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Office of the President
TO MEMBERS OF THE HEALTH SERVICES COMMITTEE:

ACTION ITEM — CONSENT

For Meeting of June 23, 2021

PARTICIPATION IN A JOINT VENTURE TO DEVELOP A MEDICAL OFFICE
BUILDING IN FREMONT, CALIFORNIA, SAN FRANCISCO CAMPUS

EXECUTIVE SUMMARY

To create and expand access to high-quality clinical services for the Southern Alameda County
community, UCSF Health (UCSFH) requests up to $31 million of capital funding to establish
Warm Springs Health Center Partnership, LLC (the Joint Venture) and to develop and build a
comprehensive outpatient center in the Warm Springs neighborhood of Fremont, California with
Washington Township Health Care District, doing business as Washington Hospital Health
System (WHHS).

Since 2013, UCSFH’s affiliation with WHHS has supported development of seven significant
clinical services in Fremont, California. In March 2020, UCSFH and WHHS jointly purchased a
commercial real estate parcel at 45388 Warm Springs Boulevard, Fremont, California (the
Property) with UCSFH investing approximately $11.5 million in capital for 49 percent equity in
the Property, which was approved under UC Presidential authority. The proposed joint venture
will consist of the establishment of Warm Springs Health Center Partnership, LLC, a UCSFH-
WHHS joint venture and will facilitate development of the jointly purchased Warm Springs
Property into a comprehensive outpatient center with expanded access to high-quality clinical
services in the Warms Springs neighborhood of Fremont, Alameda County, California. In
addition to the requested capital funding, UCSF will also contribute its 49 percent equity in the
Property.

The projected UCSFH investment of $31 million in the affiliation will cover establishment,
operation, and development of the Joint Venture and the construction and build-out of an
ambulatory surgery center along with outpatient clinics for primary and specialty care, urgent
care, retail pharmacy, imaging, laboratory, and infusion services in the Property. Funds for this
investment will come from UCSFH reserves and are allocated in the health system’s ten-year
strategic plan.



HEALTH SERVICES COMMITTEE -2- H2B
June 23, 2021

RECOMMENDATION

The President of the University recommends that the Health Services Committee recommend to
the Regents:

A. Approval of UCSF Health’s establishment, with Washington Township Health Care
District, of a joint venture (Warm Springs Health Center Partnership, LLC, the Joint
Venture), with UCSF Health (UCSFH) and Washington Hospital Health System
(WHHSY) as its two corporate members, in furtherance of the charitable and educational
purposes of UCSFH and WHHS, including promoting health and providing or expanding
access to healthcare services for a broad cross-section of the community, and investment
of up to $31 million over five years and UCSFH’s tenancy-in-common interest in the real
estate parcel at 45388 Warm Springs Boulevard, Fremont, California, in exchange for a
49 percent stake in the company.

B. That the following be required, in connection with the above arrangements:

(1) Purposes/Mission: UCSFH’s participation in the Joint Venture shall be in
furtherance of its non-profit purposes and consistent with its clinical and
academic missions.

(2) Capital Calls/Additional Investment: Concurrence of the Chair of the Health
Services Committee shall be required for any investment (e.g., in response to a
capital call) beyond the above amounts, as well as any mergers, acquisitions, joint
ventures or sales of all or substantially all of the assets of the Joint Venture.

3) Exclusivity: Nothing in any agreement signed in connection with the Joint
Venture will bind the University as a whole, UC Health, or any UC campus or UC
medical center (other than UCSFH); and all definitive agreements shall preserve
UCSFH’s right at all times to participate directly or through the new companies
where appropriate in systemwide initiatives notwithstanding any exclusivity
agreements or policies otherwise adopted by the Joint Venture.

4) Use of University Name: Any use of the UCSFH or University of California name
shall be subject to prior approval by the campus and shall be consistent with
University policies governing use of the University’s names and marks and
appropriate licensing agreements.

(%) Access to Records: UCSFH shall have access to all legal and financial records
maintained by the Joint Venture.

(6) Termination: The definitive agreements shall include appropriate provisions for
termination or dissolution.
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C. That the President or his designee be authorized, after consultation with the Office of the
General Counsel, to approve and execute any agreements reasonably required to
implement UCSFH’s participation in the Joint Venture, including any subsequent
agreements, modifications, or amendments thereto, provided that such agreements,
modifications, amendments or related documents are materially consistent with the terms
above, and do not otherwise materially increase the obligations of the Regents or
materially decrease the rights of the Regents.

