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JOINT ABOR AND UAHN BOARD MEETING

UAHN Call to Order
ABOR Call to Order

PRESENTATIONS AND DISCUSSIONS

UAHN REQUEST FOR AUTHORIZATION

Request for Authorization for the University of Arizona Health
Network to Enter into Exclusive Negotiations with Banner Health, in
Coordination with the University of Arizona and ABOR

The UAHN Board is asked to authorize the University of Arizona Health
Network to enter into exclusive negotiations with Banner Health, in
coordination with the University of Arizona and ABOR (collectively UA)

ABOR REQUEST FOR AUTHORIZATION

1.

Request for Authorization for the University of Arizona to enter into
Exclusive Negotiations with Banner Health, in Coordination with the
University of Arizona Health Network (UA)

The Arizona Board of Regents is asked to authorize the University of
Arizona to enter into negotiations with Banner Health in coordination with
the University of Arizona Health Network.

ADJOURNMENT

PLEASE NOTE: This agenda may be amended at any time prior to 24 hours before the Board
meeting. Estimated starting times for the agenda items are indicated; however, discussions
may commence, or action may be taken, before or after the suggested times. Any item on the
agenda may be considered at any time out of order at the discretion of the Board Chair. The
Board may discuss, consider, or take action regarding any item on the agenda. During the
meeting, the Board may convene in Executive Session regarding any item on the agenda.
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EXECUTIVE SESSION AGENDA
June 26, 2014

NOTE: This agenda may be amended at any time prior to 24 hours before the Board meeting.
The executive session is scheduled for 8:30 a.m. on Thursday, June 26, 2014. The
executive session may be recessed and continued as necessary.

Statutory Authorization
A.R.S. § 38-431.03 ltems to be Discussed
(A.3) A. Legal advice and discussion concerning proposed authorization for the

University of Arizona to enter into negotiations with Banner Health, in
coordination with the University of Arizona Health Network (UA)

Instruction re: Confidentiality

Pursuant to A.R.S. §38-431.03(B) & (C) all are reminded that minutes of and discussions that occur in executive
sessions are confidential by law and that violations of that confidentiality may subject the individuals involved to such
penalties as are prescribed by law, including fines, costs, attorneys’ fees, and removal from office.
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Item Name: Request for Authorization for the University of Arizona to Enter
into Negotiations with Banner Health, in Coordination with the
University of Arizona Health Network (UA)

X] Action ltem [ ] Discussion Item [ ] Information Item

Issue: The Board is asked to authorize the University of Arizona to enter into
negotiations with Banner Health in coordination with the University of
Arizona Health Network.

Background

e The University of Arizona Health Network (UAHN) is a private and independent
entity which comprises the University of Arizona Medical Center-University
Campus, the University of Arizona Medical Center-South Campus, University of
Arizona Medical Center-Diamond Children’s, University of Arizona Physicians,
The University of Arizona Health Plans, and affiliated physician offices.

e After strategic planning and analysis, UAHN identified Banner Health (Banner) as
a strategic partner with which it desires to affiliate as outlined in the Principles of
Agreement (a copy of which is attached) to enhance and strengthen UAHN
operations.

e The University of Arizona (UA), operating the College of Medicine-Tucson
(CoM-T) and the College of Medicine-Phoenix (CoM-P) as part of the Arizona
Health Sciences Center, works closely in coordination and cooperation with
UAHN in areas such as physician training and research.

e As UAHN moves forward with exclusive negotiations with Banner, UA wishes to
coordinate with UAHN and Banner in those negotiations, particularly as they
relate to Banner’s long-term commitments to UA, CoM-T and CoM-P.

e In 1984, the Board leased and conveyed the assets of the hospital to the
University Medical Center Corporation (UMCC) (now part of UAHN) to operate
the hospital. Once the negotiations with Banner are completed, final Board
approval will be required.

