommendations for change which he or she may wish to suggest, not later than 30 days
following their receipt. Bylaws, amendments, and repealers not returned to the health care corporation within this
30-day period shall be considered to comply with this act and shall be considered approved.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1303 Meetings; required provisions in bylaws; notice; waiver; participation by conference telephone or
similar communications equipment; quorum; action by board; actions requiring majority vote; record roll
call vote; recording vote in minutes.

Sec. 303.

(1) Regular or special meetings of the board or a committee of the board shall be held within this state. With
respect to regular or special meetings of the board or a committee of the board, the bylaws shall include provisions
regarding all of the following:

(a) The minimum number of regular meetings to be held each year.

(b) The publication and advance distribution of an agenda, including provisions respecting the time and place of
the meeting and the business to be conducted.

(c) Voting procedures. The use of proxies and round robins shall not be allowed.

(2) Notice of a regular meeting shall be given at least 15 days before the meeting and notice of a special meeting
shall be given at least 24 hours before the meeting. Attendance of a director at a meeting constitutes a waiver of
notice of the meeting, except in cases in which a director attends a meeting for the express purpose of objecting to
the transaction of any business because the meeting is not lawfully called or convened.
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(3) Unless otherwise restricted by the articles of incorporation or bylaws, a member of the board or of a
committee designated by the board may participate in a meeting by means of conference telephone or similar
communications equipment by means of which all individuals participating in the meeting can hear each other.
Participation in a meeting pursuant to this subsection constitutes presence in person at the meeting.

(4) A majority of the members of the board then in office, or of the members of a committee thereof, constitutes
a quorum for the transaction of business, unless the articles or bylaws provide for a larger number. The vote of the
majority of members present at a meeting at which a quorum is present constitutes the action of the board or of the
committee, unless the vote of a larger number is required by this act, the articles, or the bylaws. The following
actions shall require the vote of not less than a majority of the members of the board then in office:

(a) Adoption of bylaws, amendments to bylaws, or repealers of bylaws.

(b) Adoption of articles of incorporation, amendments to articles, or repealers of articles.

(c) The proposal or establishment of rates or rating systems; the adoption of provider class plans or provider
contracts; or the adoption of compensation for officers of the corporation.

(5) The bylaws shall provide that a record roll call vote shall be taken at the request of any 5 board members.
The vote of each member shall be recorded in the minutes.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1304 Books, records, and minutes; copy of minutes; disclosure, publication, and dissemination of
minutes; compelling production of books or records.

Sec. 304.

(1) A health care corporation shall keep accurate books and records of account and minutes of the proceedings
of the board of directors of the health care corporation, committees of the board, and the corporate body. The
books, records, and minutes may be in written form or in any other form capable of being converted into written
form within a reasonable time. One copy of the minutes or draft minutes from each meeting of the board of
directors shall be transmitted to the commissioner within 15 days after the meeting was held. Upon the request of a
member of the board of directors, consistent with the board member's fiduciary duty under section 310, a subscriber
shall receive, within 15 days after receipt of the request, a copy of the minutes or draft minutes of 1 or more
meetings of the board, its committee, or the corporate body, and may be charged not more than the reasonable cost
of copying and postage.

(2) Minutes shall be kept and need not be disclosed, except to the commissioner as provided in section 603, for
those portions of meetings which are held for the following purposes:

(a) To consider the hiring, promotion, dismissal, suspension, or discipline of an employee.

(b) To consider the purchase, lease, or sale of real property.

(c) For strategy and negotiation sessions connected with the negotiations of a collective bargaining agreement
when either party requests a closed meeting.

(d) For trial or settlement strategy sessions in connection with specific contemplated or pending litigation. If
these sessions are with respect to litigation to which the commissioner or the attorney general is a party, minutes
regarding these sessions shall not be subject to examination and free access under section 603.

(e) To consider medical records of an individual.

(f) To consider the acquisition or disposal of certificates of stock, bonds, certificates of indebtedness, and other
intangibles in which the corporation may invest funds under section 206, if the information regarding proposed
acquisition or disposal may affect the price paid or received.

(g) To consider provider appeals when the provider has requested a closed hearing.

(h) To discuss marketing strategy with regard to a particular customer or limited group of customers, or to
discuss a new or changed benefit, the premature disclosure of which would have an adverse impact on the health
care corporation.

(i) To consider the removal of a director from the board when the director requests a closed hearing.

