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Summary

An academic medical center (AMC) is defined as a school of medicine or other relevant
professional school, coupled with one or more hospitals or other patient-care entities. AMCs
provide vital clinical care, conduct cutting-edge research, and educate the nation’s future health
care workforce. The financial viability of the AMC model is under increasing pressure from
multiple sources. Leadership of the University of California’s (UC’s) AMCs, to which we refer
collectively as UC Health, has initiated efforts to increase efficiency and reduce costs. However,
further efficiencies and coordination among the UC AMCs will likely require greater nimbleness
and improved capacity to function as a health system. This, in turn, is likely to require changes to
the current governance structure of UC Health.

The purpose of this study was to assess and recommend improvements to the governance
system of UC’s five AMCs, which are located at the Davis, Irvine, Los Angeles, San Diego, and
San Francisco campuses. In this report, we provide an independent assessment of the case for
change in UC Health’s governance structure and suggests viable options for improving the future
governance of UC Health.

We conducted a literature review, including review of documents provided by the UC Office
of the President (UCOP) and review of evidence from the peer-reviewed and non—peer-reviewed
literature. We also conducted interviews with key leaders of UC and UC Health and with
leadership of other AMCs around the nation that have addressed similar governance challenges
in a variety of ways. From these data, we developed evaluation criteria with which to assess the
performance of alternative governance structures and identified four governance structure
options: (1) status quo, (2) an advisory board without delegated authority, (3) an oversight board
with delegated authority, and (4) separation or spin-off of UC Health from the rest of the
university.

Our analysis indicates that the establishment of an oversight board with delegated
decisionmaking authority is most likely to lead to high levels of system performance on the
evaluation criteria we identified. We also caution that governance structure alone is not sufficient
to improve system performance. The function of the system and the relationships between key
players in the system are also vital.
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Chapter One. Introduction

The purpose of this study is to assess and recommend improvements for the governance
system of the five academic medical centers (AMCs) of the University of California (UC). The
core mission of UC’s AMC:s is to pursue a “triple mission” of patient care, research, and medical
education. As a result, each AMC consists of hospitals and related patient-care entities, a school
of medicine, and other affiliated professional schools. The five UC AMCs are located at the
Davis, Irvine, Los Angeles, San Diego, and San Francisco campuses. A sixth medical school has
recently been created at UC Riverside; given its newness and unique structure, we did not
include it in our analysis.

By combining the elements of their missions, AMCs at UC and other universities are
uniquely positioned to develop and deliver innovative treatments for complex conditions. In
addition to providing clinical care, conducting research, and educating students, many AMCs
also contribute to the financial viability of their universities and, in fact, typically account for a
large share of university revenues. Revenue from patient care has allowed many AMCs to cross-
subsidize medical education and research, as well as other university endeavors. With
159,000 inpatient and 4.2 million outpatient visits per year, UC Health brings in $8.6 billion
annually (UC, 2013b), making up more than one-third of UC’s total revenue (UC, 2015a) and
contributing nearly one-quarter of UC’s operating budget (UC, 2013a). At some universities, the
share of budget contributions from AMCs is even higher (Korn, 2015).

Despite this history, the financial viability of the AMC model is under increasing pressure
because of cost-control measures brought about by the Patient Protection and Affordable Care
Act (ACA) (Pub. L. 111-148, 2010), reductions in state and federal support for medical
education, and stagnant levels of research funding (Berman and Jones, 2015; PwC Health
Research Institute, 2012; Hourihan, 2014). Some estimates suggest that, in the next decade, as
much as 10 percent of traditional AMC revenue could disappear because of these and other
pressures (PwC Health Research Institute, 2012). An even more conservative forecast of a 4- to
5-percent reduction in revenue would still eliminate the existing margins (approximately 3 to
5 percent) at which most AMCs operate (Garg, Pérez, and Ramchandran, undated). Given the
cross-subsidies, the financial pressures on AMCs could affect the financial well-being of entire
universities.

Although UC Health currently has overall positive financial margins, projections presented
by the executive vice president of UC Health estimate that, if recent trends continue, costs could
exceed revenues as soon as 2017 (UC, 2015a; Regents of UC, 2014). Like other AMCs across
the nation, UC’s AMCs have sought to broaden their business model beyond the traditional focus
on specialty care through mergers, acquisitions, and strategic alignments with primary- and
secondary-care clinics.



UC Health leaders are concerned, however, that additional efforts might be needed to further
improve efficiency and expand UC Health’s business model. In particular, there is concern that
the current governance structure of UC Health could limit system leaders’ ability to make the
kinds of decisions that are needed to address current and anticipated challenges and do so in a
timely manner. For example, the existing governance structure might not allow for the quick
decisionmaking that can be necessary to facilitate mergers and partnerships vital to remaining
competitive. There is further concern that the governance system does not provide sufficient
opportunity for the five AMCs to act collectively to leverage economies of scale.

In response to these concerns, UC Health leaders have taken steps to increase coordination
and otherwise improve joint decisionmaking among the five AMCs. The UC Office of the
President (UCOP) and the five AMC hospital chief executive officers (CEOs) now communicate
and coordinate informally through weekly telephone calls. UC Health also established a shared
services management council (made up of the five AMC hospital CEOs, three medical school
deans, two chancellors, one regent, three external experts and UCOP’s executive vice president
for UC Health), which now meets quarterly. Other initiatives, such as the UC Center for Health
Quality and Innovation (UC, undated [a]) and Leveraging Scale for Value (UC, 2014a) have
helped to align multiple campus actions related to health care quality (e.g., by sharing best
practices and coordinating responses to hospital-acquired infections) and efficiency (e.g., by
combining and streamlining procurement, purchasing, and human resource management)
(Rosenberg, 2014). The benefits of coordination not only have accrued to the clinical enterprise
but have also improved research and education, such as through collaborative approaches to
genomic sequencing capacity across UC campuses (UC, 2014b). The regents are also currently
discussing the possibility of (1) streamlining decisionmaking related to UC Health by defining
clear dollar thresholds for transactions below which regent approval would not be required and
(2) obtaining regent preapproval for executive compensation packages that meet specified
standards.

Despite these efforts, UCOP and other stakeholders believe that significant governance
challenges remain. Thus, in March 2015, the UC Board of Regents contracted with RAND
Health, a division of the RAND Corporation, to examine the UC Health governance structure
and make recommendations for potential changes to ensure the continued growth and
sustainability of UC Health. RAND’s specific charge was to focus on how the governance
structure can be made more nimble in order to respond to the rapidly changing health care
environment and more capable of acting collectively as a system in order to capitalize on UC
Health’s scale.

In this report, we provide an independent assessment of the case for change in UC Health’s
governance structure and suggest viable options for improving governance of UC Health. We
base our analysis on review of documents that UCOP provided and others accessed through
public sources; review of the peer-reviewed and non—peer-reviewed literature on AMC
governance, operations, and finances; interviews with key leaders of UC and UC Health; and



interviews with leadership of other AMCs around the United States that have recently addressed
similar governance challenges in several different ways. We collected and analyzed data in April
and May 2015. Given the short timeline of the effort, a detailed analysis of the AMCs’ finances
and operations was beyond the scope of this project. Additional information on data and methods
is provided in Appendixes A and B.

We have organized this report as follows: We begin with a brief overview of UC Health’s
current governance system and discuss the assessment criteria used in this research. Then we
assess the key gaps and strengths in the current governance system, identify and analyze options
for addressing the gaps and sustaining the strengths, and provide recommendations for action.






Chapter Two. Overview of the Current Governance System of UC
Health

Figure 2.1 provides a visual representation of the current UC Health governance structure.
The system incorporates reporting and advisory relationships among leaders at each campus,
UCOP, and the regents, as well as coordination activities and communication across campuses.

