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TO THE HONORABLE ERNEST M. ROBLES UNITED STATES BANKRUPTCY 

JUDGE, THE OFFICIAL COMMITTEE OF UNSECURED CREDITORS, THE 

CALIFORNIA ATTORNEY GENERAL, THE OFFICE OF THE UNITED STATES 

TRUSTEE, AND INTEGRITY HEALTHCARE, LLC: 

PLEASE TAKE NOTICE that at the above referenced date, time and location, Verity 

Health System of California, Inc., a California nonprofit benefit corporation, and the above-

referenced affiliated debtors, the debtors and debtors in possession in the above-captioned chapter 

11 bankruptcy cases (collectively, “VHS” or the “Debtors”), will move the Court for entry of an 

Order, pursuant to 11 U.S.C. § 365(a), authorizing VHS to reject the Health System Management 

Agreement (the “Management Agreement”), by and between VHS and Integrity Healthcare, LLC, 

a Delaware limited liability company, entered into as of December 14, 2015, pursuant to which 

Integrity provides management services to VHS.  A true and correct copy of the Management 

Agreement is attached to the Motion as Exhibit “A.”  The Debtors have determined, in their 

business judgment, to reject the Management Agreement based on changed circumstances and 

their decision to implement a more cost effective management strategy in these cases. The 

rejection is retroactive to the petition date, August 31, 2018, because Integrity has not provided 

any services under the Management Agreement to the Debtors since the Petition Date. 

PLEASE TAKE FURTHER NOTICE that this Motion is based on this Notice of Motion 

and Motion, the accompanying Memorandum Of Points And Authorities, the Declaration Of 

Richard G. Adcock In Support of First-Day Motions, filed August 31, 2018 (the “First-Day 

Declaration”) [Docket No. 8], the attached Declaration Of Richard G. Adcock (the “Adcock 

Declaration”), supporting statements, arguments and representations of a counsel who will appear 

at the hearing on the Motion, the record in this case, and any other evidence properly brought 

before the Court in all other matters of which this Court may properly take judicial notice.   

PLEASE TAKE FURTHER NOTICE that any party opposing or responding to the 

Motion must file and serve the response (“Response”) on the moving party and the United States 

Trustee not later than 14 days before the date designated for the hearing.  A Response must be a 

complete written statement of all reasons in opposition thereto or in support, declarations and 

Case 2:18-bk-20151-ER    Doc 254    Filed 09/21/18    Entered 09/21/18 16:07:08    Desc
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copies of all evidence on which the responding party intends to rely, and any responding 

memorandum of points and authorities.   

PLEASE TAKE FURTHER NOTICE that, pursuant to LBR 9013-1(h), the failure to 

file and serve a timely objection to the Motion may be deemed by the Court to be consent to the 

relief requested herein. 

Dated:  September 20, 2018 DENTONS US LLP 
SAMUEL R. MAIZEL 
JOHN A. MOE, II 
TANIA R. MOYRON 

By /s/  Samuel R. Maizel 
SAMUEL R. MAIZEL 

Proposed Attorneys for Debtors and Debtors In 
Possession 
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MEMORANDUM OF POINTS AND AUTHORITIES 

I.

INTRODUCTION 

The Debtors, by and through their undersigned counsel, hereby file this Memorandum Of 

Points And Authorities in support of their motion (the “Motion”) to reject the Management 

Agreement (as defined below) with Integrity Healthcare, LLC (“Integrity”), pursuant to 11 U.S.C. 

§ 365(a).  The Debtors have determined, in their business judgment, to reject the Management 

Agreement (as defined below) based on changed circumstances and their decision to implement a 

more cost effective management strategy in these cases.  The Motion should be granted because 

the Debtors have found a far less expensive means by which to manage VHS, and, thus, rejection 

of the Management Agreement is in the best interest of the Debtors’ bankruptcy estates 

(“Bankruptcy Estates”).  Moreover, the Debtors seek that the rejection be retroactive to the 

petition date, because Integrity has not provided any services to the Debtors since the Petition 

Date. 

II.

JURISDICTION 

This Court has jurisdiction over this Motion under 28 U.S.C. § 1334.  This is a core 

proceeding pursuant to 28 U.S.C. § 157(b) and may be heard and determined by the Bankruptcy 

Court.  Venue is proper before this Court pursuant to 28 U.S.C. §§ 1408 and 1409.  The statutory 

predicate for this Motion is 11 U.S.C. § 365(a). 