(3) The date and time of preparation and existence of the minutes described in subsection (2), the contents of
which shall not be disclosable except to the commissioner as provided in section 603, shall be noted in the minutes
required to be kept under subsection (1). Once action is taken by the board to implement a consideration or
discussion described in subsection (2)(b), (f), (g), or (h), once a collective bargaining agreement is reached as
described in subsection (2)(c), once litigation is no longer pending as described in subsection (2)(d), or once a
closed hearing is concluded as described in subsection (2)(i), and upon the request of the director to whom the
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hearing pertained, the minutes relating to the consideration, discussion, or strategy session shall be published and
disseminated with the next succeeding set of minutes published and disseminated under subsection (1), and may be
disclosed by the commissioner to other persons under section 603(3).

(4) The circuit court, upon proof of a proper purpose, may compel the production of books and records for
examination by a subscriber or the attorney general.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1305 Establishment and composition of corporate body; service of members on committees;
membership on board of directors.

Sec. 305.

(1) A health care corporation may establish a corporate body. The corporate body shall consist of individuals
selected in the same manner as individuals are selected to serve as nonpublic members on the board of directors.
The size of the corporate body shall be such that, for each nonpublic voting director on the board of directors of the
corporation, there are 2 members of the corporate body. The 4 public members selected pursuant to section 301(2)
shall be considered to be members of the corporate body as well as members of the board of directors. An
additional 4 public members shall be appointed to the corporate body by the governor by and with the advice and
consent of the senate, 2 of whom shall be retired individuals 62 years of age or older.

(2) Members of the corporate body may serve on committees of the board of directors. A member of the
corporate body may be selected for membership on the board of directors, provided that the selection is made in
accordance with the provisions of this part governing the selection of voting directors of the board.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1306 Effect of common directorship, officership, or interest on validity of contract or other transaction;
burden of establishing validity of contract; exclusion of common or interested directors in determination of
quorum; compensation of directors; bylaws regarding conflict of interest.

Sec. 306.

(1) A contract or other transaction between a health care corporation and 1 or more of its directors or officers,
or between a health care corporation and any other corporation, firm, or association of any type or kind in which 1
or more of its directors or officers are directors or officers, or are otherwise interested, is not void or voidable
solely because of such common directorship, officership, or interest, or solely because the directors are present at
the meeting of the board or committee thereof which authorizes or approves the contract or transaction, if all of the
following conditions are satisfied:

(a) The contract or other transaction is fair and reasonable to the corporation when it is authorized, approved, or
ratified.

(b) The material facts as to the officer's or director's relationship or interest and as to the contract or transaction
are disclosed or known to the board or committee, and the board or committee authorizes, approves, or ratifies the
contract or transaction by a vote sufficient for the purpose. The conditions of this subdivision shall be considered
satisfied only if the officer or director has announced the potential conflict prior to the vote, the minutes of the
meeting reflect that announcement, and the officer or director abstained from the vote.

(2) When the validity of a contract described in subsection (1) is questioned, the burden of establishing its
validity on the grounds prescribed is upon the director, officer, corporation, firm, or association asserting its
validity.

(3) Common or interested directors shall not be counted in determining the presence of a quorum at a board or
committee meeting at the time a contract or transaction described in subsection (1) is authorized, approved, or
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ratified.

(4) The board, by affirmative vote of a majority of directors in office and irrespective of any personal interest of
any of them, may establish reasonable compensation of directors for services to the health care corporation as
directors or officers of the health care corporation.

(5) The bylaws of a health care corporation may include provisions regarding conflict of interest which are more
stringent than this section.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1307 Advisory councils; committees of board of directors; bylaws regarding membership and
emergency meetings and actions.

Sec. 307.

The board of directors may establish those advisory councils and, unless otherwise provided in the articles of
incorporation or bylaws, those committees it considers necessary to perform its duties. Members of the corporate
body may serve on committees of the board of directors. With respect to committees of the board, the bylaws shall
include provisions regarding all of the following:

(a) Provisions which assure that the membership of each committee provides for representation of all of the
components of directors, as defined in the bylaws, to the greatest extent practicable.

(b) Provisions regarding emergency meetings of the executive committee of the health care corporation, and
action by that committee on behalf of the board in cases of emergency, as defined by the bylaws.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1308 Committees of board of directors; powers and authority; prohibited activities; emergency actions.
Sec. 308.

(1) To the extent provided by resolution of the board or in the bylaws or articles, a committee established
pursuant to section 307 may exercise the powers and authority of the board in management of the business and
affairs of the health care corporation. The board shall review and may modify subject to the rights of third parties
any action or decision of a committee. A committee shall not do any of the following:

(a) Amend the articles of incorporation.

(b) Adopt an agreement of merger or consolidation.

(c) Authorize the sale, lease, or exchange of all or substantially all of the corporation's property and assets.

(d) Approve, adopt, or amend provider contracts, provider class plans, rates charged to subscribers, or a
certificate.

(e) Amend the bylaws of the corporation.

(f) Fill vacancies on the board.

(g) Fix compensation of the directors or officers.