Figure 2.1: Structure of the Current UC Health Governance System
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Reporting and Advisory Relationships Between the Board of Regents and
UC Health

There are two distinct levels of reporting and advisory relationships in the current UC Health
governance structure. One level consists of campus-level governance. Each AMC is embedded
within the governance structure of its affiliated campus. This includes the medical and other
related professional schools, as well as patient-care entities (e.g., the hospitals, as well as clinics



and other patient-care operations). (For ease in exposition, we use the term hospital to refer to all
patient-care functions related to an AMC.) Some of these patient-care entities are run by CEOs,
who report to campus-based chancellors, sometimes through vice chancellors. Other entities
might be run by medical school departments or faculty practice plans. In some cases, the vice
chancellor is also the dean of the school of medicine. Chancellors are responsible for all activity
on their campuses and oversee cross-subsidies between revenue-generating patient-care
functions and the medical education and research functions, as well as subsidies that support
non-health care activities. Some campuses convene advisory boards for their AMCs and
professional schools. However, many of these appear to focus on fundraising, and only some
meet regularly (UC, 2015a).

Another level of reporting involves the individual campuses and the UC Board of Regents.
All chancellors report to the UC president. The UC president, in turn, reports to the UC Board of
Regents, which holds ultimate authority and accountability for all aspects of UC—physical
infrastructure, appropriations, interface with the governor and legislature, and graduate and
undergraduate education—all in addition to overseeing UC Health. The president is supported by
the staff of UCOP, which provides legal, human resource, financial, and many other kinds of
services to the UC system. The Board of Regents has a variety of standing committees, including
the Committee on Health Services, which oversees the UC clinical enterprise and other health
care—related matters (UC, 2013c¢). The committee is made up of nine regents, the UC president
and two additional ex officio members, two advisory members, a faculty representative, and two
staff members (UC, 2015b).

Coordination and Communication Activities Among the Five Academic
Medical Centers

Although the five AMC campuses operate independently, the AMCs also coordinate certain
activities through largely informal mechanisms that UCOP facilitates. As mentioned previously,
in recent years, UCOP has sought to help UC Health take advantage of efficiencies of scale and
scope, promote coordination in research among the campuses, and provide a venue in which
CEOs can share best practices and develop responses to unexpected events. These efforts are
largely guided by the executive vice president of UC Health (UC, undated [b]). Because the
executive vice president has little formal authority over AMC leadership, cross-AMC
coordination remains voluntary, and the power of the executive vice president’s office resides in
its ability to convene (through phone calls and regular in-person meetings with CEOs and
chancellors) and persuade. Thus, for the most part, changes that affect all UC AMC campuses do
not happen unless the key decisionmakers at each campus (e.g., chancellors and health-system
CEOs) agree to them. In spite of the executive vice president’s lack of formal authority, a
significant increase in informal coordination among UC’s AMCs has occurred in recent years.



Chapter Three. Assessment Criteria

In this chapter, we describe the criteria used to identify gaps and strengths in the current UC
Health governance system and to evaluate options for improving it.

The published literature on academic governance, hospital governance, and board
governance contains a large number of evaluative criteria that might be used to guide an analysis.
Given the project’s timeline, an extensive analysis and ranking of these criteria was impractical.
Moreover, the literature on AMC governance highlights the importance of context and history in
the design of strong governance systems (see, e.g., Wegner, undated; Kezar and Eckel, 2004;
Governance Institute, 2005). Therefore, we focused our search for criteria on the two broad goals
articulated in the project’s statement of work: (1) nimbleness of decisionmaking and
(2) capability to act collectively as a system.

With these goals as a starting point, we reviewed published literature to (1) identify criteria
aligned with these broader goals and (2) assess the extent to which strong performance on
identified criteria might lead to increases in market share, quality, and other indicators of
performance. We also dedicated time during our interviews with key stakeholders to elicit their
views of strengths and gaps in the current governance system and to obtain feedback on draft
lists of evaluative criteria. In some instances, interviewees suggested criteria that were not on our
draft lists or offered helpful perspectives on proposed criteria. However, there was considerable
overlap between the criteria that our interviewees identified and the criteria that we identified in
the literature review. In sum, we identified seven criteria using this process:

e timeliness and efficiency of decisionmaking: Streamlining the process of arriving at
decisions can improve the health system’s ability to respond to rapidly changing
conditions. Although we did not identify empirical studies relating timeliness of
decisionmaking to clinical performance, this was a strong theme in the interviews. It also
comports generally with the directive to employ clear decisionmaking processes that do
not require excessive time and effort.

e expertise: Timely and efficient decisionmaking processes can be of limited value if
decisionmakers lack the expertise—or access to it—needed to make well-informed
decisions. The presence of certain types of individuals (e.g., nurses and physicians) on
hospital boards has been linked to variations in clinical quality ratings (Szekendi et al.,
2014), and board-member expertise frequently appears in lists of desirable attributes of
hospital board governance (Totten, 2015). Interviews, however, suggest that, in addition
to health care—specific expertise, more-generalized expertise, such as knowledge of
running a large, complex business enterprise, is also vital. Thus, we defined expertise
broadly for the purposes of our analysis.

e ability to provide strategic guidance: The literature on board governance often stresses
the importance of focusing oversight boards’ attention on providing strategic, system-
level, and forward-looking guidance while limiting the amount of time and attention paid



to specific day-to-day management and operational decisions (Prybil et al., 2012; Ginter,
Swayne, and Duncan, 2002). One study finds a statistically significant relationship
between a hospital’s quality ranking and the degree to which the hospital’s board focuses
on strategic issues (Szekendi et al., 2014), while another finds that focus on strategic
activity (and other characteristics typically associated with corporate versus nonprofit
boards) is related to higher patient admissions and market share (Alexander and Lee,
2006).

e ability to take advantage of system-level efficiencies: This criterion assesses the extent to
which the system can identify and leverage economies of scale (e.g., joint purchasing)
and scope (e.g., specialization across campuses) to achieve greater efficiencies (Becker,
Formisano, and Getto, 2010; Karpf and Lofgren, 2012). Given UC Health’s multicampus
structure, this involves coordination among decisionmakers at the five campuses. There
are few other multicampus AMC:s in the United States and therefore fewer empirical
research studies to support this criterion (Governance Institute, 2005).

e ability to maintain alignment across the “triple mission” (patient care, research, and
education): This criterion assesses the extent to which the governance structure facilitates
and encourages alignment across all AMC missions. Both the literature and our
interviews suggest that having leadership in each of the affected areas (patient care,
teaching, and research) that shares in the overall vision of the AMC can help reduce
conflict while enhancing sound decisionmaking (Reece, Chrencik, and Miller, 2012;
Borden et al., 2015; Kirch et al., 2005).

e responsiveness to local campus conditions: This criterion assesses the extent to which the
system is responsive to the market conditions and community context at each of the
medical campuses in the UC system. This issue is relevant to most large, multisite
medical systems (Prybil et al., 2012) but is of particular relevance to UC Health with its
five large AMCs. Our interviewees emphasized that understanding these local factors is
crucial to remaining competitive.

e feasibility: This criterion addresses the costs (e.g., time and effort) of making a transition
from the current system to any proposed new system, which is a standard criterion in
policy analysis (Bardach, 2012; Weimer and Vining, 2012). In the case of UC Health
governance, this might include revisions to laws or bylaws or negotiating memoranda of
understanding. Feasibility also incorporates the perceived risk that the new governance
system creates more problems than it solves. We made no systematic attempt to assess
political feasibility.

The first criterion (timeliness and efficiency of decisionmaking) clearly relates to the broader
goal of nimbleness, while several others (strategic guidance, system-level efficiencies, alignment
across the triple mission, and responsiveness to local campus conditions) clearly relate to the
goal of acting collectively as a system. The expertise criterion, by contrast, supports both goals.
Finally, the feasibility criterion seeks to focus attention on both the potential benefits and costs
of changing the governance system.