III.

FACTS 

A. General Background. 

1. On August 31, 2018 (“Petition Date”), Verity Health System of California, Inc. and 

the above-referenced affiliated debtors, the debtors and debtors in possession in the above-

captioned chapter 11 bankruptcy cases (collectively, “VHS” or the “Debtors”), each filed a 

voluntary petition for relief under chapter 11 of title 11 of the United States Code (the 

Case 2:18-bk-20151-ER    Doc 254    Filed 09/21/18    Entered 09/21/18 16:07:08    Desc
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“Bankruptcy Code”).1  Since the commencement of their cases, the Debtors have been operating 

their businesses as debtors in possession pursuant to §§ 1107 and 1108. 

2. Debtor VHS, a California nonprofit public benefit corporation, is the sole corporate 

member of the following five Debtor California nonprofit public benefit corporations that operate 

six acute care hospitals: O’Connor Hospital, Saint Louise Regional Hospital, St. Francis Medical 

Center, St. Vincent Medical Center, Seton Medical Center, and Seton Medical Center Coastside 

(collectively, the “Hospitals”) and other facilities in the state of California. 

3. VHS, the Hospitals, and their affiliated entities (collectively, “Verity Health 

System”) operate as a nonprofit health care system, with approximately 1,680 inpatient beds, six 

active emergency rooms, a trauma center, eleven medical office buildings, and a host of medical 

specialties, including tertiary and quaternary care.  First-Day Decl., at 4, ¶ 12.  On the Petition 

Date, the Debtors had approximately 850 inpatients.  Id. at 6, ¶ 17.  The scope of the services 

provided by the Verity Health System exemplified by the fact that in 2017, the Hospitals provided 

medical services to over 50,000 inpatients and approximately 480,000 outpatients.  Id., at 4, ¶ 12.   

4. On September 14, 2018, the Office of the United States Trustee appointed an 

Official Committee of Unsecured Creditors in these chapter 11 Cases.  

5. Prior to the Petition Date, the Hospitals and VMF were originally owned and 

operated by the Daughters of Charity of St. Vincent de Paul, Province of the West (the “Daughters 

of Charity”), to support the mission of the Catholic Church through a commitment to the sick and 

poor.  First-Day Decl., at 21, ¶ 81.  In June 2001, Daughters of Charity Health System (“DCHS”) 

was formed.  Id. at 22, ¶ 83.  In 2002, DCHS commenced operations and was the sole corporate 

member of the Hospitals, which at that time were California nonprofit religious corporations.  Id.

6. In 2015, DCHS marketed their health system for sale, and focused on offers that 

maintained the health system as a whole, and assumed all the obligations.  First-Day Decl., at 23, ¶ 

88.  In July 2015, the DCHS Board of Directors selected BlueMountain Capital Management LLC 

1 All references to “§” or “section” herein are to the Bankruptcy Code, 11 U.S.C. §§ 101, et seq., 
as amended. 
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(“BlueMountain”), a private investment firm, to recapitalize its operations and transition 

leadership of the health system to the new Verity Health System (the “BlueMountain 

Transaction”).  Id.

7. In connection with the BlueMountain Transaction, BlueMountain agreed to make a 

capital infusion of $100 million to the hospital system, arrange loans for another $160 million to 

the health system, and manage operations of the health system, with an option to buy the health 

system at a future time.  First-Day Decl., at 23, ¶ 89.  In addition, the parties entered into a System 

Restructuring and Support Agreement (the “Restructuring Agreement”), DCHS’s name was 

changed to Verity Health System, and Integrity Healthcare, LLC (“Integrity”) was formed to carry 

out the management services under that certain Health System Management Agreement (the 

“Management Agreement”).  Id.

8. On December 3, 2015, the California Attorney General approved the BlueMountain 

Transaction, subject to conditions.  Adcock Decl., at 24, ¶ 91.  Despite BlueMountain’s infusion of 

cash and retention of various consultants and experts to assist in improving cash flow and 

operations, the health system did not prosper.  Id. at ¶ 93. 

