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VII. STANDING COMMITTEES 
 
 
A. Academic and Student Affairs Committee 
 

In Joint Session with 
 
B. Finance, Audit and Facilities Committee 
 
 
Proposed Strategic Alliance: UW Medicine and Public Hospital District No. 1 dba 
Valley Medical Center 
 
RECOMMENDED ACTION: 
 
It is the recommendation of the administration, the Academic and Student Affairs 
Committee, and the Finance, Audit and Facilities Committee that the Board of 
Regents:  
 

1) approve the strategic alliance between the University of Washington and 
Public Hospital District No. 1 dba Valley Medical Center; and  
 

2) authorize the President to delegate to the CEO, UW Medicine/Executive 
Vice President for Medical Affairs, UW/Dean, School of Medicine with 
the review and advice of the UW Medicine Board and the UW Senior 
Vice President, authority to execute on behalf of the University the 
documents necessary to implement the strategic alliance, provided those 
agreements are consistent with the general terms as stated in the draft 
Strategic Alliance Agreement (Attachment 1).   

 
INTRODUCTION: 
 
Valley Medical Center is a tax-exempt, municipal corporation that operates a full-
service acute care hospital located approximately fifteen (15) miles from the 
University of Washington on a forty-four (44) acre campus.  Valley’s mission is 
to raise the long term health of the community and Valley is committed to 
providing high-quality healthcare services to meet the needs of South King 
County residents.  
 
Valley Medical Center (Valley) approached UW Medicine in autumn 2010 
seeking to explore a strategic relationship to:  

• increase access to healthcare services for South King County residents  
• align best practice models  
• expand clinical, teaching and research programs 
• position for future healthcare reform opportunities  
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In January 2011, UW Medicine and Valley Medical Center (Valley) signed a non-
binding letter of intent to explore a strategic alliance.  Over the last five months, 
we have identified a clear compatibility of missions and the opportunity to further 
the UW Medicine strategic plan of identifying primary and secondary care 
services that align with UW Medicine’s tertiary and quaternary care activities.  
The proposed action will position UW Medicine for health care reform, reduce 
costs and increase efficiency across the UW Medicine.  

DUE DILIGENCE PROCESS: 
 
Executive Sponsors, Dr. Paul Ramsey, CEO, UW Medicine/Executive Vice 
President for Medical Affairs, UW/Dean, School of Medicine and V’Ella Warren, 
UW Senior Vice President, appointed a due diligence task force to work at the 
direction of legal counsel to evaluate the proposed strategic alliance and any 
potential barriers.  The due diligence task force included an Oversight Team and 
nine operational teams whose membership was drawn from across the UW:  
Governance; Operations/Finance; Clinical Services; Real Estate; Physician 
Arrangements; Compliance; Human Resources; Quality and Risk Management; 
and Information Technology.  In addition, KPMG was engaged to conduct an 
evaluation and review of Valley’s financial status and operations and consult with 
our teams.  A negotiation team was created to take the lead in working with legal 
counsel to negotiate the strategic alliance.  The due diligence work did not 
identify any issues that would preclude entering the strategic alliance.  
 
Summary:  2010 Audited Financial Statements 

Moss Adams, LLC performed an independent audit of Valley Medical Center and 
issued its report April 11, 2011.  The table below reflects key financial indicators 
as of December 31, 2010.   
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Key Statistics:  
Available Beds:  266 
Occupancy:  61%    
Discharges:  16,272 
Births:  3,720 
Outpatient visits:  484,796 
Emergency room visits:  73,445 
Surgery patients: 10,834  
FTEs:  2,207 
 
Payer Mix:  
Medicare: 34%  
Medicaid: 17% 
Commercial:  44% 
Self-pay: 5% 
 
  

Operating Performance:  
Net operating revenue: $393.5M 
Net operating expense: $380.7M 
Net operating income: $12.8M 
 
Balance Sheet:  
Total assets:  $624M 
Total Liabilities: $400.7M 
Total Debt: $347M 
 
Key Operating Ratios:  
Operating margin: 3.3% 
Excess margin:  2.6% 
Total EBIDA%:  13.8%  
Days cash on hand: 195 
Net days in A/R:  41 
 

 
SUMMARY OF THE STRATEGIC ALLIANCE 
 
UW Medicine and Valley agreed that the most feasible approach to integration 
was to maintain the current legal structure of Valley Medical Center as a 
municipal corporation and enter into an agreement authorized through existing 
statutory frameworks, specifically the Interlocal Cooperation Act, RCW 39.34, 
and the Public Hospital District statute, RCW 70.44.  These statutes allow two 
public entities to join to fulfill their missions.  The key terms that describe the 
process for program integration, governance, business structure, and District 
authority and responsibilities are summarized below:  
 
Governance  

• Valley Medical Center would be managed and operated as a component 
entity of UW Medicine.  

• The Public Hospital District would continue to exist as a separate 
municipal corporation with five elected District Commissioners.  
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• Board oversight would be through the creation of a new Board comprised 
of five elected District Commissioners, five Community Trustees, two 
current or former members of one of the boards of a component entity of 
UW Medicine or of the UW Medicine Board, and the CEO of UW 
Medicine or designee as an ex officio Trustee.  All non-Commissioner 
Trustees would be appointed by UW Medicine, in consultation with the 
UW Medicine Board.  

• To facilitate integration into UW Medicine, two Trustees from among the 
Community and Commissioner Trustees of the new Board would be 
recommended to the Board of Regents for appointment to the UW 
Medicine Board.  

Management  

• The Valley CEO would report to the UW Medicine CEO and the new 
Board.   

• UW Medicine would appoint and remove the Valley CEO subject to 
approval of the new Board. 

• The Valley CEO would join the UW Medicine leadership team.  

• UW Medicine would approve the operating and capital budgets for Valley 
Medical Center and Valley Medical Center is expected to be included in 
the UW’s consolidated financial reports as a discrete entity.  

Program integration  

• UW Medicine would initiate a strategic planning process at Valley.  
Several key integration opportunities have already been identified through 
the due diligence process.   

• UW Medicine would explore business integration, clinical integration and 
shared support services to reduce costs and increase efficiency.  

Business structure  

• Valley Medical Center would continue to use its current business name 
with additional references to UW Medicine consistent with the policies 
applicable to other UW Medicine component entities.  
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• Valley Medical Center would continue to operate under its existing 
hospital license, federal tax identification number and provider number. 

• Valley Medical Center would continue using an open medical staff model.  

• Represented Valley District employees in currently established bargaining 
units would not change employer for at least ten years. 

District Authority and Responsibility: 

• Ownership of all assets and liabilities  
• Responsibility for all debt and operating losses 
• Authority to approve any transfer of material assets  
• Authority to approve capital expenditures above $100 million, adjusted 

annually by an amount equal to the change in the CPI index 
• Exercise of statutory power to raise revenue by levy of taxes on taxable 

property, issue bonds or tax-obligated debt 
• Authority related to relocation of the hospital, change in bed license 

capacity, or transfer of bed licenses 
• Approval of elimination of core services 

 
REVIEW AND APPROVALS: 
 
This recommendation has been reviewed and approved by the Interim President; 
the CEO, UW Medicine/Executive Vice President for Medical Affairs, UW/Dean, 
School of Medicine; and the UW Medicine Board. 
 
 
 
Attachment 
Draft Strategic Alliance Agreement 



 

 

 

 

STRATEGIC ALLIANCE AGREEMENT 
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acting through one of its component organizations, UW Medicine 

and 

Public Hospital District No. 1 of King County, 

a Washington public hospital district, 

d/b/a Valley Medical Center 

 

Dated as of June _____, 2011 

 

 

F–13.1/206-11 
6/9/11



TABLE OF CONTENTS 
(continued) 

Page 

 

-i- 
 

ARTICLE I DEFINITIONS ................................................................................................... 2 

1.1 Definitions ..................................................................................................................... 2 

1.2 General Interpretive Principles ..................................................................................... 2 

ARTICLE II FORMATION OF STRATEGIC ALLIANCE; STATEMENT OF 

PURPOSE .......................................................................................................... 3 

2.1 Common Powers, Privileges, and Authority ................................................................. 3 

2.2 Strategic Alliance; Statement of Purpose ...................................................................... 3 

ARTICLE III STRATEGIC ALLIANCE GOVERNANCE STRUCTURE ............................ 4 

3.1 Authority of Board ........................................................................................................ 4 

3.2 Board Composition ....................................................................................................... 5 

3.3 Terms; Staggered Board ................................................................................................ 6 

3.4 Nomination and Appointment of Community Trustees ................................................ 7 

3.5 Duties of Trustees ......................................................................................................... 7 

3.6 Exercise of Powers; Delegation of Authority ............................................................... 8 

3.7 Removal of Trustees ..................................................................................................... 8 