We note that, given the diversity of AMC governance structures in the United States, there is
no universal “gold standard” or optimum structure that would work across all institutions
(Wegner, undated). A set of case studies on university governance has found, for instance, that
structure can improve efficiency (e.g., timeliness) but that effectiveness (i.e., ability to produce



decisions that improve performance) depends mostly on how individuals work within those
structures (e.g., leadership, relationships, and trust) (Kezar, 2004). Other studies have drawn a
distinction between structural and functional integration, in which structure refers to formal
institutions and function refers to the relationships among and activities of those working within
those formal structures. Structurally integrated institutions are organized under a single
leadership model for both the hospital and medical school. In functionally integrated institutions,
the relationships between the leaders at the hospital and medical school are highly collaborative
regardless of governance structure. AMC performance has been found to be more strongly
associated with functional than with structural integration. However, one study also finds that
structural integration increases the likelihood of functional integration (Keroack et al., 2011).
Thus, two AMCs with similar governance structures might perform very differently under the
evaluation criteria described above as a result of differences in the strength of leadership,
interactions, and working relationships among key players. In sum, it appears that formal
governance structure can help facilitate, but not guarantee, functional integration.

Thus, our assessment goes beyond a focus on governance structures to include best practices
that enhance the ability of any governance structure to work more effectively (Szekendi et al.,
2014). These best practices, described in more detail in upcoming chapters, include continual
board-member education and development (Jha and Epstein, 2010); the use of performance
measures as a means of ensuring accountability (Wietecha, Lipstein, and Rabkin, 2009); and
regular self-assessment of governance structures and processes to allow for course corrections
and improvement (Health Research and Educational Trust, 2007). In addition, where relevant,
our assessment notes situations in which implementation of a proposed governance structure
might succeed or fail depending on the degree to which UC entities operate in a functionally
integrated manner.






Chapter Four. An Assessment of the Current UC Health
Governance System

We used the criteria just described to identify gaps and strengths in the current UC Health
governance system. Using information from the interviews with UC stakeholders and the
document and literature review, we summarize some of the key gaps and improvement
opportunities in the current UC Health governance system.

Reporting and Advisory Relationships Between the Board of Regents and
UC Health

We begin by discussing regent oversight. Here, the findings relate mostly to the criteria of
timeliness and efficiency of decisionmaking, expertise, and the ability to provide strategic
guidance.

There Are Many Perceived Barriers to Timeliness of Decisionmaking

Several respondents noted that decisions are made too slowly, given the speed at which
things change in the health care market. Thus, for many, the current system performs poorly on
the criterion of timeliness in decisionmaking. For example, several respondents noted that the
requirement for potential agenda items to appear on the Committee on Health Services meeting
agenda two months in advance of the actual meeting could cause them to lose out on potential
opportunities when other organizations could move more quickly. For instance, one respondent
said that the need to get a proposed merger on the agenda two months before a committee
meeting caused the campus to lose out on an acquisition opportunity when another buyer was
able to move more quickly. However, there was not universal agreement about the degree to
which timeliness is a problem and about where any bottlenecks might lie—i.e., with the regents
or with UCOP and campus-level processes that occur before issues reach the regents. Several
interviewees noted that making timely decisions about fast-moving business issues can be
difficult because of the volume and scope of issues for which regents are responsible.

Interviewees Were Concerned About Whether Regents Have Access to Sufficient
Expertise

Many respondents expressed concerns about whether the regents possess the expertise
needed to provide effective oversight of what are essentially five large and complex business
enterprises. This includes knowledge of current trends in the health care market, the impact of
recent policy developments (e.g., the Affordable Care Act), and the ways in which revenues from
UC Health cross-subsidize other critical university functions. Some interviewees stated that there

11



have been notable improvements in regent awareness of these issues but that they believed that
the regents still lack the depth of understanding needed to help UC Health respond strategically
to current and future developments. However, regents are selected to represent the broader
public, not for health care expertise. Unlike corporate boards, whose members are typically
selected because of their expertise in a particular business or type of venture, the California
Constitution states that regents should be selected to reflect “able persons broadly reflective of
the economic, cultural, and social diversity of the State” (California Constitution, Art. 9, § 9[d]),
thus ensuring a link between the university and the views of the broader citizenry in the state.
This, in combination with the broad set of demands on regents’ time, could make it difficult for
regents to develop in-depth knowledge of the health care industry. Thus, the current system
performs poorly with respect to its ability to include health care expertise in decisionmaking.

Some Feel That the Regents’ Agenda Selection Process Leaves Too Little Time for
Strategic Discussions

Another commonly expressed concern was the regents’ perceived tendency to focus on
specific operational issues at the expense of “proactive” policy discussions and strategic
guidance to UC Health. Current bylaws for the Committee on Health Services require committee
members to engage not only on general strategy issues (e.g., strategic plans, budgets, future
legislation, and AMC annual reports) but also on operational and management issues (e.g.,
specific partnerships and mergers and acquisitions) (UC, 2013c). Although some responsibilities
may be delegated to the president, others may not. For instance, Standing Order 100.4(dd)(5)
(UC, 2011), dating from 1975, excludes from delegation to the president the ability to approve
affiliations with other entities, regardless of the financial value of the transaction. The regents’
broad range of responsibilities, along with lack of expertise in health care, contributes to the
perception that regents focus on “minor” issues at the expense of providing high-level strategic
oversight.

A related theme was concern about whether Committee on Health Services meetings are
good venues for discussion and decisionmaking on complex business matters. First, the
committee’s meetings are typically held on the same days as full regent meetings, and full
agendas often leave little time for in-depth discussion of complex issues related to running a
health system. Second, sometimes, issues before the committee involve competition-sensitive
information (e.g., business strategies), and there are concerns about revealing information in
public venues that might be used by UC Health’s competitors (California Attorney General’s
Office, undated).
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Coordination and Communication Activities Among the Five Academic
Medical Centers

The remaining findings relate to the criteria on system-level efficiencies, the triple mission,
and responsiveness to local campus conditions. Through the interviews, we identified both the
benefits of the current system, which emphasizes campus-level “sovereignty” under the
leadership of chancellors (rather than centralization at the system level), and opportunities for
improvement. Findings related to the coordination and communication activities among the five
AMC:s are closely tied to the assessment criteria of the ability to take advantage of system-level
efficiencies, the ability to maintain alignment across the triple mission, and responsiveness to
local campus conditions. The following themes came up frequently during the interviews.

Coordination Allows Academic Medical Centers to Leverage Economies of Scale Within
UC Health

Many respondents pointed to recent instances in which having all five campuses negotiate as
a unified block had resulted in cost savings (i.e., under the Leveraging Scale for Value initiative
mentioned earlier). These included joint purchasing agreements, standardizing billing and
collection processes across UC medical centers, and coordinating to sending clinical lab tests to
UC medical centers instead of external labs. Many believed that additional coordination could
provide even more savings. Overall, additional coordination activities on purchasing and
negotiating would improve UC Health’s ability to take advantage of additional opportunities to
leverage economies of scale.

Coordination Among the Academic Medical Centers Can Prevent Poor Financial
Performance and Provide System-Level Efficiencies

UC issues bonds to fund projects at individual medical centers that are secured by gross
revenues of all five AMCs. These bonds are also rated together, and the credit rating is
influenced by UC’s high financial exposure to the health care sector as percentage of revenue
(Moody’s, 2010). As one CEO noted, each of the AMCs has struggled financially at some time:

What has changed in the last five years is that, as state dollars are reduced, the

hospitals and clinical enterprise have backfilled those dollars. If a hospital gets

into financial trouble, it’s not just the hospitals—it’s the entire academic

enterprise.
Our review of other universities” AMCs indicates that poor financial decisions at one AMC
within a system have the potential for negative impacts throughout the entire system. Thus,
coordination among the AMCs that prevents poor financial performance could result in lower
costs of capital, a system-level efficiency that might not be possible without more-formal
centralization.
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Another system-level efficiency might be some of the high-complexity medical procedures
that are currently replicated at multiple AMCs. Some interviewees felt that the UC Health system
as a whole could likely improve quality and reduce costs by “rationalizing” care services across
sites. Concentrating these kinds of care at fewer sites could reduce costs of care and improve
quality (Sternberg and Dougherty, 2015). Recent studies have indicated that a low volume of
care in a particular area, for even routine surgeries, is associated with poor outcomes (Ley, 2014;
Sternberg and Dougherty, 2015; Worley et al., 2012). Centralization efforts around care quality
could both reduce system-level inefficiencies and increase alignment of the triple mission
(patient care, education, and research). Other interviewees, however, doubted whether patients
would travel to other (often-distant) AMCs for any but the most-specialized care (e.g., organ
transplants, rare cancers, and severe burns).