(h) Perform other similar acts of a final or binding nature with respect to the business of the corporation.

(2) This section shall not prohibit emergency actions by the executive committee on behalf of the board, as
authorized in the bylaws of the health care corporation.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350
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550.1309 Officers and assistants; selection; restriction; authority and duties; removal; contractual rights;
bond; vacancies; compensation; pension.

Sec. 309.

(1) The board of directors shall select the officers of the health care corporation and a chairperson, vice-
chairperson, and other board officers and assistants as the board considers necessary. However, an officer shall not
execute, acknowledge, or verify an instrument in more than 1 capacity. Officers shall have only the authority, and
assistants shall perform only those duties, in the management of the property and affairs of the corporation, as is
provided in the bylaws or delegated to the officers and assistants by the board of directors, consistent with the
bylaws. An officer or assistant may be removed by the board of directors with or without cause, subject to the
contract rights, if any, of the officer or assistant. The selection of an officer or assistant does not of itself create
contract rights. The board of directors may secure the fidelity of any or all of the officers by bond or otherwise.
Unless otherwise provided in the articles or bylaws, the board of directors may fill vacancies in an office described
in this subsection which occur for any reason.

(2) A health care corporation shall not pay a salary, compensation, or emolument to a director or officer unless
the payment is first authorized by the board of directors of the corporation. A director, officer, assistant, or
employee shall not be compensated unreasonably.

(3) A health care corporation shall not grant a pension to an officer or director, or to a member of the family of
an officer or director after the death of the officer or director. However, the corporation, pursuant to the terms of a
retirement plan adopted by the board of directors of the corporation and approved by the commissioner, may
provide for any person who is or has been a salaried employee or officer of the corporation, a pension payable upon
retirement, as provided in the approved retirement plan, and life insurance benefits payable at death.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1310 Fiduciary duties; scope and manner of discharge; removal of director for breach of fiduciary
duty; notice and hearing.

Sec. 310.

(1) With respect to management of the affairs and property of the health care corporations, and in the selection,
supervision, and control of committees of the board, employees of the health care corporation, and officers, each
director and officer, and the composite board, shall exercise the duties of a fiduciary toward the health care
corporation and the subscribers of the health care corporation as a whole, and shall discharge his or her duties with
the degree of diligence, care, and skill which an ordinarily prudent person would exercise under the same or similar
circumstances in a like position. In discharging his or her duties, a director or officer, when acting in good faith,
may rely upon the opinion of counsel for the corporation, upon the report of an independent appraiser selected with
reasonable care by the board, or upon financial statements of the corporation represented to the director or officer
to be correct by the president or the officer of the corporation having charge of its books of account, or stated in a
written report by an independent public or certified public accountant or firm of such accountants fairly to reflect
the financial condition of the corporation.

(2) After notice and a hearing before the board, a director may be removed from the board by a vote of 2/3 of
the directors selected and serving on the board for a breach of fiduciary duty.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1311 Liability for misapplication or misuse of corporate money or property.
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Sec. 311.

Each director or officer of a health care corporation shall be individually liable for the misapplication or misuse
of corporate money or property caused through the neglect or failure of that director or officer to discharge his or
her duties in compliance with the standards prescribed in section 310, or through wilful violation of this act or other
laws governing the health care corporation.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1312 Action for failure to perform duties; commencement.
Sec. 312.

An action against a director or officer for failure to perform the duties imposed by this act shall be commenced
within 3 years after the cause of action has accrued, or within 2 years after the time when the cause of action is
discovered, or should reasonably have been discovered, by a person complaining of the failure to perform,
whichever occurs sooner.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350

550.1313 False statement as misdemeanor; liability for false statement or report; commencement of action
for civil liability.

Sec. 313.

(1) Except with respect to statements which are subject to prosecution for perjury, as defined in section 423 of
Act No. 328 of the Public Acts of 1931, being section 750.423 of the Michigan Compiled Laws, a person, or an
agent, director, or officer of a health care corporation, who knowingly makes any false oral or written statement as
to a material fact, in or with respect to a report required by this act, or in the course of a hearing or examination
held pursuant to this act, is guilty of a misdemeanor. In addition, the person, agent, director, or officer knowingly
making the false statement and each person, agent, director, or officer knowingly authorizing, signing, or making
the false report shall be jointly and severally personally liable to any person who has become a creditor of the health
care corporation upon the faith of the false statement or the false report.

(2) An action for the civil liability imposed by this section shall be commenced within 2 years after discovery of
the false statement or within 6 years after the report has been made by the person, agent, director, or officer of the
health care corporation, whichever is sooner.

History: 1980, Act 350, Eff. Apr. 3, 1981
Popular Name: Blue Cross-Blue Shield
Popular Name: Act 350
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