3.8 Management of the District Healthcare System ........................................................... 9 

3.9 Representation on UW Medicine Board ..................................................................... 11 

3.10 Performance Under RCW 39.34.030(5)(a) ................................................................. 11 

3.11 District Superintendent................................................................................................ 12 

3.12 Open Public Meetings Act .......................................................................................... 12 

3.13 Board Bylaws .............................................................................................................. 12 

ARTICLE IV OPERATIONAL GUIDELINES AND PRINCIPLES.................................... 13 

4.1 Compliance With Laws ............................................................................................... 13 

4.2 Compliance with Contractual Arrangements .............................................................. 13 

4.3 District Employees ...................................................................................................... 13 

4.4 Medical Staff ............................................................................................................... 14 

4.5 Open Medical Staff ..................................................................................................... 14 

4.6 Books and Records; Review and Reports ................................................................... 15 

4.7 Licenses ....................................................................................................................... 16 

4.8 Branding; System Name ............................................................................................. 17 

F–13.1/206-11 
6/9/11



TABLE OF CONTENTS 
(continued) 

Page 

 

-ii- 
 

4.9 Marketing of District Healthcare System .................................................................... 17 

4.10 Fund-Raising ............................................................................................................... 17 

4.11 District's Tax-Exempt Bonds ...................................................................................... 17 

4.12 Guidelines Regarding District Healthcare Practitioners ............................................. 18 

4.13 Accountable Care Organizations................................................................................. 19 

4.14 Fiscal Year .................................................................................................................. 19 

4.15 Represented Employees .............................................................................................. 20 

4.16 Expanded WWAMI Program Participation ................................................................ 20 

4.17 Research Programs Within District Healthcare System.............................................. 20 

4.18 Incurring Liabilities on Behalf of District ................................................................... 21 

4.19 Real Estate Transactions ............................................................................................. 22 

ARTICLE V SEPARATE ASSETS AND LIABILITIES; PROHIBITION AGAINST 

COMMINGLING ............................................................................................ 22 

5.1 Separate Assets and Separate Liabilities ..................................................................... 22 

5.2 Accounting for, Application and Investment of District Revenues ............................ 23 

ARTICLE VI INTEGRATION OF DISTRICT HEALTHCARE SYSTEM ......................... 25 

6.1 Overarching Goal of Integration ................................................................................. 25 

6.2 Confidential Information ............................................................................................. 25 

6.3 Strategic Planning; Annual Budgets ........................................................................... 26 

6.4 Integration Activities ................................................................................................... 26 

6.5 Core Clinical Services ................................................................................................. 30 

6.6 New Ventures .............................................................................................................. 30 

6.7 Unwinding of Integration ............................................................................................ 30 

ARTICLE VII RESERVED POWERS .................................................................................... 31 

7.1 District-Reserved Powers ............................................................................................ 31 

7.2 Limitations on District Activities ................................................................................ 33 

ARTICLE VIII REPRESENTATIONS AND WARRANTIES ............................................... 33 

8.1 District's Representations and Warranties ................................................................... 33 

8.2 UW's Representations and Warranties ........................................................................ 35 

F–13.1/206-11 
6/9/11



TABLE OF CONTENTS 
(continued) 

Page 

 

-iii- 
 

ARTICLE IX ADDITIONAL COVENANTS ....................................................................... 36 

9.1 Exercise of Tax Levy Authority .................................................................................. 36 

9.2 Good Faith Compliance Efforts .................................................................................. 37 

9.3 Revenues to Support District Activities ...................................................................... 37 

9.4 Private Letter Ruling Request ..................................................................................... 38 

ARTICLE X TERM, TERMINATION AND WIND UP ..................................................... 38 

10.1 Term ............................................................................................................................ 38 

10.2 Termination Events ..................................................................................................... 39 

10.3 Default by UW ............................................................................................................ 39 

10.4 Default by the District ................................................................................................. 40 

10.5 Triggering Events ........................................................................................................ 40 

10.6 Disputes Regarding Events of Default ........................................................................ 41 

10.7 Winding-Up Procedures .............................................................................................. 41 

ARTICLE XI CLOSING CONDITIONS ............................................................................... 42 

11.1 District Closing Conditions ......................................................................................... 42 

11.2 Conditions Precedent to Obligations of UW ............................................................... 43 

11.3 Closing; Effective Date ............................................................................................... 44 

ARTICLE XII INDEMNIFICATION ..................................................................................... 44 

12.1 District's Duty to Indemnify ........................................................................................ 44 

12.2 UW's Duty to Indemnify ............................................................................................. 44 

ARTICLE XIII MISCELLANEOUS ........................................................................................ 45 

13.1 Amendment and Waiver ............................................................................................. 45 

13.2 Notices......................................................................................................................... 45 

13.3 Expenses ...................................................................................................................... 46 

13.4 Binding Agreement; Assignment ................................................................................ 46 

13.5 Entire Agreement ........................................................................................................ 46 

13.6 Severability ................................................................................................................. 46 

13.7 Other Remedies ........................................................................................................... 47 

13.8 Governing Law; Jurisdiction ....................................................................................... 47 

13.9 No Third Party Beneficiaries ...................................................................................... 47 

F–13.1/206-11 
6/9/11



TABLE OF CONTENTS 
(continued) 

Page 

 

-iv- 
 

13.10 Counterparts ................................................................................................................ 47 

13.11 Dispute Resolution ...................................................................................................... 47 

13.12 No Strict Construction ................................................................................................ 48 

13.13 Survival ....................................................................................................................... 48 

EXHIBITS 

 

EXHIBIT 1.1 – DEFINITIONS 

EXHIBIT 3.2(b) – DELINEATION OF BOUNDARIES FOR DISTRICT AND 

DISTRICT SERVICE AREA 

EXHIBIT 3.10(c) – ALLOCATION OF STATUTORY OBLIGATIONS OF DISTRICT 

EXHIBIT 3.13 – BOARD BYLAWS 

EXHIBIT 6.4(h) – LIST OF POTENTIAL INTEGRATION ACTIVITIES 

EXHIBIT 7.1(a)(ix) – DELINEATION OF CORE CLINICAL SERVICES 

 

F–13.1/206-11 
6/9/11



 

-1- 
 

STRATEGIC ALLIANCE AGREEMENT 

THE STRATEGIC ALLIANCE AGREEMENT (the "Agreement") is entered into as of 

this _______ day of June, 2011, by and between the University of Washington, an agency of the 

State of Washington, acting through one of its component organizations, UW Medicine, and 

Public Hospital District No. 1 of King County, a Washington public hospital district, d/b/a 

Valley Medical Center.   

RECITALS 

A. University of Washington ("UW") is an institution of higher education that 

operates an academic medical center, UW Medicine. 

B. UW Medicine is a term that refers collectively to the UW Medical Center 

("UWMC"); Harborview Medical Center ("HMC"); UW Medicine/Northwest d/b/a Northwest 

Hospital and Medical Center ("NWH"); UW Physicians Network d/b/a UW Neighborhood 

Clinics ("UWNC"); The Association of University Physicians d/b/a University of Washington 

Physicians ("UWP"); University of Washington School of Medicine ("UWSOM"); Airlift 

Northwest ("ALNW"); and UW's membership in Children's University Medical Group 

("CUMG") and the Seattle Cancer Care Alliance ("SCCA"). 

C. Public Hospital District No. 1 of King County (the "District") currently owns and 

operates a healthcare system, including Valley Medical Center ("VMC"), a full-service acute 

care hospital on an approximately 44-acre campus, eight primary care clinics, five urgent care 

clinics, and nine medical and surgical specialty clinics, located throughout southeast King 

County. 

D. UW Medicine's mission is to improve the health of the public by advancing 

medical knowledge, providing outstanding primary and specialty care to the people of the region, 

and preparing tomorrow's physicians, scientists, and other health professionals. 

E. The District's mission is to improve and sustain the overall health of the 

community.  Governed by publicly elected commissioners, the District provides, in collaboration 

with its medical staff and community agencies, comprehensive quality care and service in a cost-

effective and compassionate manner. 

F. UW Medicine and the District, both of which are governmental entities and public 

agencies as that term is defined in RCW 39.34.020, share common goals to provide high quality 

healthcare services and believe that the public would benefit by the Strategic Alliance 

established by this Agreement.  The expected advantages include reductions in costs, increased 

efficiency through shared services, and improved clinical service through the alignment and 

growth of clinical programs. 

G. The Interlocal Cooperation Act, RCW Chapter 39.34, authorizes public agencies 

"to permit local government units to make the most efficient use of their powers to enable them 

to cooperate with other localities on a basis of mutual advantage, and thereby to provide services 

and facilities in a manner and pursuant to forms of governmental organization that will accord 
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best with geographic, economic, population, and other factors influencing the needs and 

development of local communities." 