BACKGROUND
Context, Purpose, Key Parties

UCSFH’s Vision 2025 Strategic Plan identified expansion of ambulatory care access as a key
strategic priority to 1) increase the availability of high-value care closer to where patients live; 2)
expand the Canopy Health network (UCSFH’s accountable care organization); and 3) support
growth of complex care cases at UCSFH’s core sites in San Francisco and Oakland.

In the Fremont community, UCSFH has demonstrated the ability to fulfill Vision 2025’s
expansion goals through its longstanding affiliation with WHHS:

e Local Access to Care - UCSFH and WHHS have established seven significant clinical
services in Fremont, California, including maternal fetal medicine, neonatal care,
inpatient pediatric medicine, outpatient pediatric care, transplant care, heart and vascular
care, and cancer care.

e Canopy Health Expansion - WHHS became a member of the Canopy Health network in
2016 and is the only health system provider in Southern Alameda County.

o Complex Care Growth - UCSFH has increased the number of complex care patients
served from WHHS’s service area, nearly tripling the annual number of complex care
patients served by UCSFH since the start of the affiliation, from 31 in 2013 to 90 cases in
2020. This growth has increased the net income to UCSFH by $3 million annually.

UCSF Health selected WHHS as a partner to expand into the Southern Alameda County market
with because WHHS has:

e acommon vision and shared values;

e acommitment to improving quality and increasing access for all patients regardless of
their ability to pay;

o high patient satisfaction ratings with a long and consistent history;

o alongstanding reputation of serving Alameda County;

e a strong history of successfully working with UCSF across cancer, cardiac surgery, liver
transplant outreach, neonatal intensive care, pediatrics specialties, and prenatal care.

In support of Vision 2025, UCSFH and WHHS jointly purchased a commercial real estate parcel
at 45388 Warm Springs Boulevard, Fremont, California (the Property) for $22 million in March
2020. The parcel included an approximately 88,000-gross-square-foot building located on 5.2
acres of land. The purchase was approved by President Napolitano on February 12, 2020. UCSF
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funded 49 percent of the acquisition for approximately $11.5 million (consisting of $10.8 million
to fund the purchase and reimburse WHHS for certain expenses and $0.7 million to fund
Tenancy in Common expenses), and WHHS funded the remaining 51 percent. On March 29,
2020, UCSF and WHHS entered into a Tenancy-in-Common Agreement (the TICA) concerning
their joint 49 percent/51 percent ownership of the Property. The TICA has since been extended
and now will expire on June 30, 2021, unless extended further. Formation of the proposed Joint
Venture will allow the parties to transfer their respective tenancy-in-common interests in the
Property to the Joint Venture on or before June 30, 2021.

The build-out of the outpatient center at Warm Springs will consist of an initial build, opening
April 2023, as well as an expansion of comprehensive clinical programming by 2028.

The proposed project will also represent the second network outpatient center developed by
UCSFH and an affiliate, following the Berkeley Outpatient Center (BOPC) which opened in
June 2018 as a part of the BayHealth partnership with John Muir Health. After the first year of
operation, the BOPC has exceeded volume growth targets for both primary and specialty care
and has a positive net income of approximately $6 million to the health system.

The key parties to the proposed transaction are the Regents, through the UCSFH Medical Center
and UCSFH School of Medicine (UCSFH), and Washington Township Health Care District, a
public health care system known as Washington Hospital Health System (WHHS), dedicated to
improving the health of the communities it serves with quality and compassion.

Washington Hospital Health System (WHHS)

WHHS is a not-for-profit hospital that serves residents of the Washington Township Health Care
District in Alameda County. WHHS’s mission is to meet the healthcare needs of its local
residents through medical services, education, and research. Within this scope, WHHS aims to
improve and maintain the health status of the community by:

e committing to a culture of patient safety and accountability;

o adopting identified best practices;

o providing access to high-quality, cost-effective health services through an integrated
delivery system,;

e partnering with a diverse medical staff, academic medical centers, and other providers to
meet the healthcare needs of District residents; and

o providing employee, professional, and community educational resources to enhance
patient care and health promotion throughout the District.

Opened in 1958, WHHS has a long history of serving the Alameda community with healthcare
services including: a 415-bed acute care hospital; 24-hour emergency care; childbirth and family
services; cardiac surgery, catheterization, and rehabilitation; nutritional counseling; outpatient
surgery; pulmonary function; crisis intervention; respiratory care; rehabilitation services; social
services; laboratory; medical imaging; level II nursery and hospice care.