Contact Information:
Ann Weaver Hart, President, The University of Arizona 520-621-5511 Hartaw@email.arizona.edu
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Statutory/Policy Requirements

Arizona Revised Statutes, 815-1637 (Lease of Property for Health Care Institution)
ABOR Policy 7-202 (Real Property Ownership and Procedures)

Discussion and Strategic Implications

The contemplated transaction is expected to include:

e Banner’s 30-year commitment to provide substantial financial support for the
CoM-T and CoM-P.

e A 30-year academic affiliation and close collaborative opportunity with a leading
Arizona-based non-profit healthcare provider that will allow and encourage the
parties to build upon each other’s strengths while continuing provision of
healthcare services to the people of Arizona, medical education and graduate
medical education to UA students, and research opportunities to UA’s faculty
physicians.

e Significant capital improvements and enhancements to the faculty-based
academic medical center in Tucson in support of the CoM-T as well as a new
faculty-based academic medical center in the form of Banner Good Samaritan
Medical Center to support the CoM-P.

e Banner’s assumption of the financial obligations and responsibilities of UAHN'’s
business and clinical operations, including the faculty practice plan; and

e Banner’s purchase of the land associated with the University Medical Center.

The action of the Board in this item is to authorize negotiations. Final agreements, such
as those for the transfer of assets and sale of land, will be required to be presented to
the Board for approval.

Recommendation to the Board

It is recommended that the Board authorize the University of Arizona to engage in
negotiations with Banner, in coordination with UAHN, that are substantially and
materially consistent with the Principles of Agreement as described in this executive
summary and to authorize the President of UA and her designees to take all appropriate
actions related to those negotiations
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PRINCIPLES OF AGREEMENT

These Principles of Agreement (these “Principles”) for the combination of the University of
Arizona Health Network (“UAHN") into Banner Health (“Banner”’) and a long-term academic affiliation
between the University of Arizona (“UA”) and Banner will guide the creation of:

e an Arizona-based organization that improves care for all of the State’s citizens;

e a state-wide system that reliably and compassionately provides high quality health care
throughout all of its providers and facilities;

e a thirty year commitment to UA’s College of Medicine — Tucson (“COM-T”) and College
of Medicine — Phoenix (“COM-P”) that will support the State of Arizona's position as a
first tier research and training destination with world class physicians through significant
annual funding to establish a secure and sustainable operational foundation and the
creation of an Academic Enhancement Fund to support the COM-T and COM-P;

e a nationally leading organization that transforms health care by delivering better care,
enhanced service, and lower costs through new approaches focused on wellness; and

e a substantial capital investment in UAHN’s facilities and commitment to the Tucson
community.

The purpose of these Principles is to set forth certain essential elements and understandings
pursuant to which Banner, UAHN, and UA intend to enter into a strategic affiliation through Banner’s
acquisition of UAHN and its subsidiary organizations and Banner and UA entering into a long-term
academic affiliation agreement.

1. Banner’s Acquisition of UAHN and its Subsidiary Organizations.

1.1 Facilities and Organizations to Be Acquired. Banner will acquire The University of
Arizona Medical Center (“Medical Center”), the faculty practice plan known as University Physicians
Healthcare (“UPH”), the three health plans owned by UAHN and UPH, and all other subsidiary
organizations of UAHN. Banner also will assume the Lease Agreement of the South Campus of The
University of Arizona Medical Center (the “South Campus”) and the South Campus Operation and
Funding Agreement with Pima County.
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1.2 Banner’s Financial Commitments at Closing. At the closing of the transaction described
herein (the “Closing”), Banner will:

1.2.1 Pay the amount (currently projected to be approximately $146 million) needed
to defease all of the long-term indebtedness of UAHN and its subsidiaries;

1.2.2 Assume, whether directly or indirectly, all of the liabilities of UAHN and its
subsidiary organizations;

1.2.3 Pay $300 million to UAHN for the sole purpose of establishing the Academic
Enhancement Fund (as described below in Section 4.6);

1.2.4 Agree to substantial capital commitments for projects to support the clinical
enterprise in Tucson (as described below in Section 1.3); and

1.2.5 Commit to annual Funds Flow Support Payments (as described below in Section
4.4).

1.3 Banner’s Capital Commitment. Banner will spend or otherwise have committed to
spend $500 million within five years of Closing on capital projects in Tucson to support the clinical
enterprise. These capital projects will include the expansion and renovation of the Medical Center and
construction of a new multi-specialty outpatient clinic and ambulatory surgery center.