H. The District is subject to the terms of Chapter 70.44 RCW, governing the 

activities of public hospital districts and specifically vested by statute with the power to "contract 

or join with any other public hospital district, publicly owned hospital, nonprofit hospital, legal 

entity, or individual to acquire, own, operate, manage, or provide any hospital or other health 

care facilities or hospital services or other health care services to be used by individuals, districts, 

hospitals, or others, including providing health maintenance services."  RCW 70.44.240 creates 

another statutory basis for the District's entering into this Agreement to provide for the 

administration of the District Healthcare System and, in connection therewith, affords the 

District with substantial flexibility in the manner in which such arrangements are structured, 

including the rights to establish the governing body for such entity and to appropriate funds and 

to designate assets to carry out the contract or joint activity. 

I. UW Medicine and the District wish to set forth the terms upon which they will 

integrate the District Healthcare System with UW Medicine as permitted by the Interlocal 

Cooperation Act for the purpose of furthering the achievement of their respective missions.   

AGREEMENT 

NOW, THEREFORE, for and in consideration of the Parties' respective covenants, 

representations, and warranties, and other good and valuable consideration, the receipt and 

sufficiency of which is hereby acknowledged, the Parties agree as follows: 

ARTICLE I 

DEFINITIONS 

1.1 Definitions 

As used in this Agreement and the Exhibits, the capitalized terms have the meanings set 

forth in Exhibit 1.1 or elsewhere in this Agreement, unless the context clearly indicates 

otherwise.   

1.2 General Interpretive Principles 

Whenever used in this Agreement, except as otherwise expressly provided or unless the 

context otherwise requires, any noun or pronoun shall be deemed to include the plural as well as 

the singular and to cover all genders.  The name assigned to this Agreement and the Section 

captions used herein are for convenience of reference only and shall not be construed to affect 

the meaning, construction, or effect hereof.  Unless otherwise specified, the terms "hereof," 

"herein" and similar terms refer to this Agreement as a whole, and references herein to Articles, 

Sections, or Schedules refer to Articles, Sections, or Schedules of this Agreement.  Whenever the 

words "include," "includes," or "including" are used in this Agreement, they shall be deemed to 

be followed by the words "without limitation." 
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ARTICLE II 

FORMATION OF STRATEGIC ALLIANCE; STATEMENT OF PURPOSE 

2.1 Common Powers, Privileges, and Authority 

(a) The District, as a public hospital district organized as a municipal 

corporation under the Public Hospital District (PHD) Act, RCW Chapter 70.44, is authorized to 

own and operate hospitals and other Healthcare Facilities, and to provide hospital services and 

other healthcare services, for the residents of the District and other persons.  In order to 

effectuate such purpose, the District is vested with the powers, privileges, and authorities 

specified in the PHD Act, embodied in resolutions adopted by the District's Board of 

Commissioners, as further supplemented by the delineation, clarification and expansion of such 

rights under applicable case law.  The District has adopted a mission statement to the effect that 

it is a healthcare network committed to improving the overall health of its community.  Governed 

by publicly elected commissioners, the District provides, in collaboration with its medical staff 

and community agencies, comprehensive quality care and service in a cost-effective and 

compassionate manner. 

(b) UW Medicine, as a component organization of UW, the state university 

whose primary campus is located and established in Seattle, King County, Washington, is 

authorized to provide instruction in the various branches of medicine pursuant to 

RCW 28B.20.300 and RCW 28B.20.305.  In order to effectuate such purpose, UW Medicine is 

vested with the ability to operate a hospital in conjunction with the medical school pursuant to 

RCW 28B.20.440 and has such other powers as have been conferred upon it by applicable action 

taken by the Board of Regents of UW and existing case law and statutes.  UW Medicine has 

adopted a mission statement to the effect that it is dedicated to improving the health of the public 

by advancing medical knowledge, providing outstanding primary and specialty care to the public 

of the region, and in preparing tomorrow's physicians, scientist and other health professionals.  

Overseen by the UW Medicine Board, comprised of community leaders appointed by the UW 

Board of Regents, UW Medicine, in collaboration with its employees, faculty, students, and 

trainees is committed to working with public and private institutions in order to improve 

healthcare and advance knowledge in medicine and related fields of inquiry.   

(c) In order to pursue their respective missions, the District and UW Medicine 

are both committed to increasing access to public healthcare services; reducing healthcare costs; 

expanding clinical services; increasing efficiency in delivery of clinical care; and improving the 

quality and safety of care. 

2.2 Strategic Alliance; Statement of Purpose 

(a) Through this Agreement, UW and the District are forming the Strategic 

Alliance by entering into an agreement for joint or cooperative action pursuant to 

RCW 39.34.030.  This Agreement sets forth the statutorily mandated terms for such an 

agreement.  
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(b) This Agreement establishes the governance structure for overseeing the 

operation of the District Healthcare System as an integral component entity of UW Medicine in 

accordance with the principles and terms set forth in this Agreement.   

(c) The District Healthcare System will be integrated into the operations of 

UW Medicine to further their mutual missions by improving the ability of the Parties to enhance 

and expand clinical programs, exchange electronic health information and other data, coordinate 

system wide compliance and quality improvement functions and explore the creation of an 

accountable care organization or other innovative care delivery models. 

ARTICLE III 

STRATEGIC ALLIANCE GOVERNANCE STRUCTURE 

3.1 Authority of Board 

(a) The District Healthcare System shall be governed by a Board of Trustees 

(the "Board").  All actions taken by the Board shall be for, on behalf of, and in the name of the 

District.  The Board shall have all authority, powers, privileges and rights to act for the District 

Healthcare System, except for those powers and rights reserved by the District's Board of 

Commissioners under the terms of this Agreement. 

(b) Without limiting the generality of Section 3.1(a), the Board shall have the 

power and authority to take the following actions on behalf of the District Healthcare System to 

provide for high quality and safe patient care: 

(i) determine the objectives and policies pertinent to the delivery of 

safe, high-quality, efficient patient care services of the District Healthcare System 

consistent with the UW Medicine Strategic Plan; 

(ii) approve and adopt policies pertaining to the admission of patients 

to the in-patient, out-patient, short stay, and emergency services of the District Healthcare 

System; 

(iii) assure that the medical staff and hospital/clinic administration 

maintain mechanisms for continued assessment of the quality and safety of patient care 

and ongoing performance improvement and provide reports to the Board; 

(iv) approve the appointment and delineation of clinical privileges for 

members of the medical staff under applicable provisions of approved medical staff 

bylaws, policies and procedures; 

(v) approve the credentialing of allied health practitioners; 

(vi) approve bylaws, policies and procedures of the District Healthcare 

System's medical and dental staffs; 

(vii) provide oversight regarding the effective use of District Healthcare 

System resources; 
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(viii) review and approve the Annual Budgets; 

(ix) review and approve the annual goals established for the District 

Healthcare System to be used for directing performance and awarding incentive 

compensation to certain of the District's employees;  

(x) review and monitor reports on the District Healthcare System's 

operating income and expenditures, utilization of services, and patient statistics; 

(xi) assist in securing additional sources of income to maintain the 

District Healthcare System as a leading provider of healthcare services to the public; 

(xii) incur Indebtedness with respect to the District Healthcare System 

as permitted by Section 4.18; 

(xiii) review recommendations for the development, acquisition, 

management and operation of Healthcare Facilities within the District Service Area, 

consistent with the UW Medicine Strategic Plan, to meet the needs of the community 

served; 

(xiv) approve the selection and termination of the Valley CEO and 

evaluate the performance of the Valley CEO annually in conjunction with the UW 

Medicine CEO; and 

(xv) approve the selection of an external auditor, subject to the approval 

of the UW Medicine CEO. 

(c) The Board may, in carrying out its responsibilities, seek counsel, 

guidance, advice, and other appropriate services, from healthcare professionals, management 

specialists, and others with professional expertise.  Any such expenses shall be included within 

the Annual Budgets of the District Healthcare System. 

3.2 Board Composition 

The District Healthcare System shall be governed by a multi-member Board, whose 

members (collectively the "Trustees") will be comprised of: 

(a) the five Commissioners serving on the District's Board of Commissioners 

(subject to the qualifications of Section 3.3(a)) (collectively, the "Commissioner Trustees");  

(b) five individuals residing within the District Service Area (Exhibit 3.2(b) 

shows the boundaries of both the District and the District Service Area), at least three of whom 

must also reside within the boundaries of the District, identified through the nominating 

procedures described in Section 3.4, and appointed by the UW Medicine CEO in consultation 

with the UW Medicine Board (collectively, the "Community Trustees"); and 

(c) two individuals identified and appointed by the UW Medicine CEO in 

consultation with the UW Medicine Board, who currently serve on, or were formerly members 
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of, one of the boards of a Component Entity of UW Medicine or of the UW Medicine Board, and 

the UW Medicine CEO or an individual designated by the UW Medicine CEO as his or her 

representative to the Board (collectively, the "UW Medicine Designated Trustees"). 