9. In July 2017, NantWorks, LLC (“NantWorks”) acquired a controlling stake in 

Integrity.  Adcock Decl., at 24, ¶ 94.  NantWorks brought in a new CEO, CFO, and COO.  Id.  

NantWorks loaned another $148 million to the Debtors.  Id.

10. Despite the infusion of capital and new management, it became apparent that the 

problems facing the Verity Health System could not be resolved without a formal court supervised 

restructuring.  First-Day Decl., at 24, ¶ 95.  Thus, despite VHS’ great efforts to revitalize its 

Hospitals and improvements in performance and cash flow, the legacy burden of more than a 

billion dollars of bond debt and unfunded pension liabilities, an inability to renegotiate collective 

bargaining agreements or payor contracts, the continuing need for significant capital expenditures 

for seismic obligations and aging infrastructure, and the general headwinds facing the hospital 

industry, make success impossible.  Id. at 24-25.  Losses continue to amount to approximately 

$175 million annually on a cash flow basis.  Id.

Case 2:18-bk-20151-ER    Doc 254    Filed 09/21/18    Entered 09/21/18 16:07:08    Desc
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11. Additional background facts on the Debtors, including an overview of the Debtors’ 

business, information on the Debtors’ capital structure and additional events leading up to these 

chapter 11 cases, are contained in the First-Day Declaration. 

B. The Management Agreement.  

12. As set forth above, Integrity was formed in 2015 to carry out the management 

services under the Management Agreement, for which Integrity is paid a monthly management 

fee. Through June 30, 2017, Integrity was wholly owned by BlueMountain.  In July 2017, 

NantWorks acquired a 90% ownership interest in Integrity from BlueMountain.  There were no 

significant changes to the terms of the Restructuring Agreement or the California Attorney 

General conditions as a result of this transaction.  First-Day Decl. at ¶ 56.   

13. As set forth above, on December 3, 2015, the California Attorney General 

approved the BlueMountain Transaction, subject to certain conditions, which included limits on 

transfers of control as explained below.  See Letter from Wendi A. Horwitz, Deputy Attorney 

General, to John O. Chesley, Ropes & Gray LLP, Re: Proposed Change in Governance and 

Control of Daughters of Charity Health System, dated Dec. 3, 2015 (the “AG Conditions Letter”), 

available at https://oag.ca.gov/sites/all/files/agweb/pdfs/charities/pdf/chs.pdf (last visited on Sept. 

17, 2018). 

14. The Management Agreement has a 15-year term, commencing December 14, 2015 

(the term runs through December 13, 2030).  The authority given to Integrity is very broad, as set 

forth in sections 1.1 through 1.6 (and particularly sections 1.4 and 1.5) of the Management 

Agreement.  A copy of the Management Agreement is attached as Exhibit “A.”

15. As set forth in the Management Agreement, as modified by an Amendment, 

Integrity provides a Chief Executive Officer (“CEO”), a Chief Operation Officer (“COO”) and 

President, a Director of Medical and Clinical Affairs (generally referred to as the Chief Medical 

Officer (the “CMO”) and a Chief Financial Officer (“CFO”).  Integrity does not employ any other 

officials for VHS. 

16. In exchange for providing the management services, VHS is obligated to make 

payments to Integrity.  On a monthly basis, VHS records management fee expense and makes 

Case 2:18-bk-20151-ER    Doc 254    Filed 09/21/18    Entered 09/21/18 16:07:08    Desc
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payments to Integrity associated with the management services received under the Management 

Agreement.  Adcock Decl., at ¶ 6. 

17. During the initial fiscal year which ended June, 2016, the monthly management fee 

was determined based on a specified percentage of trailing 12 month operating revenues for VHS. 

Such management fees are adjusted each succeeding fiscal year based on changes in the consumer 

price index.  Id.