A Central Mechanism Is Needed for Adjudicating Conflicts in Shared Markets

Given the considerable distances between most of the medical campuses, few of them
compete in the same primary health care markets. However, as the AMCs expand their reach,
Southern California has become an area where the markets of UC Irvine, UC Los Angeles, UC
San Diego, and even the community-based clinical enterprise of UC Riverside can overlap.
Several respondents noted the need for a “referee” of sorts when “territorial claims,” such as
partnerships and acquisitions, need to be resolved. Without such coordination, one UC AMC
would treat another as it would any other potential competitor, by promoting its own capabilities
and experience at the expense of the other. Another respondent noted that competition between
the AMCs might be “healthy” in some respects but might not serve the UC Health system well
overall. Acting as a system could reduce the inefficiencies associated with market competition
among UC’s AMCs.

The Current Decentralized Structure of UC Health Is Well-Positioned to Respond to
Local Needs

Some respondents were concerned that greater centralization could reduce the authority of
campus-level leaders, who have local expertise and understand local markets and contexts, and
diminish the ability of AMC leadership to respond to local environmental changes. One
respondent noted that, if care were to be rationalized at the system level, it might make sense to
eliminate all but a few programs in certain highly specialized areas, such as organ transplantation
and burn units. However, because the UC AMC:s are all sites for training medical students,
medical residents, and researchers, eliminating such programs would also eliminate vital
educational and training opportunities.

The Current Decentralized Structure of UC Health Relies on Local Branding

Respondents at many UC campuses, as well as non-UC respondents, maintained that, from
the patient’s point of view, the health-system “brand” is local. They maintained that people think
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of their health care as being provided by a specific UC campus (i.e., UC Irvine or UC Los
Angeles), not by “UC Health” as a whole. Some respondents also noted that patients do not
consider the UC AMC:s as interchangeable and might have limited tolerance for traveling to
other UC campuses—often hundreds of miles away—to seek care. Thus, a more centralized UC
Health might change the value of the brand, for better or for worse.

The Current Decentralized Structure of UC Health Ensures That Chancellors’
Responsibility for the Activities on Their Campuses Matches Their Authority

Some respondents noted that each chancellor will ultimately be held responsible for what
goes on at his or her campus, even if the AMC became a separate entity. The AMCs and
university campuses are inextricably linked; thus, vesting more power within the centralized
system would leave the chancellors with the same level of responsibility but less authority. This
decentralized structure is more responsive to local campus conditions but less able to take
advantage of system-level efficiencies. High involvement of the chancellors also ensures
alignment of the triple mission (patient care, education, and research).

Summary

In sum, based on interviews and document analysis, it appears that there is wide
acknowledgment that the functioning of the current governance system with respect to the
reporting and advisory relationships between the regents and UC Health could be improved.
However, the case for additional centralization appears to be mixed. Although it seems clear that
some activities could benefit from more-centralized decisionmaking at the UC Health system
level, some decisions also appear to benefit from the ability to tailor decisions to unique
conditions at the campus and community levels.
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Chapter Five. Descriptions of Options for Addressing Governance
Challenges

Informed by the literature review, interviews, and our own analysis, we identified four
governance options for consideration. We selected options that address one or more of the gaps
and improvement opportunities described above. We also sought options for which there is a
precedent in similar university system; thus, we focused on options used by public universities.
We sought to emphasize options for which there is some documented evidence of success and a
plausible chain of argument connecting the option to improved outcomes. Given the paucity of
empirical evidence on AMC governance, however, this was often not possible. Finally, we
sought to ensure that the set of options included at least some that could be implemented in the
near term.

The selected options include an advisory committee without delegated authority, a governing
board with delegated authority, and spinning UC Health off as separate entity. We also included
the status quo, which most policy-analysis texts recommend as part of any sound analysis
(Bardach, 2012). For each option, there might be multiple variations on structural and procedural
elements, and these variations will influence how the option ultimately functions. However, the
four options described in this chapter present a useful typology of governance models relevant
for addressing UC’s governance challenges. Note that, for purposes of our analysis, we assumed
that the Committee on Health Services would remain in place.

We note that, for each option (excluding option 1), we also present a description of AMCs
that have instituted the proposed governance option. Because of the paucity of documented
evidence and difficulties in directly linking governance structure to AMC performance, the
selected AMCs are meant to serve only as illustrations of how these different options might look
in a real-world setting, not necessarily as aspirational benchmarks.

Option 1: Status Quo with Implementation of Best Practices

Under this option, the existing governance structure would be maintained. However, we
include in this option implementation of a few best practices from the literature. As noted above,
we identified three best practices that seem likely to address some of the specific gaps and
improvement opportunities described above:

e Provide onboarding and ongoing training for board members. Training should be
provided when a board member is initially appointed to the Committee on Health Service
and on an ongoing basis during his or her tenure. The training might include an
introduction to the health care system and recent policy changes, as well as roles and
responsibilities of the regents vis-a-vis chancellors, CEOs, and deans.
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o [dentify and use a standard set of performance metrics. ldentifying and using a standard
set of performance metrics can support the regents’ and committee’s need to hold UC
Health accountable. By providing a clear line of sight into the health system, this practice
could also make committee members comfortable in affording AMC CEOs and other
health-system leaders more autonomy over ongoing operational decisions about the
system. In order to ensure buy-in, specific metrics should be selected in consultation with
major stakeholders and might include financial performance, patient volume, quality, cost
per unit, access, and patient—payer mix.

e Have periodic evaluations of the governance system. Given the uniqueness of the UC
system, any revision to an AMC’s governance system will involve moving into uncharted
territory. Decisionmakers should regularly evaluate the extent to which the governance
system can meet key criteria, e.g., timeliness of decisionmaking and access to expertise.

We include implementation of these three best practices in each of the remaining options
described below.

Option 2: UC Health System Advisory Board Without Delegated Authority

Description of Option

In this option, the Board of Regents would authorize the creation of an advisory board to the
Committee on Health Services. This is in addition to implementing the best practices described
under option 1 (training, performance measures, and evaluation). Membership of the advisory
board is designed to reflect some of the issues discussed earlier in the report: (1) the need to
improve regent and committee access to expertise and (2) the need to strike a balance between
the benefits of centralized coordination of AMCs under UCOP’s leadership and the benefits of
campus-level sovereignty under the leadership of the chancellors. The advisory board would
have 18 members:

chair and vice chair of the committee

UC Health executive vice president

CEOs of the five medical campuses

chancellors or their designees (e.g., vice chancellors for health) of each of the five
medical campuses

e five external experts in health care and related fields, appointed by members of the
committee.

In the interest of limiting the size of the advisory board, we do not include deans of schools
of medicine. We assume that chancellors or vice chancellors (the latter of whom are often also
deans) could represent their perspectives. If this proves insufficient, it might be necessary to
incorporate at least some deans on the board. This option (and option 3 below) would build on
the current practice of holding regular meetings with chancellors, CEOs, and others (see
discussion above) but would formalize them and provide mechanisms to ensure that these
discussions are linked to discussions of the Committee on Health Services.
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The full advisory board would meet periodically (e.g., quarterly) and be tasked with
providing recommendations to the regents and the committee. However, the regents and the
committee would retain formal decisionmaking authority. The board’s responsibility would
include routine performance monitoring, as well as consideration of time-sensitive matters, such
as fast-moving business opportunities and recruitment and retention decisions. The board would
also engage on issues of strategy for UC Health, assess future trends in the health care
marketplace, and provide advice on how best to leverage UC Health assets to pursue the triple
mission (patient care, education, and research) and how best to balance system- and campus-
level considerations.