3.3 Terms; Staggered Board 

(a) Each Commissioner Trustee is, by virtue of being a Commissioner, 

entitled to serve as an ex officio voting member of the Board without the approval of, or action 

taken by, either the Board or UW Medicine, except as otherwise provided in this Section 3.3(a) 

and as qualified by Section 3.7(b).  Any change in the identity of the Commissioners will result 

in an automatic simultaneous change in the Commissioner Trustees, effective when the changes 

in the Commissioner positions occur as a matter of law.  However, if, at any time during the 

Term, the District has more than five Commissioners, the Commissioners, voting separately, 

shall determine which of the incumbent Commissioners are entitled to hold the five positions 

allocated to Commissioners under Section 3.2(a).  In no event may there be more than five 

Commissioner Trustees on the Board.  In addition, if the size of the District's Board of 

Commissioners should, at any time during the Term, be reduced to three Commissioners, the 

number of Commissioners serving as Commissioner Trustees shall be reduced to three, effective 

immediately when the size of the District's Board of Commissioners is, as a matter of law, 

reduced to three Commissioners. 

(b) The UW Medicine CEO or an individual who has been designated by the 

UW Medicine CEO as his or her representative to the Board, will serve as an ex officio voting 

member of the Board, with no term limitation.  Such designation may, however, be changed at 

any time by action taken by the UW Medicine CEO, and will be effective when written notice of 

such action is provided to the other Trustees on the Board. 

(c) The remaining seven Trustee seats are divided into three classes, with 

staggered terms, to preserve continuity for Board operations.  Except for the initial terms for 

such classes of Trustees (which are set forth below), each of these classes will provide for the 

designated class members to serve for a four-year term, with their successors to be appointed and 

in place upon the expiration of such four-year term.  Initially, the first class of Board members 

(three Trustees) will be comprised of three Community Trustees and each will have a two-year 

term, the second class (two Trustees) will be comprised of one UW Medicine Designated Trustee 

and one Community Trustee and each will have a four-year term, and the third class (two 

Trustees) will be comprised of one UW Medicine Designated Trustee and one Community 

Trustee and each will have a six-year term. 

(d) Following their initial terms, each Community Trustee may serve on the 

Board for two additional successive four-year terms.  No Community Trustee may serve more 

than three successive terms.  Otherwise, there are no restrictions upon the number of consecutive 

terms that a Trustee may serve.  In order to serve as a Community Trustee, the individual must 

be a resident of the District or District Service Area as required by Section 3.2(b) at the time of 

his or her initial appointment, and at the beginning of any new term of office.  If any Community 

Trustee ceases to reside within the District or District Service Area during his or her tenure of 

office, such individual shall be replaced by a substitute no later than six months after he or she 

no longer resides within the District or District Service Area.  
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(e) The Board will be vested with its full powers under this Agreement upon 

the Effective Date of this Agreement, even though at that time not all Community Trustees have 

been appointed by the UW Medicine CEO in consultation with UW Medicine Board. 

3.4 Nomination and Appointment of Community Trustees 

(a) In order to select the initial slate of Community Trustees, within 30 days 

of the Effective Date, the mayors of the cities located in whole or in part within the District will 

be asked to submit nominations for open positions to the UW Medicine CEO.  In addition, within 

30 days of the Effective Date, any person residing within the District Service Area may nominate 

himself or herself or another person residing within the District Service Area for open positions 

to the UW Medicine CEO.  The UW Medicine CEO, in consultation with the UW Medicine 

Board, will have up to six months after the Effective Date to appoint the Community Trustees 

from the initial slate of Community Trustees; it is, however, the expectation that substantially all 

of such appointments will be made within 90 days after the Effective Date. 

(b) After appointment of the initial Community Trustees, nominations for 

open positions for Community Trustees may be provided by existing members of the Board 

(including outgoing Trustees), past and former members of a board of a component of UW 

Medicine, and other persons within the District Service Area with whom UW Medicine may 

consult.  Nominations for these open positions must be submitted to UW Medicine (i) no later 

than six months before a position for a Community Trustee becomes available due to the normal 

expiration of the terms of office, or (ii) within 60 days after a vacancy in a Board position held 

by a Community Trustee or a UW Medicine Designated Trustee, and whether such vacancy is 

due to death, removal or another cause.  If UW Medicine (acting through the UW Medicine CEO 

in consultation with the UW Medicine Board), in its sole discretion, does not receive 

appropriately qualified candidates for the slate of open positions or subsequent open positions for 

a Community Trustee, UW Medicine may actively solicit such nominations from other 

individuals. 

3.5 Duties of Trustees 

Each of the Trustees will owe the same duties and obligations in discharging his or her 

responsibilities and duties as a trustee under applicable law, including but not limited to fiduciary 

duties and the duties to act in good faith, with reasonable care, in a manner believed to be in the 

best interests of the District Healthcare System, and not for personal benefit.  Each Trustee must 

discharge faithfully and honestly his or her duties and perform strictly and impartially to the best 

of his or her ability.  Such duties and obligations are owed by the Trustee for the benefit of each 

of the District and UW in the furtherance of their respective interests under this Agreement.  

Each Trustee must comply with UW Medicine's Policy on Professional Conduct, the Ethics in 

Public Service Act, RCW Chapter 42.52 and RCW Chapter 42.20 and all other duties and 

obligations owed by a public officer under the laws of the state of Washington.  

To the extent that any Trustee serves in a representative capacity on behalf of either UW 

or the District, such individual may, when exercising the rights reserved to UW or the District, as 

the case may be, exercise such rights as directed by the Party for whom such individual serves in 
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a representative capacity, and in doing so will not be deemed to have breached any duty, 

fiduciary or otherwise, owed by such individual as a Trustee. 

3.6 Exercise of Powers; Delegation of Authority 

The Board shall have overall oversight responsibility for operation of the District 

Healthcare System.  Consistent with its By-Laws and this Agreement, the Board may, by duly-

adopted resolutions, delegate to others, including its officers, employees, agents, and 

representatives, the performance of its authority, powers, privileges and rights granted to it by 

this Agreement, as the Board deems appropriate, except for the following, each of which must be 

approved separately by Board action:   

(i) approval of the Annual Budgets of the District Healthcare System; 

(ii) approval of the appointment and termination of the Valley CEO 

recommended by the UW Medicine CEO, after consultation with UW Medicine Board; 

(iii) removal of a Commissioner Trustee for Cause pursuant to the terms of 

Section 3.7 (which action is not permitted without concurrent approval of the UW 

Medicine CEO); 

(iv) any commitment of the District Healthcare System to expend, or commit to 

expend, an amount exceeding the level that has been delegated by the Board; and  

(v) the approval of any Shared Support Service or Clinical Integration 

Activity for which Board approval is required under Section 6.4. 

3.7 Removal of Trustees 

(a) The UW Medicine CEO, in consultation with the UW Medicine Board, 

may, at any time and for any reason, remove a Community Trustee or a UW Medicine 

Designated Trustee; provided, however, that the UW Medicine CEO, in consultation with the 

UW Medicine Board, must promptly appoint a substitute Trustee having the requisite position 

qualifications.   

(b) A Commissioner Trustee may be removed from the Board only for 

"Cause" as defined in this Agreement, and as determined by both the UW Medicine CEO and the 

Board.  Either the UW Medicine CEO or the Board may initiate the process to remove a 

Commissioner Trustee.  No such action shall be taken unless (i) the affected Commissioner 

Trustee has been given at least 30 days prior written notice of the intended action, together with 

an explanation of the grounds for his or her proposed removal, and (ii) the affected 

Commissioner Trustee has had an opportunity to appear before the Board and the UW Medicine 

CEO to be heard and explain why there is not "Cause" for removal.  Should a Commissioner 

Trustee be removed for Cause, the remaining Commissioner Trustees, acting by a majority vote 

thereof, shall promptly designate a successor Commissioner Trustee (who need not be a 

Commissioner of the District and is referred to as a "Replacement Commissioner Trustee") to 

hold the position of the removed Commissioner Trustee.  Such Replacement Commissioner 

Trustee shall have the right to remain on the Board until the Commissioner who has been 
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removed for Cause is no longer a Commissioner of the District, at which time the new 

Commissioner will occupy the position.  The removal of any Commissioner Trustee will not, in 

and of itself, have any impact upon the right of such removed Commissioner Trustee to remain 

in his or her capacity as a Commissioner of the District.  Any Replacement Commissioner 

Trustee is likewise subject to removal for "Cause" on the same basis as a Commissioner Trustee. 

3.8 Management of the District Healthcare System 

(a) Valley CEO.  The day-to-day operations of the District Healthcare System shall 

be administered by a chief executive officer (the "Valley CEO").  The Valley CEO will select 

others, as provided in Section 3.8(b) to assist him or her in discharging such responsibilities.  