WHHS’s district service area primarily includes the cities of Fremont, Union City, and Newark,
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and the population breakdown by race and ethnicity across these three cities includes 80 percent
minority groups (including 48 percent Asian, 23 percent Hispanic/Latinx, and four percent Black
or African American) and 20 percent White. WHHS’s payor mix is 11 percent Medicare, 33
percent Medi-Cal, and 57 percent commercial. In the fiscal year ending June 30, 2019, WHHS
provided approximately $67 million in uncompensated health care services to the community’s
medically indigent population and an additional $150 million in uncompensated health care
services to Medicare patients.

Strategic Context

Warm Springs
Warm Springs is a newly developing area in Southern Alameda County, with significant new

housing development driven by available land and proximity to a new Bay Area Rapid Transit
(BART) station and growing presence of technology and innovation companies. The current
population is 1.6 million, primarily between 18 and 44 years of age and is expected to grow to
1.7 million by 2025. The area provides opportunity for capture of new volumes as housing is
developed for both adult and pediatric populations, as well as potential employee health
collaboration.

Program Plan

UCSF Health and WHHS will pursue a strategically phased approach to development of the
outpatient center at Warm Springs in consideration of population growth and post-COVID
market dynamics.

Establish UCSF market presence - . .
Grow into a comprehensive specialty

program & invest in core services

through virtual care & fill
community care gaps

Timeline April 2023 — Initial Build 2-5 Years After Opening — Expansion
Adult = Primary Care = General Surgery
Specialties | = Cardiology = Gastroenterology

= Medical Oncology = QOtolaryngology

= Neurosurgery / Neurology = Urology

= Behavioral Health = Orthopedics

= Virtual Care / Clinic Hoteling — = Ophthalmology/ Optometry

Multiple Specialty Access Dermatology

Women’s = OB/GYN — General / Specialized = Minimally Invasive Gynecologic Surgery
Health = Women's Center
Pediatrics = Primary Care = Otolaryngology

= Adolescent Eating Disorder = QOrthopedics

= Psychiatry = Ophthalmology/ Optometry

Gastroenterology

Core = Retail Urgent Care = Ambulatory Surgery Center
Services* = Pharmacy = |Imaging Expansion

= |maging = Non-Oncology Infusion

= Lab = Oncology Infusion

Cost $17TM $14M

*Provided either through a JV or a lease
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Structure

The WHHS affiliation is intended to further UCSFH’s clinical and academic missions, consistent
with each party’s public mission. The proposed transaction consists of the establishment of a
UCSF-WHHS Joint Venture. UCSF and WHHS will form a new legal entity whose primary
purposes will be ownership, management, and improvement of the Property. UCSF and WHHS
will initially make capital contributions and share ownership and governance on a 49 percent / 51
percent basis. Each party’s initial capital contribution will consist of cash and the parties’
respective undivided tenancy-in-common interests in the Property, though the parties may agree
to permit additional in-kind contributions of tangible and intangible assets if they are properly
valued and deemed to be of strategic benefit to the Joint Venture.

Initially, the parties contemplate engaging in the following joint activities:

a. ownership of the Property;

b. managing the Property, including the leasing of space to unrelated third
parties as well as entities or parties related to WHHS or UCSFH or both (i.e.,
a joint venture); and

c. improving the Property as mutually agreed by the parties.

In the current plan for the project, UCSF would offer adult specialties, pediatric specialties, and
pediatric primary care. The mix of specialties to be offered is still being refined, with specialties
targeted for inclusion based on needs identified as a part of the strategic plan, as well as
specialties identified as market needs by WHHS. UCSFH providers at Warm Springs will
complement the specialties offered by WHHS. In addition, UCSF plans to partner with WHHS
on an ambulatory surgery center and medical imaging in the building. The parties estimate that
the building renovation, interior improvements, and equipment will require $31 million of capital
for UCSF’s 49 percent pro rata share over approximately five to eight years.

University Oversight and Participation Governance and Management

The University will exercise oversight over the affiliation through a variety of mechanisms. First,
decisions reserved to the members of the various organizations will be made by University
personnel, with approval of the President of the University, the Health Services Committee, or
the Regents if and as applicable. Second, each of the definitive agreements will assure UCSF
access to and the right to audit the books and records of the Joint Venture.