The advisory board would operate according to an explicit process for arriving at
recommendations, including, but not limited to, majority voting. Super majorities could be
required in order to encourage broader consensus but could also increase decision costs and
create a bias in favor of the status quo. In addition to recommendations, the advisory board
would also provide periodic (e.g., quarterly) performance reports to the regents and the
committee to track the status of key indicators and highlight significant issues for consideration
by the regents and the committee. Such issues might include areas of strength or weakness,
future threats or opportunities, and issues with significant bearing on concerns to the UC system
as a whole (e.g., facilities, undergraduate curriculum, and labor contracts).

An executive committee would serve as a standing committee of the advisory board and
would be made up of the following members of the larger advisory board: the chair of the
Committee on Health Services, the UC Health executive vice president, one CEO, the chancellor
of one of the five campuses, and one external expert. The CEO, chancellor, and external expert
on the executive committee would rotate on a regular basis (e.g., every two years). The executive
committee would determine the agenda for the advisory board meetings and develop
recommendations for the regents and Committee on Health Services based on input from the
meetings. The executive committee would meet more frequently than the advisory board (e.g.,
monthly or biweekly), as needed, and would have the power to transact routine business in
between regular advisory board sessions.

Variation on Option 2

Instead of creating a separate advisory board that meets separately from the Committee on
Health Services, external experts on the advisory board could also attend Committee on Health
Services meetings, thereby bolstering the level of expertise available to the regents. The UC
regents have used similar approach for the Regents Committee on Investments, in which two
members of the Investment Advisory Committee attend Regents Committee on Investments
meetings as nonvoting advisers (referred to as regents-designate) (UC, 2012). However, this
practice could reduce the amount of time allocated to in-depth discussions of health care issues.
Also, unlike investment decisions that can be made at the system level, running UC Health
requires participation of campus-level stakeholders. Thus, including health experts and key UC
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Health decisionmakers might result in Committee on Health Services meetings with more than
two dozen participants and might become unwieldy. The remainder of this report assumes that
option 2 involves a separate advisory board.

Examples from Case Studies

A precedent for this sort of advisory board can be found in the University of Washington
(UW) Medicine Board and the University of Kentucky (UK) Healthcare Advisory Board. Both
are technically advisory boards, which provide advice and guidance to others with
decisionmaking authority. In the UW system, the decisionmaking body involves the regents, the
president, and the CEO, executive vice president, or dean. At UK, decisionmaking authority rests
with the executive vice president for health affairs, who has the authority and responsibility for
most day-to-day decisions. Oversight is provided by the Board of Trustees for UK and the
University Health Care Committee. At both UW and UK, these advisory boards include a
combination of internal decisionmakers (e.g., stakeholders from the university and school of
medicine, the larger governing board, and local community members with expertise in health
care or in running large, complex business enterprises [or both]). Each board has about
17 members, which is within the range of most governing boards we examined. Each board also
has an executive committee, which is responsible for making faster decisions.

At both UW and UK, certain types of decisions, such as major capital expenditures and new
construction, are presented to the overall Board of Trustees or Board of Regents. However, the
Advisory Board and the Executive Committee still discuss these issues extensively and make
recommendations to the ultimate deciding authority (see Figure 5.1).

Figure 5.1: University of Washington and University of Kentucky Governance Structures
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Our analysis suggests that two factors enhance the UW advisory board’s ability to operate in
a timely and efficient manner. First, the UW board includes three standing committees: finance
and audit, compliance, and patient safety and quality. The committee structure gives emphasis to
these topics and related business decisions. Second, other decisionmakers are committed to
taking the advice of its advisory board seriously. This is partially due to both boards’ ability to
recruit top-caliber individuals whose backgrounds suggest that they can be trusted with high-
level decisions.

If UC chooses to create an advisory board of this sort, it might follow the UW model by
creating subcommittees. In this variant, the executive committee, in addition to providing rapid
feedback through more-frequent meetings, would also take responsibility for coordinating the
activities of the internal and external subcommittees through shared membership, agenda-setting,
and information-sharing. Joint meetings every year or two could provide opportunities for
members of the internal and external subcommittees to work with one another.

Option 3. UC Health Oversight Board with Delegated Authority

Description of Option

The third option adopts all the features of the proposed UC Health System Advisory Board
(option 2) but also formally delegates some decisionmaking authority to the newly created board.
Thus, option 3 establishes something called the UC Health Oversight Board, indicating that its
responsibilities would go beyond providing advice to making binding decisions. This is in
addition to implementing the best practices described under option 1 (training, performance
measures, and evaluation).

We stress that, as in option 2, under option 3, the regents and Committee on Health Services
would retain ultimate authority over UC Health. However, in this option, the regents and
committee would empower the oversight board to make certain decisions on its behalf and under
its guidance. If this option is selected, the primary question to answer would be how broad the
delegation should be—that is, over what range of decisions should the oversight board have
delegated authority? The regents and committee might choose to develop decision thresholds for
different kinds of topics to determine what decisions can best be delegated. For instance,
thresholds could be drawn over economic impacts (e.g., decisions that fall below a certain dollar
threshold) or population impacts (e.g., decisions that affect the entire campus or multiple
campuses versus a specific group). In addition, the regents and committee could consider
delegating authority based on certain topics, such as promotion and compensation plans. In the
end, delegated authorities should be appropriate to the context and needs of the UC system and
will require evaluation over time.
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Examples from Case Studies

An example for this option is the Board of Directors of the University of Connecticut
(UConn) Health Center. The board was established in 2002, replacing the Health Affairs
Committee, which was a subcommittee of the UConn Board of Trustees (analogous to the Board
of Regents). The state legislature approved the board, which includes subcommittees on
academic affairs, clinical affairs, and finance. The board is made up of 18 members and includes
a combination of internal decisionmakers (e.g., trustees and the university president),
representatives from Connecticut state government (e.g., commissioner of the Department of
Public Health and the executive financial officer in the Office of Policy and Management), and
external experts and leaders in health care and business (see Figure 5.2) (UConn, 2015).

Figure 5.2: University of Connecticut Governance Structure
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Delegated responsibilities at UCONN include oversight and decisionmaking authority for
grants and contracts, compensation plans and labor contracts, faculty promotions and tenure,
medical staff appointments, adjudication of issues related to faculty grievances over promotion
and pay, staffing levels, business contracts, general operating policies, space allocation, strategic
planning, academic programming, and changes in bylaws of the UConn School of Medicine and
UConn School of Dental Medicine. In addition, the board acts in an advisory capacity to the
trustees for issues, such as annual operating and capital budgets, changes in mission, fundraising,
and closure of academic departments.

We note that UK also has an oversight board, the University Health Care Committee, which
is separate from the Board of Trustees and charged with governance for the clinical enterprise. In
practice, however, the University Health Care Committee tends to defer to the judgment of the
UK Healthcare Advisory Board. In option 3, we propose a separate oversight board akin to that
at UConn, which takes on the responsibilities of reviewing activities, making judgments, and
issuing decisions.
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We also note that the State University of New York (SUNY), which is a four-AMC system,
is currently in the process of changing its governance structure to create a separate oversight
board similar to that at UConn for the health care enterprise. Pending legislative approval, the
new oversight board would report to the Board of Trustees but would have delegated
responsibilities and decisionmaking authority for all four AMCs. The board would include a
combination of external experts and internal decisionmakers (e.g., the four campus presidents).

Option 4: Spin Off UC Health as a Separate Entity

Description of Option

In option 4, at least some AMCs would become legally separate from the rest of the
university, with separate governance structures. This is in addition to implementing the best
practices described under option 1 (training, performance measures, and evaluation).