The Valley CEO is accountable to the Board and to the UW Medicine CEO and will be part of 

the UW Medicine leadership team.  The Valley CEO is responsible for implementing the 

governance decisions of the Board and is accountable to the Board and the UW Medicine CEO 

for effectively administering the District Healthcare System in accordance with the approved 

Mission Statement, UW Medicine Strategic Plan, Annual Budgets, and applicable District 

Healthcare System and UW Medicine policies.  The Valley CEO shall report, on a regular and 

routine basis, to the UW Medicine CEO.  The performance of the Valley CEO shall be reviewed 

at least annually by the Board and the UW Medicine CEO.  The Board will establish a 

subcommittee of the Trustees, to be known as the "Board Compensation Committee," to review 

executive performance and relevant market data for the purpose of providing advice and 

recommendations to the entire Board as to the appropriate levels of compensation for the Valley 

CEO and Senior Executive Team.  These terms are to be set by the Board.  The UW Medicine 

CEO may remove the Valley CEO if his or her performance is unsatisfactory at any time, subject 

to the approval of the Board.  The UW Medicine CEO may, where appropriate, designate 

individuals, subject to the approval of the Board, to serve on a temporary basis as the Valley 

CEO, pending the selection of individuals to hold the position on a permanent basis.   

The UW Medicine CEO will appoint the Valley CEO subject to the approval of the 

Board.  The initial Valley CEO will be the chief executive officer of the District in place as of 

the Effective Date.  The following procedure will be used to select and appoint subsequent 

Valley CEOs:  A search committee appointed by the UW Medicine CEO, consisting of three 

members of the Board and three other individuals shall develop a job description and 

qualifications statement (which shall be subject to the approval of the UW Medicine CEO), 

establish criteria for measurement of applications, screen all applicants, conduct investigations 

and interview candidates.  This committee shall identify acceptable candidates from among 

which the UW Medicine CEO, with the concurrence of the Board, shall select and appoint the 

Valley CEO. 

(b) Other District Healthcare System Management.  The Valley CEO shall 

select, hire and, where appropriate, terminate such executives, associates, assistants, and other 

administrative personnel to head the operating departments necessary to operate the District 

Healthcare System (collectively the "Senior Executive Team").  These individuals appointed by 

the Valley CEO shall be accountable to and act under the supervision of the Valley CEO.  They 

shall report to the Valley CEO and the Valley CEO shall report to the Board and the UW 

Medicine CEO.  The Valley CEO shall, at least annually, evaluate the performance of the Senior 

Executive Team and determine the compensation, terms of employment and other performance-
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related matters associated with such executives, subject to the review of the UW Medicine CEO 

and the Board Compensation Committee.  Decisions regarding the termination of such 

executives, and the appointment of replacement executives, shall be made by the Valley CEO in 

consultation with the UW Medicine CEO.  In taking such action, however, the Valley CEO shall 

act in the manner consistent with the Annual Budgets, adopted from time to time by the Board, 

and the UW Medicine Strategic Plan.   

(c) Day-to-Day Operations.  The Valley CEO and his or her Senior 

Executive Team shall have the authority and responsibility to manage the day-to-day operations 

of the District Healthcare System.  Such authority and responsibility shall be at all times 

consistent with the terms of this Agreement and the directives of the Board and the UW 

Medicine CEO, and applicable federal and state law and regulation and industry standards.  Such 

authority and responsibility shall include oversight and management responsibility for:   

(i) UW Medicine Strategic Plan implementation in the District 

Healthcare System; preparation of the Annual Budgets for submittal to the UW Medicine 

CEO and Board for approval; and managing the financial performance of the District 

Health System; 

(ii) the District Healthcare System's Quality Improvement, Quality 

Assurance, Risk Management, Loss Prevention and Claims Management programs; 

(iii) implementation and maintenance of the District Healthcare 

System's Compliance Program; coordination and oversight of state and federal licensing, 

accreditation, and certification activities; and state and federal regulatory compliance 

oversight and management; 

(iv) planning and oversight of the District Healthcare System's 

marketing and communications activities; 

(v) the District Healthcare System's information technology systems 

and security needs; 

(vi)  contracting as necessary for the regular conduct of the District 

Healthcare System's business and operations, including but not limited to  professional 

and other services, supplies, and equipment, including leasing arrangements; 

(vii) the District Healthcare System's Medical Staff relations, 

credentialing and peer review activities; 

(viii) physician recruitment and physician employment needs and 

arrangements; 

(ix) accounting and financial management, including preparing the 

District Healthcare System's financial statements, maintenance of financial books and 

records and completion of the annual independent audit of the District Healthcare 

System; 
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(x) human resources activities, including development of general 

employment policies and procedures, employment supervision and discipline, 

administration of employee benefits programs, determination of professional and staff 

personnel needs, including hiring and termination authority, orientation and training 

programs, determination of salary and benefits levels; 

(xi) maintenance, repair, and security of the District Health System 

campus and facilities and the clinical, administrative and financial systems; and 

(xii) maintenance and implementation of policies and procedures 

reasonably necessary for the operation of the District Healthcare System consistent with 

applicable state and federal law and regulation and applicable UW and UW Medicine 

policies and rules. 

(d) Incentive Compensation Program.  Currently, a portion of the 

compensation of the District's Senior Executive Team is contingent upon the District's 

achievement of certain goals established prior to the commencement of the District's fiscal year 

(i.e., the "at risk" component of executive compensation).  The incentive compensation program 

will be evaluated on an annual basis by the Board Compensation Committee and the UW 

Medicine CEO and may, from time to time, be modified subject to the terms of existing 

employment agreements. 

3.9 Representation on UW Medicine Board 

Throughout the Term, the Board will be entitled to have two of its Trustees, drawn 

exclusively from the pool of the Commissioner Trustees and Community Trustees, serve 

concurrently on the UW Medicine Board.  Those individuals will be selected by UW in 

accordance with its existing UW Medicine Board bylaw provisions, as may be amended in the 

future, with respect to the appointment of UW Medicine Board members.  Such initial 

appointments to serve on the UW Medicine Board shall be completed no later than the last date 

upon which the final candidates for the initial slate of the Community Trustees are appointed 

pursuant to Section 3.4(a).   

3.10 Performance Under RCW 39.34.030(5)(a) 

(a) District Compliance.  This Agreement, as authorized by Chapter 39.34 

RCW, provides for the exercise of certain powers and cooperative action by the District and UW 

in managing the District Healthcare System to advance the purpose of the Strategic Alliance as 

set forth in Article II.  Through the activities conducted under this Agreement, the District 

intends to discharge certain of the obligations and responsibilities imposed upon it by law (in 

particular, those imposed statutorily by the PHD Act).  Accordingly, to the extent that there is 

actual and timely performance of such obligations and responsibilities through the 

implementation of this Agreement, such performance is being offered by the District in 

satisfaction of its obligations and responsibilities under law. 

(b) UW Compliance.  UW Medicine has reviewed and is familiar with the 

requirements of the PHD Act.  UW Medicine shall use its best efforts to comply with all of the 

applicable requirements of the PHD Act as relates to the operation of the District Healthcare 
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System, so that the activities under this Agreement are offered by the District's Board of 

Commissioners to satisfy their respective obligations under the PHD Act.  It is, however, 

recognized that certain activities are unique to the District, and compliance with those provisions 

must be monitored and satisfied by the District's Board of Commissioners rather than through the 

Board.   

(c) Board Compliance.  The Parties have attached to this Agreement as 

Exhibit 3.10(c) a chart showing how and to what extent the various statutory obligations of the 

District are to be satisfied by the activities of the District and the District Healthcare System, as 

overseen by the Board, throughout the Term. 

3.11 District Superintendent 

The District is required, by statute, to have a superintendent who will serve as the 

District's chief administrative officer (the "Superintendent").  Such Superintendent is required to 

report and be accountable to the District's Board of Commissioners as required by Chapter 70.44 

RCW.  Nothing in this Agreement eliminates the District's obligation to cause such 

Superintendent to be appointed and to remain in place throughout the District's existence.  There 

is, however, no requirement that the roles of the Superintendent and the Valley CEO be held by 

the same individual.  The District's Board of Commissioners shall have and retain its full 

statutory authority to appoint and remove the Superintendent, while at the same time the Board 

shall have the rights to approve the Valley CEO as set forth in Section 3.8(a). 

3.12 Open Public Meetings Act 

Since both the District and UW are public bodies subject to the applicable requirements 

of the Open Public Meeting Act, Chapter 42.30 RCW, the Board and Board committees, if any, 

will, to the extent that either conducts meetings subject to the terms of such Act, ensure that such 

meetings are held in compliance with the Open Public Meetings Act. 