14 Banner Board Representation. Upon Closing, Banner will appoint one person who is a
member of the UAHN Board of Directors to be a voting member of the Banner Board of Directors (the
“Banner Board”) to serve at least one three-year term. If this appointee does not complete three
consecutive three-year terms on the Banner Board, Banner will appoint a director who is either a
resident of the Tucson community or an individual with university-level academic experience to serve at
least through the ninth anniversary of the Closing. Post-Closing, Banner will continue to consider
individuals from the Tucson community and individuals with university-level academic experience for
membership on the Banner Board.

1.5 Banner’s Additional Post-Closing Commitments. Banner will make a number of
additional critical post-Closing commitments, including the following:

1.5.1 Continuation of key services and programs provided in Tucson for five years
after Closing;

1.5.2 Co-branding the operations and activities of UPH, Medical Center, South
Campus, and Banner Good Samaritan Medical Center (“BGSMC”) with the
Banner and UA names and logos;

1.5.3 Prohibition on the sale, closure, or conversion to for-profit status of the Medical
Center or BGSMC for ten years after Closing, subject to certain exceptions;

1.5.4 Employment of the employees of UAHN and its subsidiaries for at least six
months after Closing at their current base salaries and retention of their
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seniority for employee benefits purposes, subject to certain requirements and
exceptions; and

1.5.5 Continued participation of the Medical Center, South Campus, BGSMC, and all
UPH physicians in the Medicare and Medicaid programs.

2. Faculty Practice Plan and the Banner Academic Division.

2.1 Exclusive Practice Plan and Dual Employment. UPH will be reorganized to become the
exclusive faculty clinical practice plan for the COM-T and COM-P. The COM-T and COM-P faculty will
provide clinical services exclusively through UPH, with certain exceptions. The COM-T and COM-P
faculty will also be employed by UA for educational and research purposes.

2.2 Banner Academic Division. Banner will establish the Banner Academic Division that will
include the clinical, clinical research, and teaching operations of the UPH physicians; the residency and
fellowship programs at the Medical Center, South Campus, and BGSMC; and the medical student
rotations from the COM-P and COM-T.

2.3 Academic_Management Council. Banner will establish the Academic Management
Council (“AMC”) to serve as the Board of Directors of UPH and to oversee the operations and activities
of the Banner Academic Division. The AMC will be composed of six persons, three appointed by Banner
and three appointed by UA, except in the instance of a prolonged budget deadlock or poor operating
performance. One of UA’s three appointees will be UA’s Senior Vice President for Health Sciences who
will also serve as the Chairman of the AMC. The AMC will act by consensus governance or block voting,
except in the instance of a prolonged budget deadlock or poor operating performance. The AMC’s
specific power and authority will be subject to certain reserved powers of Banner. The President of the
Banner Academic Division will be employed by Banner and will report to the AMC.

2.4 Financial Responsibility. Banner will be financially responsible for UPH and the Banner
Academic Division.

3. Banner’s Purchase of the Land.

Banner will purchase the land associated with the Medical Center from the Arizona Board of
Regents (“ABOR”) for the purchase price of $21 million. The proceeds from this sale will be used solely
for capital expenditures and operating expenses associated with COM-T.

4. Academic Affiliation Agreement.

4.1 Long-Term Academic Affiliation. At Closing, Banner and UA will enter into an Academic
Affiliation Agreement (“AAA”) that will cover both the COM-T and COM-P and require Banner to
maintain the Medical Center as a faculty-based academic medical center to support COM-T and
transition BGSMC to a faculty-based academic medical center to support COM-P, subject in each case to
Banner’s ability to provide a substitute or replacement facility. The AAA will have a term of 30 years.
Throughout the AAA’s term, Banner will be required to provide acute care hospital facilities within the
Tucson and Phoenix metropolitan areas with adequate facilities and clinical capabilities to serve as
academic medical centers for COM-T and COM-P, respectively.
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4.2 Exclusive Partners. UA will be Banner’s exclusive academic medical partner in the State
of Arizona, except for Banner’s relationship with the University of Texas in connection with the Banner
MD Anderson Cancer Center and other mutually agreed exceptions, and Banner will be the exclusive
hospital academic partner of UA, COM-T, and COM-P. UA’s current agreement with Dignity Health for
the new cancer center in Phoenix will remain in place.