Given the presence of five AMCs in the UC system, spinning off UC Health might take one
of two forms:

e spin-off option 1: Each of the five AMC campuses spins off its hospitals, or each AMC

campus is allowed to make its own decision about whether to spin off.

e spin-off option 2: All the hospitals and health care facilities across the five campuses spin

off together as a statewide, integrated organizational entity.

We did not find any examples of multiple-AMC systems with multiple campuses in which
the hospitals had been spun off, so this would be new territory for UC.! However, spinning the
AMC:s off individually would probably not afford new opportunities for UC Health to exploit the
system’s scale, and we therefore do not discuss it further. We base the following assessment on
spin off option 2.

Examples from Case Studies

In 1991, the University of Colorado spun off its hospital, and state legislation established the
University of Colorado Hospital Authority (University of Colorado, 2013). Colorado has
established formal contractual agreements between the hospital and university systems, such as
having the chancellor and dean of the University of Colorado School of Medicine serve on the
hospital and health care system boards. There are also informal arrangements made by agreement
by all parties, such as having an executive council of the chancellor, dean, and hospital CEOs
meet regularly and solve disputes, as needed. In Colorado, one reason to spin off was to get out
from under the state procurement and personnel rules, which inhibited efficient decisionmaking.

" One potential exception is the University of Arizona, where the hospitals associated with their AMCs were
recently spun off to become part of Banner Health. In this case, however, the hospitals were not spun off as
independent entities but acquired by another, privately held health system. See Arizona Health Sciences Center,
2014.
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Although we cannot say with certainty that spinning off has directly resulted in the health care
system flourishing, University of Colorado Health has exceeded growth targets for the past

15 years and transformed from a struggling entity to a profitable one (Larson, 2012; Moody’s,
2015.

At Johns Hopkins University, the hospital and the university were never integrated within a
single body, but this system provides another example of how organizationally distinct hospitals
and universities can work together to pursue the triple mission. The two entities had relied on a
variety of fairly informal relationships and collaborations to function together as an AMC.
However, by 1997, it was clear that the lack of a formal integrating body was resulting in poor
coordination and organizational conflict (Kastor, 2004). The current structure, known as Johns
Hopkins Medicine (JHM), is a formal link between Johns Hopkins University (representing the
university) and the Johns Hopkins Hospital (representing the hospital) (see Figure 5.3). The
boards of both the university and the hospital system created JHM to streamline decisionmaking
and integrate and align university and hospital activities. The president of JHM serves as both the
dean of the Johns Hopkins University School of Medicine and the CEO of the hospital system.
JHM does not have legally binding authority over the two entities but serves as an integrating
and facilitating body. The JHM board includes not only representatives from the hospital and the
university but also community members with specific expertise, including leaders in the
financial, pharmaceutical, and medical fields. The new governance structure resulted in a
strengthened and profitable physician practice plan, expansion of clinical services, and alignment
of fundraising efforts so the School of Medicine and health system were no longer in competition
(Reece, Chrencik, and Miller, 2012).

Figure 5.3: Johns Hopkins Governance Structure
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Chapter Six. Analysis of Options

In this chapter, we apply the criteria described above to each of the four options we
identified. The evaluation team iteratively assigned stoplight (i.e., red, yellow, or green) ratings
to each of the options. Given the absence of agreed-upon objective benchmarks, the ratings were
relative. That is, a red rating indicates poor performance relative to other options, yellow
moderate performance, and green strong performance. We assumed that each of the criteria
should be weighted more or less equally. We evaluated options under the assumption that UC
Health would want to implement actions in the short term; thus, we gave slightly more weight to
feasibility.

After each iteration, the team identified and discussed differences in ratings. We repeated the
process until we achieved consensus. We show relevant criteria in italics. We note that there is
an irreducible degree of judgment in the ratings, but we leave it to the reader to determine the
soundness of this judgment. We summarize our ratings in Table 7.1 in Chapter Seven, which
enables readers to see the consequences of different ratings. We remind readers that we
conducted our analyses under the explicit assumption that, no matter which option UC Health
might select, the best practices outlined earlier in the report would be implemented (e.g.,
training, performance measures, and evaluation).

Option 1: Maintain the Status Quo

As noted above, in this option, the governance structure of UC Health would remain as it is
today but assumes that the system would implement the best practices described above.

Potential Advantages

This option builds on the strengths of the current system, including strong existing alignment
among the three parts of UC Health’s triple mission—patient care, education, and research—as
well as responsiveness to local market and campus conditions. The implementation of best
practices, as well as other reforms (e.g., executive compensation and delegated authority), has
the potential to improve the timeliness and efficiency of decisionmaking. Depending on the level
of change brought on by these best practices, the level and quality of strategic guidance offered
to UC Health might improve. There are also opportunities for improvements in system-level
efficiencies, mostly through initiatives that are already under way, such as Leveraging Scale for
Value. Implementing a standard performance-measurement system could involve significant
time and effort but could draw on data sources that appear to be already in use. Training for
board members could likely draw on existing materials. Similarly, although ongoing external
evaluation might be ideal (and perhaps costly), informal and internal evaluation might be

25



sufficient. Thus, option 1 appears to be relatively feasible because it involves low transition
costs. Because the option does not require major changes, it also poses a low risk of failure.

Evidence of the Impact on Performance

As noted above, there is limited empirical evidence that use of these and similar best
practices is associated with higher hospital quality rankings and some financial indicators
(Szekendi et al., 2014).

Potential Disadvantages

The key disadvantage of this option is that it does not incorporate any additional outside
expertise into the current governance structure. Thus, it is unclear whether this option would
address the need for stronger strategic guidance or would improve the system’s ability to capture
system-level efficiencies. Moreover, the costs of implementing the best practices, although not
extensive, are nontrivial.

Summary

This option presents few major changes but would require the implementation of best
practices, which is likely to require some investment and ongoing effort. Although the option
would address some of the issues identified in the relationships between the UC Board of
Regents and UC Health, it would not necessarily address the issues related to coordination
among UC AMCs.

Option 2: UC Health System Advisory Board Without Delegated Authority

As noted above, in this option, the Board of Regents would authorize the creation of an
advisory board to the Committee on Health Services.

Potential Advantages

Discussions with UCOP staff suggest that an advisory committee without formal delegation
of authority could be established without regent actions. Thus, it appears that this option could be
implemented relatively quickly, based on a recommendation to the regents from UCOP. An
advisory board would increase the amount of relevant expertise available both to the Committee
on Health Services and the Regents Committee of the Whole. The inclusion of chancellors and
CEOs on the advisory board would provide an opportunity to weigh system-level efficiencies
against responsiveness to campus conditions and how to address the triple mission of patient
care, education, and research. This, along with the presence of additional experts, might improve
the quality of strategic guidance provided to UC Health.

The advisory board would also create a regular venue in which key stakeholders could get to
know each other’s perspectives and build trust. In this regard—and through the direct
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involvement of the Committee on Health Services chair, as well as regular reports to the
committee—the advisory board might help forge closer and more-routine linkages between the
committee and UCOP and UC Health leadership. Currently, UCOP facilitates regular, monthly
meetings among chancellors; weekly and monthly meetings among medical-system CEOs; and
health-focused retreats every two years that include both groups. These meetings often involve
presentations from and discussions with external experts.

Evidence of the Impact on Performance

The evidence of this option’s impact on system performance can be drawn from UK
HealthCare. We caution that, although the governance structure is associated with changes in
system performance, the system was considering and implementing other changes (e.g., during
the period when governance changes were being considered and implemented, the state
legislature had urged UK to become a top 20 research institution). Thus, it is not clear what (if
any) independent impact implementation of the governance structure had on system
performance. That said, current data do indicate that, between fiscal year (FY) 2004 and FY
2008, UK HealthCare “cardiology inpatient market share grew from 12.4 percent to 22.4 percent,
digestive diseases from 28.3 percent to 43.5 percent, and oncology from 37.4 [percent] to
59.5 percent” (Means et al., 2010).