3.13 Board Bylaws 

The Board's business shall be conducted in accordance with the terms of the Board 

Bylaws attached hereto as Exhibit 3.13, which will, without further action, become effective as 

of the Effective Date; furthermore, the Board will, at its first regular meeting, ratify the adoption 

of such Board Bylaws.  Some Board Bylaw provisions constitute an integral part of this 

Agreement and, as a consequence, may not be amended, modified or otherwise supplemented 

without the prior approval of UW Medicine and the District.  Other Board Bylaw provisions 

address, among other matters, rules with regards to the holding of regular and special meetings, 

quorum requirements, the appointment of Board officers, and the composition, responsibilities 

and authority of Board committees, and revisions to such provisions, if proposed, may be 

adopted by the Board without prior approval of the Parties.  The Board Bylaws sets forth the 

requisite approvals needed to amend the particular provisions contained therein. 
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ARTICLE IV 

OPERATIONAL GUIDELINES AND PRINCIPLES 

The District Healthcare System will be operated as an integral component of UW 

Medicine in accordance with the following principles: 

4.1 Compliance With Laws 

The Board shall operate the District Healthcare System in material compliance with the 

licensing laws, rules, and regulations of the State and Medicare and Medicaid laws, rules, and 

regulations, as well as in compliance with all applicable federal and State environmental laws, 

rules, and regulations.  The Board shall not cause or permit the District Healthcare System to be 

used in any way that violates any law, ordinance, or governmental regulation or order.  The 

Board shall be responsible for complying with all laws applicable to the District Healthcare 

System, as in effect on the date hereof or as may be subsequently enacted.  If the enactment or 

enforcement of any law, ordinance, regulation, or code during the Term requires any changes to 

the operation of the District Healthcare System during the Term, the Board shall take such 

necessary actions in order to effectuate such changes, at the expense of the District. 

4.2 Compliance with Contractual Arrangements 

The Board shall cause the District Healthcare System to be operated in a manner 

consistent with, and to comply with the terms of all contracts to which the District is a party or to 

which its assets are subject, so as to avoid breaches or events of defaults under such contracts 

that would expose the District to liabilities for nonperformance.  Such contracts, including those 

existing on the Effective Date, as well as new contracts to be entered into the future, will include, 

among other things, contracts relating to: 

(i) collective bargaining agreements with various groups of employees 

represented by Unions; 

(ii) employment contracts with District's medical, executive and management 

staff;  

(iii) service contracts with vendors, including physician groups, providing goods 

and services to the District; and 

(iv) the Bond resolutions and other instruments and agreements pursuant to 

which the District has incurred Indebtedness; and 

(v) all joint ventures and strategic alliances to which the District is and will be 

subject.  

4.3 District Employees 

(a) The Parties intend to operate the District Healthcare System through the 

District's employees.  With the approval of the Board, and based upon consultation with the UW 

Medicine CEO, the Valley CEO will determine how to staff the services necessary to operate the 
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District Health System to achieve the objectives of this Agreement.  Such staffing may be 

handled by the District's employees or contracted out to third party providers, including 

employees of the other Component Entities of UW Medicine.  Notwithstanding the foregoing, 

subject to the qualification in Section 4.3(b), the employer of represented employees of the 

District Healthcare System will not change for at least the first ten years of the Term and the 

employer of the Valley CEO, Senior Executive Team and other currently non-represented groups 

of employees will not change for at least the first five years of the Term. The Parties recognize 

that any change in the employer of represented employees would require prior planning, and 

such planning could occur during ten-year period.  To the extent District employees are subject 

to binding contracts, such as collective bargaining agreements that are in effect as of the 

Effective Date, such contracts will not be affected by the consummation of the Strategic 

Alliance.   

(b) Nothing herein is intended to restrict the right of the Valley CEO to 

terminate any employee or otherwise modify the terms of employment for any employee 

following the Effective Date to the extent such actions are consistent with then applicable 

District Healthcare System policies and procedures, collective bargaining agreements, 

employment agreements, and applicable law and provided such actions are consistent with the 

terms of Section 3.8.  Furthermore, nothing in this Section 4.3 affects the rights of the District 

Healthcare System and other Component Entities to enter into integration activities permitted 

under Section 6.4.  

4.4 Medical Staff 

Entry into this Agreement will not affect the medical staff privileges of the members of 

the District medical staff who will remain members of the District's medical staff, holding the 

same category of membership and possessing the same clinical privileges as they held 

immediately before the Effective Date.  The medical staff will be subject to the oversight of the 

Board, pursuant to the medical staff bylaws, policies and procedures in effect immediately prior 

to the Effective Date.  Such oversight will be comparable to the current oversight provided by 

the District's Board of Commissioners and in compliance with relevant law and accreditation 

requirements.   

4.5 Open Medical Staff 

The District shall maintain an open medical staff, wherein any licensed healthcare 

practitioner may apply for medical staff privileges consistent with the then current medical staff 

bylaws, policies and procedures of the District.  No such practitioners shall be required to obtain 

faculty appointment at UW Medicine or provide call coverage or other services to any of the 

other UW Medicine Component Entities.  The assignment of UW School of Medicine faculty to 

provide healthcare services in District Healthcare System facilities will be based on program 

plans developed pursuant to the UW Medicine Strategic Plan and Annual Budgets.  Primary, 

specialty, and, where practical, tertiary services will continue to be provided through existing 

District medical staff to the extent feasible in light of the District's available staffing, cost 

considerations, opportunities for increased efficiency and ongoing changes in the healthcare 

environment.   
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4.6 Books and Records; Review and Reports 

(a) The District Healthcare System shall maintain, or cause to be maintained, 

a complete set of financial records that accurately reflect the financial position of the District 

Healthcare System, including but not limited to a balance sheet, statement of revenues and 

expenses, net assets, and related detailed accounts for the District Healthcare System, in 

accordance with GASB standards.  Upon request, the Valley CEO shall furnish to the District, 

UW Medicine and the Board all such financial accounting records and books to ensure 

compliance with the terms of this Agreement, including but not limited to those related to 

financial matters.   

(b) The District shall maintain, or cause to be maintained, complete and 

accurate financial  records relating to the disposition of monies remitted to the District's Board of 

Commissioners under Section 9.3, and shall make such books and records available to the 

District Healthcare System to permit preparation of the reports and statements required by 

Section 4.7.  The District acknowledges that the preparation of such  records is required in order 

to prepare the annual and quarterly financial statements required by Section 4.7(c). 

(c) The Valley CEO shall furnish, or cause to be furnished, to the Board, the 

District and UW Medicine: 

(i) within 120 days after the end of each Fiscal Year, audited financial 

statements of the District (including a balance sheet, statement of revenues, expenses, and 

net assets), prepared in accordance with GASB standards and certified by a firm of 

independent certified public accountants selected and approved by the Board and subject 

to approval by the UW Medicine CEO; 

(ii) within 45 days after the end of each fiscal quarter, unaudited 

financial statements for the District (including a balance sheet, statement of income and 

loss, and cash flows);  

(iii) no later than 45 days prior to the beginning of the District's fiscal 

year, drafts of the Annual Budgets for review and approval by the Board; 

(iv) no later than 45 days prior to the beginning of the District's fiscal 

year, a statement of the annual goals for the District Healthcare System, together with a 

proposal as to how the achievement of such annual goals is tied to executive 

compensation for review and approval by the UW Medicine CEO and Board; 

(v) no later than 30 days prior to the beginning of the District's fiscal 

year, any revisions or updates proposed by the Valley CEO to a rolling 5-year capital 

plan consistent with the UW Medicine Strategic Plan for the District Healthcare System, 

for review and approval by the Board; 

(vi) on or prior to November 15 of each year, the District's annual 

expenditure budget, in form and substance satisfying the statutory requirements of RCW 

70.44.060(6), to permit the District to hold the public hearing, and to adopt the final 

budget, as provided for in the aforementioned provision of state law; 
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(vii) to the extent that, at any time, the District is required by applicable 

federal or state law, to submit any other reports, financial statements, budgets, tax returns 

statements, affidavits or other filings (except as otherwise described in this section), such 

items, in form and substance sufficient to satisfy the applicable statutory requirements, to 

permit such items to be filed or delivered by the District prior to the applicable statutory 

filing deadlines.   

(d) UW and the District shall, throughout the Term, have the right to an 

annual review and audit of the books and records of the District Healthcare System.  Such review 

and audit rights may be carried out by the Party and its authorized representatives (including, 

without limitation, its accountants, legal counsel, industry experts, employees and other agents) 

at any time, during normal business hours, and upon reasonable notice to the other Party (the 

Parties acknowledging that 10 days' prior written notice of the desired review and/or audit is 

reasonable for this purpose).  Without limiting the generality of the foregoing, such review and 

audit rights include the right to examine:   

(i) the Board's and/ or UW Medicine's compliance with the terms of 

Article IV;  

(ii) whether the Board has separated the District Assets and District 

Liabilities as and to the extent required by Article V; or 

(iii) whether and to what extent Business Integration Activities, Shared 

Support Services and Clinical Integration Activities have been provided in accordance 

with the requirements of Section 6.4. 

(e) The review and audit costs shall be borne by the Party conducting the 

review and/or audit, including without limitation all out-of-pocket expenses of third party experts 

(including accountants, legal counsel, industry experts, employees and other agents), and internal 

staff time.   