4.3 Teaching Programs. All current teaching programs will continue. After Closing, any
addition, modification, or termination of a teaching program will require approval of the AMC. The
number and allocation of COM-T and COM-P residents and fellows will continue. After Closing, the AMC
will have the authority to determine the number and allocation of residents and fellows.

4.4 Funds Flow Support Payments. For the first 15 years of the AAA, Banner will budget and
fund the following annual funds flow support payments:

4.4.1 the amounts funded during fiscal year 2013 by UAHN and Banner to support the
teaching programs and related clinical practices at the Medical Center, the
South Campus, BGSMC, and UPH (the “Base Funds Flow Support Funding”), plus

4.4.2 $20 million (the “Incremental Funds Flow Support Funding”), plus

4.4.3. a variable amount equal to one-half of the combined operating income of the
Medical Center, BGSMC, and UPH in excess of a 5% operating margin (“Variable
Academic Support Payment”).

The Base Funds Flow Support Funding and Incremental Funds Flow Support Funding will be subject to
adjustment based upon certain changed circumstances. In addition, Banner and UA will renegotiate
(within certain limits) the amounts of the Base Funds Flow Support Funding, Incremental Funds Flow
Support Funding, and Variable Academic Support Payment to be applicable during the last 15 years of
the AAA.

4.5 Use of Funds Flow Support Payments. The AMC will determine the specific
expenditures to be funded from the Base Funds Flow Support Funding and Variable Academic Support
Payment pursuant to an established methodology and other requirements. As determined by the AMC,
the Incremental Funds Flow Support Funding will be used solely to support the clinical enterprise of the
Medical Center, BGSMC, and UPH, including for those programs and services provided by UA, COM-T, or
COM-P that support and are accretive to such clinical enterprise, as approved by the AMC.

4.6 Academic Enhancement Fund. UA will establish a foundation, trust, or other restricted
fund (the “Academic Enhancement Fund”) for the sole purpose of providing $20 million of annual
support for academic enhancements, faculty recruitment and program development at the COM-P and
COM-T. At Closing, UAHN will contribute to the Academic Enhancement Fund the $300 million payment
it receives from Banner. Banner will guarantee that the Academic Enhancement Fund has sufficient
funds to make each annual $20 million support payment during the 30-year term of the AAA. Any
amount remaining in the Academic Enhancement Fund at the end of the AAA’s term will be disbursed to
UA (or its designee).

4.7 Unwinding and Remedies. If Banner terminates the AAA, if UA terminates the AAA as a
result of the material breach of Banner, or if the AAA is not renewed at the expiration of its term,
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UA/ABOR will have an option to acquire the Medical Center (including the land), South Campus lease,
and Tucson-based component of UPH (“Southern Arizona Business”) at fair market value. If, however,
Banner terminates the AAA as a result of the material breach of UA, this purchase option would not be
applicable and Banner would have, in addition to any other available remedies, the right to put the
Southern Arizona Business to UA/ABOR. Under no circumstances may the Medical Center or the
Tucson-based portion of UPH be transferred by Banner unless the transferee’s acquisition of the
Medical Center and Tucson-based portion of UPH is subject to assumption of Banner’s obligations under
the AAA.

The foregoing Principles do not create or constitute any legally binding obligations or agreement
by or among Banner, UAHN, and UA, but are intended solely as a proposed guide to the negotiation and
preparation of mutually satisfactory definitive agreements (“Definitive Agreements”). No legally
binding obligations by or among Banner, UAHN, or UA regarding this contemplated strategic affiliation
transaction will arise or exist unless and until all of the parties execute and deliver the Definitive
Agreements, except that the parties shall be bound by the Confidentiality and Non-Disclosure
Agreement dated December 13, 2013, as amended.

THE UNIVERSITY OF ARIZONA HEALTH NETWORK, THE ARIZONA BOARD OF REGENTS, for and on

INC. behalf of THE UNIVERSITY OF ARIZONA
By:
By:
Name:
Name:
Title:
Title:
Date:
Date:

BANNER HEALTH

By:

Peter S. Fine, FACHE
President and Chief Executive Officer

Date:
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