Potential Disadvantages

The number of people on the proposed advisory board could limit the timeliness and
efficiency of decisionmaking by creating an additional layer of bureaucracy. However, with
17 members, the proposed advisory board would be similar in size and scope to both the UW
Medicine Board and the UK HealthCare advisory board. Moreover, implementation of a smaller
executive committee that meets more frequently could limit losses in timeliness.

Based on our review of other systems, it seems likely that realizing the benefits of an
advisory board would depend on the degree of deference it is afforded by the ultimate
decisionmakers (i.e., the regents and Committee on Health Services). If the committee or the
regents routinely question and reconsider the board’s recommendations, the increased decision
costs associated with adding another venue could outweigh the benefits of the additional
expertise, strategic guidance, and potentially improved timeliness.

Summary

This option could provide the outside expertise that we identified as lacking. However, the
lack of delegated authority could limit the advisory board’s ultimate impact, particularly in
relation to the criteria of timeliness and efficiency.
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Option 3: UC Health Oversight Board with Delegated Authority

As noted above, the third option adopts all the features of the proposed UC Health System
Advisory Board (option 2) but also formally delegates some decisionmaking authority to the
advisory board.

Potential Advantages

This option would have the same advantages as option 2 while decreasing the odds of
creating an advisory board whose recommendations would have to be reconsidered at a higher
level of authority. Thus, it would likely perform better on the timeliness and efficiency criterion.

Evidence of the Impact on Performance

We could not locate any information to assess whether performance on the timeliness and
efficiency criterion has, indeed, been better in systems that have tried this option.

Potential Disadvantages

However, this option would be somewhat more challenging to implement than option 2
because it would likely require more effort to formally delegate authority to another entity.
However, should formal delegation prove too difficult, or if system performance is poor under
this system, delegated authority could be revoked and the system could easily revert to option 2.

Summary

This option seems likely to provide the greatest chance of positive outcomes on the criteria of
interest. However, the need to formally delegate authority could limit its feasibility.

Option 4: Spin Off UC Health as a Separate Entity

As noted above, in option 4, all five campus-level AMCs would jointly separate from the rest
of the university, with a separate governance structure.

Evidence of the Impact on Performance

Given the previously mentioned difficulties in assessing the causal impact of governance
changes, University of Colorado Health has exceeded growth targets for the past 15 years and
transformed from a struggling entity to a profitable one (Larson, 2012; Moody’s, 2015).
However, it is also important to note that the ability of a spun-off AMC to successfully function
when the university and hospital are divided rests almost entirely on the relationships between
the leadership of the entities. At Johns Hopkins Medicine, an article analyzing the change in
governance structure noted,
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Most agree that the new system has worked better than expected partly because
of the character of [Edward D.] Miller [first dean and CEO of JHM] and [Ronald
Peterson [hospital president] who cooperate constructively with each other and
are not inherently confrontational. Whether this will continue to apply when it
becomes time to select their successors remains to be seen. (Kastor, 2003, p. 776)

Potential Advantages

The potential benefit of this option for UC would be that spinning off the hospitals from the
university system might allow each university to optimize its own performance to its own unique
environment—i.e., higher education and the health care marketplace—and to create separate
oversight boards and structures for each of those environments. Further, separation of the two
entities reduces the financial risk to the one entity if the other encounters financial difficulties.
There are reports that spin-off has allowed hospitals to compete more successfully and to thrive
in a business sense (e.g., Florida [Barrett, 2008], Colorado [Larson, 2012], and the University of
Pittsburgh Medical Center [UPMC] [Levine et al., 2008]).

In principle, creation of an oversight board that is focused solely on overseeing UC Health
(or a single AMC) would allow the board to draw on high-caliber experts in health care and
relative fields, make key decisions more rapidly than UC regents (who must focus on a much
broader array of issues), and provide opportunities to identify and implement strategies designed
to capitalized on the system-level efficiencies (e.g., through joint purchasing) and scope (e.g., by
creating campus-based centers of excellence to promote high value and quality in specific
procedures). Moreover, separating AMC governance would likely increase timeliness and

efficiency.

Potential Disadvantages

Retaining the benefits of alignment between the components of the triple mission (patient
care, teaching, and research) would likely require considerable time and effort under this option
and might depend heavily on the personalities, goals, and personal visions of the leaders who are
hired. Past experience suggests that, even when a hospital and university function separately on
paper, there must be a high degree of integration and coordination between them, including
cross-nominations for board members, funding and resource flow (e.g., staffing) transfers,
creation of oversight positions or boards that serve both entities, and common mission or vision
statements. If integration and coordination do not occur, entities can drift apart over time and fail
to take advantage of the synergies between patient care, medical education, and research (Barrett,
2008).

Summary

This option would require a significant amount of negotiation. It is highly unlikely, at least at
this time, that the context and environment at UC Health are appropriate, or the problems
sufficiently large, to warrant this solution.

29






Chapter Seven. Conclusion and Recommendations

Table 7.1 summarizes the analysis from Chapter Six, with each row describing how we
evaluated an option with respect to the criteria shown in each column. As noted above, red
indicates that we would expect the option to perform poorly with respect to that criterion; yellow
indicates middling performance; and green indicates that we would expect the option to perform
well.
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Table 7.1: Summary of Options

Benefits Costs
Alignment of Responsiveness to
Timeliness and Strategic System-Level the Triple Local Campus Transition
Option Efficiency Expertise Guidance Efficiency Mission Conditions Costs, Risks
Status quo Will improve with use of Most
governance best practices, or if improvement

structure, with
best practices

Advisory
board

Oversight
board with
delegated
authority

Spin off AMCs

current reform efforts
(e.g., executive
compensation and
delegated authority) are
implemented

Could see
improvements in
timeliness or efficiency
over status quo or might
only create more
bureaucracy

through current
initiatives (e.g.,
Leveraging Scale
for Value)

Creates venues
or coordination
among AMCs by
consensus

Could be
reduced if the
clinical enterprise
dominates over
research and
eaching

Could fail if
shared

Greater systemness
could come at the
expense of local
responsiveness, but the
option could be as
responsive as the status
quo

do not succeed
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Any of the proposed options would likely result in improved system performance over the
status quo through the additional expertise provided by outside experts and increased focus on
strategic guidance. Thus, although adopting only best practices (training, performance measures,
and evaluation) would likely lead to some improvements in system performance, improvements
would likely be modest. As is often the case, of the remaining options, the more-dramatic
governance changes that might provide greater benefit (e.g., timeliness and system-level
efficiency) also bear highest transition costs and risks. For instance, although the spin-off option
might promote considerable agility for UC Health, it would require negotiation of extension
agreements between hospitals and the university to maintain synergies among research, teaching,
and patient care. Thus, this option might be “too much solution” when compared with the costs
and risks involved—at least in the near term. But, should other options fail to achieve results or
if conditions in the health care marketplace change dramatically, this option might deserve
consideration in the future.

Given our analysis, two options appear to be favored over the others, and one of these
options is more likely to achieve high levels of system performance. The most preferred option is
option 3, an oversight board with delegated authority, because it provides agility, expertise, and
affords a balance between cross-campus “system” issues while taking account of the need to
align with campus activities and respond to local market conditions. Adoption of a standard set
of performance metrics is critical to the success of this option because it can help increase
Committee on Health Services and regent visibility into UC Health operations, thus ensuring that
delegating authority does not come with a loss of accountability to the regents. Ongoing
evaluation could examine the extent to which regents retain visibility into the health system, and
adjustments could be made in the future, as needed.