18. As previously agreed to by Integrity, VHS defers payment for a portion of 

management fees based on its days’ cash on hand over the most recent 90 day period. All deferred 

management fees accrue interest at 2.82% per annum to the extent such amounts are not paid in 

the fiscal year that services are received. Such deferred management fees are contingently payable 

based on the terms of the Management Agreement, which include annual calculations of excess 

cash on hand.  First-Day Decl. at ¶ 57.  Those payments over the last two-and-one-half years have 

been as follows: 

Integrity Management Agreement 
Summary of Fees, Deferrals and Payments 
As of July 27, 2018

FY 16 FY 17 FY18 FY19 Total 

Total Fees $32,215,313 $59,333,026 $60,282,355 $5,169,212 $156,999,906 

Paid 16,107,656 29,666,513 17,582,354 1,292,303 64,648,826 

Deferred 16,107,656 29,666,513 42,700,001 3,876,909 92,351,080 

Interest Earned - 454,236 1,315,855 221,244 1,991,335 

Total Deferred and Interest 30,120,749 44,015,856 4,098,153 94,342,415 

Notes: 
1. The $1.26M management fee payments for May and June have not occurred yet.  As such, these payments show up in the 
deferred balance for FY 18, however, upon payment these would shift from deferred to paid. 
2. FY 16 fees only cover the partial period from Dec. 15’ - June 16’

Adcock Decl. at ¶ 6. 

C. Notice to the Attorney General. 

19. As noted above, the Attorney General in connection with the 2015 recapitalization, 

imposed certain conditions upon VHS in regard to VHS terminating the Management Agreement.  
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First, the Attorney General’s conditions required that he be given 60 days’ notice of a proposed 

modification or rescission of the Management Agreement: 

The transaction approved by the Attorney General consists of the 
System Restructuring and Support Agreement dated July 17, 2015, 
Amendment No. 1 to System Restructuring and Support Agreement, 
and any agreements or documents referenced in or attached to as an 
exhibit or schedule and any other documents referenced in the 
System Restructuring and Support Agreement and Amendment 
No. 1 to System Restructuring and Support Agreement including, 
but not limited to: 

* * * 
b.  Health System Management Agreement with Integrity 

Healthcare, LLC; 

* * * 
All the entities listed in Condition I, Integrity Healthcare, LLC, a 
Delaware limited liability company, BlueMountain Capital 
Management, LLC, a Delaware limited liability company, and any 
other parties referenced in the above agreements shall fulfill the 
terms of these agreements or documents and shall notify and obtain 
the Attorney General’s approval in writing of any proposed 
modification or rescission of any of the terms of these agreements or 
documents.  Such notifications shall be provided at least sixty days 
prior to their effective date in order to allow the Attorney General to 
consider whether they affect the factors set forth in Corporations 
Code section 5917 and obtain the Attorney General’s approval.   

AG Conditions Letter, at 2 (emphasis added). 

20. Second, the Attorney General’s conditions required that he be given 60 days’ notice 

of any transfer of control or management:   

For 15 years from the closing of the System Restructuring And Support 
Agreement, [each hospital] and all future owners, managers, lessees, licensees, or 
operators of [each hospital] shall be required to provide written notice to the 
attorney general 60 days prior to entering into any agreement or transaction to do 
any of the following:   

* * * 
(b) Transfer control, responsibility, management or governance of [each 

hospital].  The substitution or addition of a new corporate member or members of 
[each hospital] or Verity Health System of California, Inc., that transfers the control 
of, responsibility for or governance of [each hospital] shall be deemed a transfer for 
purposes of this Condition.   

AG Conditions Letter, at 3 (emphasis added). 

21. Accordingly, on August 21, 2018, VHS’ General Counsel, Elspeth Paul, gave 

notice in writing to Ms. Wendi Horwitz, the Deputy Attorney General responsible for such 
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transactions, of VHS’ decision to terminate the Management Agreement and explained the reasons 

for the proposed termination of the Management Agreement: 

Since entry into the Management Agreement and imposition of the Attorney 
General’s condition, Verity has experienced an unprecedented change in 
circumstances, facing tremendous, unexpected economic difficulties.  Despite its 
extensive efforts to curb expenses and operate efficiently, Verity is now in a 
position where continued operation under the existing Management Agreement is 
economically impossible.  As described above, a substantial amount of the fees 
owned under the Management Agreement remain deferred and unpaid.  Further, 
given the virtual elimination of the role of BlueMountain, the current management 
structure is unnecessary. 