Warm Springs Health Center Partnership, LLC

The Joint Venture will be governed by the members through representatives they designate
pursuant to an Operating Agreement under negotiation between the parties. The Joint Venture
will be a member-managed California limited liability company, and governance rights will be
allocated consistent with ownership interests. Initially, UCSFH will own a 49 percent stake in the
Joint Venture. The Operating Agreement, when executed, will include appropriate provisions
relating to capital calls, restrictions on transfer of equity interests, right of first opportunity
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provisions, a process for resolving deadlocks, reserve powers, and other items typically
addressed in governing documents.

Under the Operating Agreement, UCSF’s reserve powers will include the following as long as
UCSF maintains a ten percent ownership in the company:

1.

(98]

10.
11.

Merger, consolidation, or other reorganization of the company or the sale,
exchange, transfer, or other disposition of all or substantially all of the assets of
the company;

Changing or reorganizing the company from a limited liability company to
another legal form;

Amendments to the organizational or governance documents of the company;
The removal, addition, or substitution of any member of the company, or the
issuance of any ownership interests in the company;

The discontinuation of the company’s business or any change in the general
character of the business of the company;

The dissolution of the company, the filing of a bankruptcy petition with respect to
the company, or other insolvency actions with respect to the company;
Selecting or changing the purposes, mission, or the name of the company;

Any decision to finance, refinance, lien, or enter into any other encumbrance on
the Property or any other real property held by the company, or the execution of
any guaranties on any such encumbrance by the members,

Consenting to a transfer or sale of any portion of the Property or any other real
property held by the company;

Any decision to demand additional capital contributions from the members;
Approval and execution of all leases of any portion of the Property or any other
real property held by the company, or a material modification, amendment, or
termination of a lease.

UCSEF’s reserve powers will include the following as long as UCSF maintains a 35 percent
ownership in the company:

1.

3.

Approval of the company’s budget or any material modification thereto;
Approval of all business and strategic plans;

Any non-budgeted expense outside the course of day-to-day operations in excess
of the lesser of twenty percent (20%) of the current year’s budget cumulative per
year or Two Hundred Fifty Thousand Dollars ($250,000.00) (the Threshold);
The approval of non-budgeted contracts, leases (whether operating or capital), or
other agreements or transactions of the company in excess of the Threshold or any
material modification thereof;

Any loan by the company of any of its funds to any person or entity, or the
provision of any guarantees by the company not otherwise approved as part of a
budget or business or strategic plan;

Any non-budgeted borrowing by the company in excess of the Threshold
(excluding accounts payable);

Any contract between the company and any of its members or affiliates;
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8. Entering into any development agreement or other agreement related to the
development or construction of the Property, any modifications or amendments
thereto, and the approval of any development or construction budgets related to
the development or construction of the Property or any modifications or
amendments thereto;

. Lawsuits where the controversy or settlement value is more than the Threshold;

10. The distribution of any assets of the company to the members, other than as set
forth in the Operating Agreement;

11. The submission of any zoning, building, or entitlement permit or license
applications;

12. The hiring of any brokers or manager, or the negotiation of any management
contract (or any extension or renewal of such contract);

13. Approve any agreement between the company and any academic medical center
for any new affiliation; and

14. The appointment, termination, or removal of the President of the company.

Financial Considerations

UCSFH proposes to invest up to $31 million in the affiliation, broken down as follows: (i)

approximately $17 million for Joint Venture building core preparation and tenant improvements;
(i1) approximately $6 million for fixtures, furniture, and equipment such as for imaging, and (iii)
approximately $8 million for design and permitting, project management, and contingency costs.

Funds for the above investments will be derived from UCSFH reserves and are accounted for in
UCSFH’s ten-year plan as “strategic investments,” a category which currently totals over $160
million.

In addition to developing clinical use space for UCSFH and WHHS, it is expected that the Joint
Venture will develop space to lease to third parties for operation of complementary spaces such
as medical offices, a fitness and wellness center, parking services, and community services.
Revenue from initial third-party leases will be reinvested in future growth of clinical services at
the Property.
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Description Initial Build Warm Springs JV LLC Leasing Pro-Forma

($'000) 2021 2022 2023 2024 2025
Initial Build JV LLC Revenue® $140 $553 $1,735 $2,368 $2,439
Building Operating Expenses $240 $266 $736 $764 $782
Total Initial Build LLC EBIDA ($100) $287 $999 $1,604 $1,657

Pro-Rata Distribution 2
UCSF Share (49% Share) ($49) $141 $489 $786 $812
WHHS Share (51% Share) ($51) $147 $509 $818 $845