4.7 Licenses 

(a) Throughout the Term, the Board will maintain the District Healthcare 

System's existing licenses and VMC National Provider Identifier number, unless the Board 

determines that this approach is disadvantageous due to evolution in the health care delivery 

system or health care reimbursement methodologies.  The Board shall not consolidate such 

licenses into a single "system-wide" or other consolidated license, unless taking such action is 

deemed to be in the best interest of the District Healthcare System.  Moreover, to the extent the 

Board provides for the growth of the District Healthcare System by adding Healthcare Facilities 

requiring new licenses, such new licenses shall be:  (i) issued in the name of the District, 

consistent with the District's past practices or (ii) in the name of UW Medicine or one of its other 

Component Entities if it is more advantageous to do so and procuring the license in such manner 

is specifically approved by the Valley CEO, the UW Medicine CEO and the Board. 

(b) Throughout the Term, it is anticipated that the Board will continue to use 

existing Medicare and Medicaid provider numbers for the District Healthcare System.  However, 

the Parties recognize that there may be opportunities or joint activities to provide services in a 
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different manner and will confer as to such opportunity and take action as appropriate to 

maximize the potential benefits; provided that such provider numbers will not be procured in the 

name of any person other than the District, unless procuring such provider numbers is 

determined to be in the best interest of the District Healthcare System as determined by the 

Valley CEO, the UW Medicine CEO and the Board. 

4.8 Branding; System Name 

The Board will identify the facilities of the District Healthcare System by using the 

branding protocols currently employed by the other Component Entities of UW Medicine, with 

the understanding that such protocols may evolve over time.  All such facilities shall be 

identified as being component entities of "UW Medicine."  The District reserves, however, the 

right to have major signage for its facilities include a reference identifying such facilities as 

"Valley Medical Center."  The Parties will in good faith confer with regard to branding 

decisions, with a view to taking advantage of the integration of the District's Healthcare Facilities 

into UW Medicine, but recognizing the unique ownership character of the assets.  They will 

agree upon the relative font size of the lettering for any signage including references to both 

UW Medicine and the District. 

4.9 Marketing of District Healthcare System 

The District Healthcare System's marketing activities will be integrated with the UW 

Medicine marketing plan.  It is recognized that historically, the District has allocated a portion of 

its annual budget for marketing initiatives to promote various aspects of its healthcare programs.  

The Annual Budgets developed during the Term will consider this historical allocation and may 

include a line item for specific marketing expenses for similar promotional purposes consistent 

with the Annual Budgets. 

4.10 Fund-Raising 

UW Medicine and the District Healthcare System shall coordinate the fundraising 

activities for the District Healthcare System.  Any funds raised through such efforts that are 

expressly solicited for the benefit of the District Healthcare System or that are dedicated to or 

intended by the donor for the benefit of the District Healthcare System shall be made exclusively 

available for program development or other purposes specified in the solicitation and/or donor's 

designation.  Such funds may not be used to support other programs sponsored by UW Medicine 

and its other Component Entities. 

4.11 District's Tax-Exempt Bonds 

As of the Effective Date, the District will have outstanding several series of Bonds and 

may, during the Term, authorize the issuance of additional Bonds (and, pursuant to the 

requirements of Section 4.18, is, under certain circumstances, contractually obligated to provide 

for the issuance thereof) to (i) refinance all or a portion of its outstanding Bonds and/or 

(ii) finance capital improvements, program expansions, or other initiatives authorized under the 

UW Medicine Strategic Plan and the related Annual Budgets.  Throughout the Term, the Parties 

and the Board shall:  (i) take all necessary steps to ensure that operation of the District 

Healthcare System is in compliance with the applicable bond covenants contained in the 
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resolutions, indentures or other similar documents, pursuant to which such Bonds are issued;  

including an obligation to levy Regular Property Taxes in amounts sufficient to pay the debt 

service on all outstanding general obligation Bonds; (ii) not take, or omit to take, any action that 

would cause interest on any Tax-Exempt Bonds to be ineligible for exclusion from gross income 

for federal income tax purposes under the Code, including, without limitation, any action that 

would cause such Tax-Exempt Bonds to be or become "arbitrage bonds" or "private activity 

bonds" under the Code; and (iii) not take, or omit to take, any action that would cause interest on 

any Subsidy Bonds to be ineligible for direct payment of the subsidy payments which are 

payable by the federal government under applicable provisions of the Code or other federal law, 

which the District has elected to receive under the applicable provisions of the Code or other 

federal law, including, to the extent applicable and without limitation, any action that would 

cause such Subsidy Bonds to be or become "arbitrage bonds" or "private activity bonds" under 

the Code.  It shall remain the District's responsibility to monitor and, to the extent within its 

control, maintain the tax exempt status of its Bonds. 

4.12 Guidelines Regarding District Healthcare Practitioners  

(a) Staffing of Healthcare Facilities Within the District Service Area.  The 

District Healthcare System is intended to be the primary channel, through which primary and 

specialty care, and to the extent feasible, tertiary care is provided to patients residing within the 

District Service Area.  UW Medicine and the District intend for such services to be staffed by 

District Physicians or other licensed practitioners on the District's medical staff (collectively, the 

"District Healthcare Practitioners") to the extent they have the capacity and expertise to provide 

such services.  UW School of Medicine faculty will be used to provide such services if (i) such 

services are not adequately available or feasible through District Healthcare Practitioners or 

(ii) there are other reasons, as approved by the Valley CEO and UW Medicine CEO, for staffing 

these functions by UW School of Medicine faculty.  With these principles in mind, UW 

Medicine and the District agree to the following operational guidelines for staffing of Healthcare 

Facilities located within the District Service Area:   

(i) District Healthcare Practitioners shall be primarily used as the 

workforce for providing primary and specialty care for patients within the District 

Service Area. 

(ii) To the extent available and feasible, District Healthcare 

Practitioners shall be used to provide tertiary care for patients residing within the District 

Service Area. 

(iii) When appropriate, patients serviced by the District Healthcare 

System requiring tertiary and quaternary care will be referred, on a case-by-case basis, to 

other UW Medicine Component Entities or to other healthcare practitioners with the 

requisite specialty expertise, capacity and facilities needed.  This affiliation does not 

supersede the discretion of the individual clinicians (and the Valley medical staff) to 

determine what is best for their patient as to when and where to refer their patient for 

consultation or transfer of care. 
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(iv) The assignment of UW School of Medicine faculty to practice with 

the District Healthcare System will be based on such business plans as may be developed 

from time to time by the Valley CEO and the UW Medicine CEO consistent with the UW 

Medicine Strategic Plan; with such assignments to UW School of Medicine faculty to be 

further subject to the following restrictions: 

(A) they have specialty expertise not adequately available 

through District Healthcare Practitioners or such expertise as necessary as part of 

the Clinical Integration Activities pursuant to Section 6.4; or  

(B) Staff privileges at any Healthcare Facility within the 

District Healthcare System have been conferred to a member of the UW School of 

Medicine faculty in accordance with the then existing staff privilege and 

credentialing guidelines of the District Healthcare System.   

(b) Assignment of District Healthcare Practitioners to UW Medicine 

Health System Facilities.  This affiliation does not affect current policies regarding the 

assignment of licensed healthcare practitioners in the community to a position within UW 

Medicine and does not contemplate assignment of District employed healthcare practitioners to 

any other UW Medicine Component Entity. 

4.13 Accountable Care Organizations 

The criteria for qualifying as an "accountable care organization" have not yet been 

defined in detail.  UW and the District may find it in their best interest to develop additional 

operational arrangements in order to qualify as an accountable care organization, when the 

definitional standards of those institutions are further developed.  The Board will monitor 

developments in the law and, as appropriate, make recommendations to UW and the District, as 

to such further actions that might be taken in order to take advantage of the federal and state 

benefits extended to accountable care organizations.  UW and the District has each separately 

determined there are compelling reasons for proceeding with the Strategic Alliance, regardless of 

the manner in which the rules regarding "accountable care organizations" may be developed over 

time or whether UW and the District may subsequently form an accountable care organization. 

4.14 Fiscal Year 

The fiscal year for the District Healthcare System will be established as the 12-month 

period beginning July 1 and ending June 30 of the following year, effective with the fiscal year 

beginning July 1, 2012.  Such action will bring the fiscal year used by the District Healthcare 

System in line with the fiscal year used by UW Medicine and its other Component Entities, 

hence, facilitating strategically integrated planning among such entities.  The Board will 

nonetheless cause appropriate reports to be prepared, so that the District's Board of 

Commissioners can satisfy the District's statutory requirements to establish an annual 

expenditure budget and to levy Regular Property Taxes sufficient to meet all irrevocable Bond 

covenants as required by RCW 70.44.060(6) and Chapter 84 RCW.  This establishment of the 

District Healthcare System's fiscal year will not necessarily constitute a change in the District's 

fiscal year, which is the 12-month period beginning on January 1 and ending on December 31 of 
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each year, and no such change will be made unless it can be effectuated without triggering a 

default or an event of default with respect to any of the District's outstanding Bonds. 