Verity has determined that the most efficient and effective solution for ongoing 
operations is for it to terminate the Management Agreement and directly retain and 
employ the individuals currently providing management services to it pursuant to 
the Management Agreement with Integrity, namely, the (i) Chief Executive Officer, 
(ii) Chief Operations Officer and President, (iii) Director of Medical and Clinical 
Affairs and (iv) Chief Financial Officer.  By bringing these positions in-house, with 
management services provided directly by Verity employees, Verity believes it can 
reduce the financial strain facing the health system, while ensuring the continuity in 
management for Verity, to the benefit of our non-profit hospitals, patients, 
employees and the communities we serve.  Put another way, Verity can receive the 
benefit of maintaining an ongoing (employment) relationship with the current 
executive management team without detrimentally impacting hospital operations or 
access to care, while eliminating significant costs. 

Letter from Elspeth Paul, General Counsel, to Wendi Horwitz, Deputy Attorney General, 
dated Aug. 21, 2018 (the “Paul Letter”)), attached hereto as Exhibit “B.”  The Paul Letter 
is also available at https://oag.ca.gov/charities/nonprofithosp#notice001 (last visited on 
Sept. 17, 2018). 

D. Rejection of the Management Agreement.  

22. As set forth in the Paul Letter and the Adcock Declaration, VHS has made the 

decision to terminate the Management Agreement and to employ directly (i) Richard G. Adcock as 

the CEO, (ii) Anthony Armanda as the COO, (iii) Anita Chou as the CFO, and (iv) Dr. Tirso del 

Junco, Jr., as the CMO.  Their employment became effective on August 30, 2018.  Adcock Decl. 

at ¶ 5. 

23. Their combined compensation will be approximately $3.1 million, which will be a 

substantial savings from what VHS was paying Integrity in management fees to provide four 

Officers to VHS.  Although management fees paid pursuant to the Management Agreement vary, 

on an annual basis rejection of the Management Agreement will save the Debtors approximately 

$20 million annually.  Adcock Decl. at ¶¶ 7-8. 
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IV.

ARGUMENT 

A. The Debtor Has The Right To Reject Executory Contracts Pursuant To 11 U.S.C. 

§ 365(a). 

Section 365 provides that a debtor may reject an executory contract.  11 U.S.C. § 365.  

This section is meant to, among other things, permit the debtor to receive the economic benefits 

necessary for reorganization, as well as to avoid additional expenses from burdensome contracts 

for the ultimate benefit of the estate.  In re Robert L. Helms Constr. & Dev. Co., Inc., 139 F.3d 

702 (9th Cir. 1998) (en banc).  Moreover, “[a] bankruptcy court's hearing on a motion to reject is a 

summary proceeding that involves only a cursory review of a trustee’s decision to reject the 

contract.”  In re G.I. Industries, Inc., 204 F.3d 1276, 1280 (9th Cir. 2000). An executory contract 

is property of the estate.  Commc’ns v. Codex Corp. (In re Computer Commc’ns), 824 F.2d 725, 

730 (9th Cir. 1987). 

The Management Agreement is an executory contract, which is property of the Estates.  An 

executory contract is “[a] contract under which the obligation of both the bankrupt and the other 

party to the contract are so far unperformed that the failure of either to complete performance will 

constitute a material breach excusing the performance of the other.”  Comm. Union Ins. Co. v. 

Texscan Corp. (In re Texscan Corp.), 976 F.2d 1269, 1272 (9th Cir. 1992); Collingwood Grain, 

Inc. v. Coast Trading Co., Inc. (In re Coast Trading Co.), 744 F.2d 686, 692 (9th Cir. 1984).   

Here, both the Debtor and Integrity have material unperformed obligations under the 

Management Agreement because the agreement remains in effect until December 13, 2030.  Thus, 

Integrity has continuing obligations to provide management services and the Debtor has a 

continuing obligation to pay for those services. Based on the foregoing, there is no dispute that the 

Management Agreement is an executory contract. 

B. The Rejection Of The Management Agreement Is Within The Debtors’ Sound 

Business Judgment. 

In reviewing a debtor in possession’s decision to assume or reject an executory contract, a 

bankruptcy court should apply the “business judgment test” to determine whether to approve the 
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assumption or rejection.  See NLRB v. Bildisco & Bildisco, 465 U.S. 513, 523, 104 S.Ct. 1188, 79 

L.Ed.2d 482 (1984) (recognizing that the business judgment rule is used in reviewing motions to 

reject executory contracts); Agarwal v. Pomona Valley Med. Grp., Inc. (In re Pomona Valley Med. 