If this option cannot be achieved, however, option 2, the advisory board, is the next-best
option because it provides some of the same benefits as the version with delegation, though with
less certainty because of questions about how much autonomy it would have in practical terms.
Option 2 would be relatively easy to implement, but its ability to improve agility would depend
on the amount of deference that the Committee on Health Services and other regents afford it.
Once again, use of a standard set of performance metrics and ongoing evaluation could help
ensure committee and regent visibility in UC Health and provide opportunities for midcourse
corrections. However, the risk of increasing decision costs (i.e., if the committee and regents
frequently reconsidered advisory-board decisions) would reduce agility and makes this option
less desirable than option 3. That said, if getting agreement in option 3 were to prove too
difficult, this option might be a viable starting point and (in the best case) might be wholly
sufficient. As noted above, UW’s advisory board lacks formally delegated authority but
functions as though it had such authority, given understandings among key individuals. Once
again, however, it would be important to evaluate performance of the system periodically and
make adjustments as needed.
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Appendix A: Methodological Details

Document and Literature Review

We used PubMed and Google to assess the peer-reviewed and non—peer-reviewed (e.g.,
white papers and technical reports) literature to identify articles and books on AMC governance.
We did not limit by date. Because PubMed contains only peer-reviewed literature, we used
search terms that were intentionally broad and that would capture articles focusing on topics
other than governance. For practical considerations, we conducted more-targeted searches in
Google to identify only relevant reports and documents. For PubMed, we used the following
search terms: academic medical center, academic health center, and academic health sciences.
For Google, we used academic medical center and governance; academic health center and
governance;, and academic health sciences and governance. Overall, we found 47 relevant
articles in PubMed and 35 reports from Google. We used these documents to identify AMC
models and glean insight on important governance structure elements and their impacts on
AMCs. We also reviewed several hundred pages of documents provided by UCOP that describe
the history of governance-related discussions among UC Health, the regents, and other decisions.
We also reviewed laws, bylaws, and minutes and videos recording recent meetings of the
Committee on Health Services.

Interviews with and Document Review of Other Academic Medical Centers

We sought to cover a range of AMC organizational characteristics, including public and
private institutions, single- and multicampus systems, and integrated and separated governing
structures for patient care and education. Through literature reviews and UCOP input, we
developed a list of AMCs for initial consideration, including UW, the University of Colorado,
SUNY, the University of Florida, Vanderbilt University, the University of Michigan, the
University of Texas, Banner Health, the University of lowa, JHM, Ascension Health, UK,
UConn, the University of Arizona, Cleveland Clinic, Mayo Clinic, the University of
Pennsylvania, and UPMC. From this larger list, we selected five systems for more in-depth
examination, including telephone interviews with key leaders. We selected these six based on
(1) the degree to which the AMC literature referred to the system as an exemplar for governance
and (2) the extent to which the system had been previously discussed as a possible model for UC.
We also ensured that the five models chosen represented different characteristics. Some of the
AMCs whose representatives we interviewed might serve as models that UC might emulate,
although we included one system to help foster a deeper understanding of the range of
approaches and the factors that have led AMCs to choose different approaches. These systems
were UW, UK, University of Colorado, JHM, SUNY, and Ascension Health. Three of the AMCs
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whose representatives we interviewed (UW, UK, and SUNY) were on the integrated-governance
model side of the spectrum, and two (University of Colorado and JHM) were on the separated
end of the spectrum. These were semistructured interviews, and Appendix B provides the
interview protocol.

Interviews with UC Stakeholders

For each of the five campuses in UC Health, we contacted the chancellor, the health-system
CEO, and the dean of the medical school. We were able to schedule interviews with four
chancellors, five CEOs, and four medical-school deans. We also interviewed four regents and
held periodic discussions with senior members of UCOP to ask factual questions about the UC
system and to help facilitate contact with interviewees. We promised interviewees anonymity,
except as required by law, and we did not record the interviews. We analyzed notes from the
interviews for themes, which focused on barriers and challenges to good governance, factors that
lead to successful governance, effects of governance on AMC success, and AMC governance
model structures. The RAND Human Subjects Protection Committee reviewed and approved
data collection. The interviews were semistructured, and Appendix B provides the interview
protocols (one version for UCOP staff and regents, a second for UC campus-level actors, and
another for non—UC system informants).
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Appendix B: Interview Protocols

The following is the text of the interview protocols used for each population.

Introduction

The RAND Corporation has been engaged by the University of California Board of Regents
to analyze proposed changes and make recommendations about the future governance model of
the University of California’s health system. We are conducting a series of expert interviews to
inform our understanding of the current system and possible alternatives. By governance model,
we are referring to the authority and reporting relationships between campus chancellors,
medical-center CEOs, and deans, and the following “UC-level” actors:

e regents
e Committee on Health Services
e executive vice president of UC Health.

Before we begin, we need to read you a human-subjects protection statement, which has been
approved by RAND’s Human Subjects Protection Committee:

We will be taking notes at this meeting. Your responses will not be shared with
anyone else outside the project except as required by law. You will not be quoted
or referenced by name and we will make every effort to assure that you cannot be
identified through inference. Your participation in this meeting is entirely
voluntary. You do not have to participate, and if you choose to participate, you
should feel free to decline to discuss any topic that we raise. We believe the risks
to participation are minimal and this could be a beneficial opportunity for you to
bring up your concerns about governance of UC Health.

Do you have any questions or concerns? Do you wish to proceed?

Questions for Regents and Staff of the UC Office of the President

Before . . . talking directly about governance, we want to take a moment to understand a little
bit about your campus and how it relates to the other UC Health campuses.

1. system-level challenges. What are some of the key challenges facing the UC Health
system in the next several years?

2. how decisions at individual campuses affect the system. What types of campus-level
decisions affect the entire UC Health system?

3. strengths. What are some of the most-important strengths of the current UC Health
governance systems?

4. weaknesses. What are some of the most-important weaknesses of the current UC Health
governance systems?

37



goals for new system. What are the most-important attributes that an improved
governance system should have? [Share draft list of criteria.]

proposed revisions. Are you aware of the proposal to create an advisory board to the UC
Regents Healthcare Systems and Services Committee [sic]? What is your opinion of it?

a. Does it meet the goals you discussed above?
b. Does it have any weaknesses?
c. Do you have suggestions for strengthening it? Explain.

models in other states. Are you aware of models of university health—system governance
in other states that you believe have useful lessons for UC Health? Explain.

other topics. Are there are relevant topics you would like to discuss? Do you have any
questions about RAND or about this study?

Questions for Chancellors, Chief Executive Officers, and Deans

1.

campus-level challenges. What are some of the key challenges facing your campus in the
next several years? We are particularly interested in any that are unique to your campus
or that manifest themselves in unique ways at your campus.

impact of governance structure on campuses. Can you provide some examples or
illustrations of decisions at your campus that have prompted a lot of involvement from
the UC Health governance structure?

a. To what extent might those decisions have affected other campuses in the UC Health
system?

b. To what extent was your campuses’ decision affected by the actions of other
campuses in the UC Health system?

strengths. What are some of the most-important strengths of the current UC Health
governance systems?

weaknesses. What are some of the most-important weaknesses of the current UC Health
governance systems?

goals for new system. What are the most-important attributes that an improved
governance system should have? [Share draft list of criteria.]

proposed revisions. Are you aware of the proposal to create an advisory board to the UC
Regents Healthcare Systems and Services Committee [sic]? What is your opinion of it?

a. Does it meet the goals you discussed above?
b. Do you have suggestions for strengthening it? Explain.

models in other states. Are you aware of models of university health—system governance
in other states that you believe have useful lessons for UC Health? Explain.

other topics. Are there are relevant topics you would like to discuss? Do you have any
questions about RAND or about this study?

Questions for Representatives of Non-UC Academic Medical Centers

1.

What factors caused leadership in your health system to believe that a new governance
model was needed?
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2. What specific goals or requirements were you trying to achieve in selecting or designing
a new model of governance?

3. What models or university health systems did leadership view as exemplary when you
were investigating new governance options?

4. Can you please describe the governance model you have now?

5. In your view, is the model achieving the goals it was set out to achieve?

6. To what aspects of your governance model do you attribute its failure or success and
why?

7. Would you make the same choice again and why?

8. Do you have any familiarity with the University of California’s health centers or
governance system?

9. Do you have any recommendations for academic health systems that are considering a
change in governance system?

10. Are there other relevant issues or topics you would like to discuss?
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