!Total Revenue consists of UCSF/WHHS Clinical Space Rent, Third Party Lease, Pass-Through
Building Operating Expense and Mgmt Fee for North & South Building for Initial Build Only

? Based on % Ownership (WHHS-51%, UCSF-49%)

Warm Springs Health Center Partnership, LLC Establishment and Participation

The investment by UCSFH in the Joint Venture is needed to initially capitalize the Joint Venture
and initiate the activities outlined above. The initial capital contribution amounts will be as
follows, and the Joint Venture is estimated to have a ten to twenty percent return on investment:

Ttem UCSF Capital
Contribution

Real Estate Purchase Price $11.5M

Building Preparation for Clinical Build, Tenant $17M

Improvements

Furniture, Fixtures, Equipment $6M

Design, Permitting, Project Management, Contingency $8M

Total $42.5M

Faculty, Personnel and Staffing

The affiliation is not expected to have any material impact on existing UCSF staff. To the
contrary, the Joint Venture is expected to delegate substantial operational responsibilities to its
members, consistent with the members’ expressed desire to preserve their independent missions
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and 1dentities while collectively serving their local communities by delivering well-integrated,
high-quality, cost-effective clinical care.

The Joint Venture is not expected to contract for any “covered services” (as defined by Regents
Policy 5402, Policy Generally Prohibiting Contracting for Services) during the development
phase of the Property, which is expected to take 3 years. As the Joint Venture will be engaged
solely in new development, no employees in any existing UC bargaining unit will be affected in
the near term. In the event that UCSF leases clinical space in the building(s) developed on the
Property, UCSF expects that such clinic(s) will be staffed with UC employees, and any other
“covered services” are expected to be incident to UCSF’s lease. The Joint Venture may
eventually contract with one or more vendors for certain “covered services” relating to the
maintenance of the building(s) developed on the Property, but the Joint Venture is not part of the
Regents, will not be operating on Regents’ property, and will not use the University’s name. In
addition, the Property is over 49 miles from the nearest UCSF campus and over 36 miles from
the nearest UC campus. The Property will not be part of any UC campus, and UCSFH expects to
always be a minority investor in the Joint Venture.

Legal and Regulatory Considerations

The healthcare industry is complex and highly regulated. All definitive agreements will reflect a
commitment on the part of all partners to effective and robust compliance programs, which may
be operated directly by the new companies, or with assistance from UCSFH and other
participating members.

None of the contemplated transactions is subject to prior regulatory approval in and of itself.

Risks and Mitigation Measures

General Business and Operational Risks

Risks of the affiliation include financial risks to the University’s investment, as well as risks to
the University’s brand and image.

For the Joint Venture, financial risks will be limited to the actual investment made in the
companies, as approved by the Regents. UCSFH will manage these risks through its designated
representatives on each organization’s governing body and through the rights UCSFH will
maintain to dilute its interest in the company or exit the ventures.

With post-pandemic construction supply chain disruptions increasing normal escalation rates, the
project’s development timeline is subject to the risks of construction cost escalations and
schedule delays. In addition to the typical project contingency expenses, UCSFH has mitigated
the risks of cost escalations and schedule delays by including higher escalation expenses in the
overall development budget.
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Risks of Not Pursuing the Transaction

Significant expansion is necessary to compete effectively today in the healthcare industry. Such
expansion provides participants a base from which to pursue and achieve administrative and
operational efficiencies, and also facilitates population health delivery, evidence-based practice,
and improved outcomes at lower cost. The only viable alternative to the proposed transaction is
to invest substantially more financial and intellectual capital into building new clinical
infrastructure and recruiting new health professionals to the UCSF network.

The risks of not pursuing the transaction include

e prohibitive cost of building clinical infrastructure without an equity partner;

e cxtended timeline to identify and develop an alternative offering; and

e potential alienation of a Canopy Health network participant selected to provide care to
UCSFH employees and families, along with the broader community

Upon the fifteenth (15th) anniversary of the effective date of the Operating Agreement and every
fifth (5th) anniversary thereafter, UCSF shall have the right, but not the obligation, in its sole and
absolute discretion, to exercise its right to request WHHS to purchase all (but not less than all) of
UCSF’s units in the company.

UC Health Considerations

The affiliation is specific to UCSF and does not affect the rights, obligations, or activities of any
other UC medical centers or locations. There are no restrictive covenants contained in the
transaction documents that would prevent UCSFH from engaging in any activity or participating
in any UC Health systemwide activity, program, or initiative.