Grp., Inc.), 476 F.2d 665, 670 (9th Cir. 2007).  The business judgment standard requires that the 

bankruptcy court “presume that the debtor-in-possession acted prudently, on an informed basis, in 

good faith, and in the honest belief that the action taken was in the best interests of the bankruptcy 

estate.”  Pomona Valley Med. Grp., 476 F.2d at 670.  As a result, the bankruptcy court should 

approve rejection “unless it finds that the debtor-in-possession’s conclusion that rejection would 

be ‘advantageous is so manifestly unreasonable that it could not be based on sound business 

judgment, but only on bad faith, or whim or caprice.”  Id. (quoting Lubrizol Enters. v. Richmond 

Metal Finishers, 726 F.2d 1043, 1047 (4th Cir. 1985)).   

Here, as set forth above, VHS has faced unprecedented economic difficulties since entry 

into the Management Agreement and imposition of the Attorney General’s conditions. The 

continued operation under the existing Management Agreement is economically impossible.  

Moreover, given the virtual elimination of the role of BlueMountain, the current management 

structure is unnecessary.  As set forth in the Paul Letter, VHS has concluded that the most efficient 

and effective solution is to terminate the Management Agreement and directly retain the 

individuals currently provided to manage VHS by Integrity.  This would include the current CEO, 

CFO, COO and CMO.  This will ensure continuity in  management for VHS, to the benefit of its 

patients and operations, and will eliminate significant costs.   

When the Attorney General imposed the condition related to the Management Agreement 

it was unforeseen that (a) the economics of VHS’s operations would make the Management 

Agreement economically infeasible, and (b) BlueMountain would sell off its position, making the 

requirement of the Management Agreement unnecessary.  

Given the foregoing, the Debtors’ decision to reject the executory contract clearly falls 

within its sound business judgment.  VHS will save substantial sums of money by employing the 

four executive officers directly, over the fees paid to Integrity for Integrity supplying four 

executive officers to VHS.  The Debtor’s overhead will be significantly reduced.  See, e.g., In re 
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Pomona Valley Medical Group, Inc., 476 F.3d 665 (9th Cir. 2007) (The court granted the debtors’ 

motion, finding that “the rejection of the Agreement was in the best interests of the bankruptcy 

estate and its creditors.”); In re Health Plan of the Redwoods, 286 B.R. 779, 780 (Bankr. N.D. Cal. 

2002) (court grants motion to reject executory contract because the rejection would “put an end to 

continuing losses which have resulted from the contract” and “allow the debtor to significantly 

reduce its overhead”); In re Turbowind, Inc., 42 B.R. 579, 584-85 (Bankr. S.D. Cal. 1984) 

(granting motion to reject executory contract where agreement in question was “not cost efficient 

and there will be a duplication of effort and expense” and “the potential financial burden on the 

debtor outweighs any benefits to the estate”). 

Additionally, reducing VHS’s expenses by rejecting the Management Agreement is within 

the sound business judgment of the Debtor because “the benefits of rejecting the [Management 

Agreement] far outweigh any benefits to the debtor from its continuation,” and “there is a 

reasonable likelihood that the general creditors of the estate will derive substantial or significant 

benefit from the proposed rejection.”  In re Turbowind, 42 B.R. at 585.  “Since the debtor has the 

right under the Bankruptcy Code to reject the contract, the court’s discretion is limited once it has 

determined that the debtor is exercising sound business judgment.”  In re Health Plan of the 

Redwoods, 286 B.R. at 780.  Consequently, because the Debtor’s rejection of the Management 

Agreement is manifestly reasonable and within its sound business judgment, the Court should 

grant the Motion. 

C. The Rejection Should Be Retroactive To The Petition Date. 

This Motion should be granted retroactive to the Petition Date, since Integrity has provided 

no services under the Management Agreement since the Petition Date.  Section 365 provides that 

“the rejection of an executory contract or unexpired lease of the debtor constitutes a breach of such 

contract or lease . . . immediately before the date of the filing of the petition . . . .”  11 U.S.C. § 

365(g)(1); see also Bildisco, 465 U.S. at 530; Pomona Valley Med. Gp., 476 F.3d at 671 n.7; Aslan 

v. Sycamore Inv. Co. (In re Aslan), 909 F.2d 367, 371-72 (9th Cir. 1990).  In other words, the relief 

requested herein is statutorily authorized as nunc pro tunc to the Petition Date..   

. 
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V.

CONCLUSION 

Based on the foregoing, the Debtor requests the (i) the entry of an order granting the 

Motion to reject the Management Agreement with Integrity pursuant to 11 U.S.C. § 365(a) 

retroactive to August 31, 2018, and (ii) granting such other and further relief as is just and proper.   

Dated:  September 18, 2018 DENTONS US LLP 
SAMUEL R. MAIZEL 

JOHN A. MOE, II 
TANIA R. MOYRON

By:                   /s/Samuel R. Maizel
SAMUEL R. MAIZEL

Proposed Attorneys for Debtors and Debtors In 
Possession
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DECLARATION OF RICHARD G. ADCOCK 

I, Richard G. Adcock, declare, that if called as a witness, I would and could competently 

testify thereto, of my own personal knowledge, as follows: 

1. I am the Chief Executive Officer for Verity Health Systems of California, Inc. 

(“VHS”).  I became the Debtors’ Chief Executive Officer effective January 2018. Prior thereto, I 

served as VHS’s Chief Operating Officer since August 2017. 

2. Except as otherwise indicated herein, this Declaration is based upon my personal 

knowledge, my review of relevant documents, information provided to me by employees of the 

Debtors and Integrity Healthcare, LLC (“Integrity”) or the Debtors’ legal and financial advisors, 

or my opinion based upon my experience, knowledge, and information concerning the Debtors’ 

operations and the healthcare industry. If called upon to testify, I would testify competently to the 

facts set forth in this Declaration. 

3. This Declaration is in support of the Debtors’ Notice Of Motion And Motion To 

Reject Health System Management Agreement (“Motion”) and for all other purposes permitted by 

law.  

4. The Debtor and Integrity entered into the Health Care Management Agreement on 

or about July 17, 2015 (“Management Agreement”).  A true and correct copy of the Management 

Agreement is attached as Exhibit A.  

5. VHS has made the decision to terminate the Management Agreement with 

Integrity.  VHS will employ directly the four Officers that were previously supplied by Integrity 

to VHS.  Those four Officers are a Chief Executive Officer, a Chief Operating Officer, a Chief 

Financial Officer and Chief Medical Officer.  I am and would continue to be the Chief Executive 

Officer, Anthony Armada is and would continue to be the Chief Operating Officer, Anita Chou is 

and would continue to be the Chief Financial Officer and Dr. Tirso del Junco, Jr., M.D. is and 

would continue to be the Chief Medical Officer.   
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6. In exchange for providing management services, VHS is obliged to make payments 

to Integrity.  On a monthly basis, VHS records management fee expense and makes payments to 

Integrity associated with the management services received under the Management Agreement.  

During the fiscal year which ended June 2016, the monthly management fee was determined 

based on a specificed percentage of trailing 12 month operating revenues for VHS.  Such 

management fees are adjusted each succeeding fiscal year based on changes in the consumer 

price index.  As previously agreed to by Integrity, VHS defers payment for a portion of 

management fees based on its days’ cash on hand over the most recent 90 day period.  The fees 

payable pursuant to the Management Agreement have been substantial: 

Integrity Management Agreement 
Summary of Fees, Deferrals and Payments 
As of July 27, 2018

FY 16 FY 17 FY18 FY19 Total 

Total Fees $32,215,313 $59,333,026 $60,282,355 $5,169,212 $156,999,906 

Paid 16,107,656 29,666,513 17,582,354 1,292,303 64,648,826 

Deferred 16,107,656 29,666,513 42,700,001 3,876,909 92,351,080 

Interest Earned - 454,236 1,315,855 221,244 1,991,335 

Total Deferred and Interest 30,120,749 44,015,856 4,098,153 94,342,415 

Notes: 
1. The $1.26M management fee payments for May and June have not occurred yet.  As such, these payments show up in the 
deferred balance for FY 18, however, upon payment these would shift from deferred to paid. 
2. FY 16 fees only cover the partial period from Dec. 15’ - June 16’
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