4.15 Represented Employees 

The District values its collaborative and effective relationship with its Unions, and is 

committed to maintaining working relationships characterized by mutual trust and proactive 

problem solving.  The Board will respect and continue to foster these established labor 

relationships and will recognize the various unions as exclusive bargaining representatives of 

their respective employees as required by applicable law.  The Board, acting through the Valley 

CEO and his or her designees, shall: 

(i) have control over decision making with respect to labor relations 

and collective bargaining, including but not limited to, grievance processing, 

administration of collective bargaining agreements, staffing agreements, training fund 

agreements, layoffs, and negotiation and ratification of successor collective bargaining 

agreements; subject to the qualifications of Section 4.4; and 

(ii) implement the decisions reflected in the approved Annual Budgets, 

including their impact upon capital investments, hospital beds, core services, service 

lines; subject to the terms of Sections 4.4 and the rights reserved to the District under 

Sections 6.6 and 7.1.  

4.16 Expanded WWAMI Program Participation 

The Parties acknowledge the District Healthcare System's participation in the WWAMI 

program, a clinical medical education program conducted in Washington, Wyoming, Alaska, 

Montana and Idaho and overseen by UW School of Medicine, and contemplate the District 

Healthcare System's increased and/or enhanced participation in WWAMI as approved by the 

Board and the UW Medicine CEO.   

4.17 Research Programs Within District Healthcare System 

The District agrees to permit UW Medicine to conduct University-administered research 

in the District Healthcare System facilities.  UW Medicine will be responsible for the 

administration of UW-administered research awards and contracts and for providing an 

appropriate level of oversight in the administration and management of such awards, including 

but not limited to preparing and submitting project proposals for regular UW faculty, fulfilling 

all applicable conditions, requirements and restrictions of the awards and contracts such as 

accounting, monitoring and reporting, and pre-award and post-award review and monitoring.  

UW Medicine will ensure compliance with applicable federal and state laws and regulations and 

other applicable rules in administering university-administered research at District Healthcare 

System facilities.  Where appropriate, if resources of the District Healthcare System are used to 

support such UW-administered research programs, the District Healthcare System will be 

reimbursed for the use of such services at appropriate levels consistent with applicable laws and 

grantor rules and guidelines.  All such agreements will be reviewed and approved under 

applicable UW policy and procedures.  Financial arrangements for research projects to be 

conducted at District Healthcare System facilities shall be comparable to those for research 
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projects conducted at other Component Entities.  To the extent the District Healthcare System 

conducts District Healthcare System-administered research or permits its medical staff to 

conduct non-University administered research in its facilities, the District Healthcare System will 

ensure compliance with applicable federal and state laws and regulations and other applicable 

rules.  Consistent with Section 4.11 of this Agreement, UW Medicine and the District Healthcare 

System each specifically agree not to take, or omit to take, any action that would cause any Tax-

Exempt Bonds or Subsidy Bonds to be or become "private activity bonds" under the Code by 

reason of the conduct of such research projects in District Healthcare System facilities financed 

by such Tax-Exempt Bonds or Subsidy Bonds, and it shall remain the District's responsibility to 

monitor and, to the extent within its control, maintain the tax exempt status of its Bonds. 

4.18 Incurring Liabilities on Behalf of District 

(a) The Board may, in operating the District Healthcare System, incur 

Liabilities on behalf of the District, and such Liabilities shall be exclusively those of the District, 

be satisfied out of District Assets and District Revenues, be duly authorized as approved by the 

Board, and the creditors thereof shall look solely to the District Assets and District Revenues for 

the repayment of such obligations (subject to whatever limitations upon such claims as may be 

imposed at the time the obligations are incurred).  The Board does not need to obtain the 

approval of the District's Board of Commissioners to incur such Liabilities.  The Board shall 

incur such Liabilities solely for the purpose of conducting the business of the District Healthcare 

System.  Furthermore, the incurrence of such Liabilities must be consistent with the Annual 

Budgets prepared and approved for the District Healthcare System, together with any business 

plans pursuant to Article VI.  In addition, the Board may borrow money on behalf of the District 

in connection with purchase money obligations, installment purchases, capital leases and other 

similar obligations, subject to the limitation provided in Section 7.1(a)(vii), as long as (i) such 

borrowing does not trigger an event of default under any of the outstanding Bonds of the District; 

and (ii) such obligations constitute revenue obligations of the District payable solely out of a 

special fund or funds into which the District may pledge the revenues of the District Healthcare 

System pursuant to RCW 70.44.060(5)(a). 

(b) Notwithstanding Section 4.18(a) (except as otherwise permitted in the 

final sentence thereof), the Board may not incur Indebtedness or issue, or cause to be issued, on 

behalf of the District any Bonds but may request that the District's Board of Commissioners do 

so for the purposes enumerated in Section 4.18(c). 

(c) While recognizing that the District is the sole party authorized to incur 

Indebtedness or issue Bonds as to which the District is the obligor or by which District Assets 

and/or District Revenues are committed for the payment thereof, the District nonetheless 

covenants for the benefit of the District Healthcare System that it will, throughout the Term, 

subject to any applicable constitutional and statutory limitations, take any and all actions 

necessary to authorize, and incur Indebtedness, or issue, or cause to be issued, Bonds as 

requested by the Board for each of the following purposes: 

(i) to refinance the outstanding Bonds (including the principal and 

accrued interest thereon, together with necessary refinancing costs) as market conditions 
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may dictate, to the extent that such Bonds have not been fully amortized and paid off 

upon maturity or upon an earlier acceleration thereof due to an event of default); or 

(ii) to finance the District's participation in the integration activities 

authorized under Section 6.4 or to support the expansion and/or development of programs 

offered by the District Healthcare System under Section 6.6, to the extent that such 

participation or activities cannot be funded out of the other District Revenues.  

4.19 Real Estate Transactions 

To properly conduct the business of the District Healthcare System, the Board has, 

subject to certain limitations, been delegated the authority to acquire, lease, exchange, encumber, 

sell, or otherwise dispose of interests in real property, and related or ancillary personal property, 

used in the operation, or to support the activities of, the District Healthcare System.   The Board 

does not need to secure the approval of the District's Board of Commissioners to enter into any 

such transactions, unless such approval is required by Section 7.1(a) or by Article VI as it may 

relate to proposed integration-related activities.  To the extent that the District's Board of 

Commissioners approval is required by such provisions, the Board will not proceed with any 

such proposed transaction, unless and until such approval has been secured.  However, where no 

such approval is required, the Board is empowered to take any and all actions as may be 

necessary in order to effectuate the desired real estate transaction and in so doing will be acting 

pursuant to delegated authority granted by the District's Board of Commissioners pursuant to 

RCW 39.34.030(5)(a).  Under those circumstances, the Board may request the District's 

assistance in order to exercise such delegated authority, and the District will act in good faith to 

facilitate such transactions.  That certain transactions may require actions by both the District 

Board of Commissioners and the Board is reflected in Item 42 and Items 44 through 46 

Exhibit 3.10(c). 

ARTICLE V 

SEPARATE ASSETS AND LIABILITIES; PROHIBITION AGAINST COMMINGLING 

5.1 Separate Assets and Separate Liabilities 

(a) The District shall: 

(i) retain ownership of, and its interest in, and be entitled to all the 

economic benefits derived from, all District Assets; and 

(ii) be responsible for, and be solely obligated to pay, all District 

Liabilities and Indebtedness.   

(b) The District shall hold title to all of the District Assets included within the 

District Healthcare System (other than District Assets leased and/or licensed to the District, in 

which event the District shall continue to hold such leasehold and license interests therein). 

(c) Neither UW, UW Medicine nor any of the other UW Medicine 

Component Entities shall acquire title to, acquire or secure a Lien against, or have any other 

possessory interest in any of the District Assets comprising the District Healthcare System.  
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Notwithstanding the foregoing, nothing in this paragraph is intended to prohibit UW and the 

District from entering into any of the integration activities permitted under Article VI. 

(d) The Board may dispose of the District Assets owned, leased, licensed 

and/or otherwise controlled by the District in the ordinary course of the operation of the District 

Healthcare System and in accordance with public hospital district statutes concerning disposal of 

assets; provided, however, that such dispositions are subject to the requirements of Section 7.1, 

and provided further that the proceeds received upon disposing of such District Assets shall 

belong to, and be used exclusively for, the purpose of managing, growing and operating the 

District Healthcare System. 

(e) The Board may not use, or permit the use of, District Assets to cover 

liabilities of or to subsidize the activities of UW Medicine or any of its other Component 

Entities; provided, however, that this prohibition shall not be construed to restrict the Business 

Integration Activities, Shared Support Services and/or Clinical Integration Activities authorized 

under Section 6.4. 

(f) All District Liabilities, whether existing as of the Effective Date or 

subsequently incurred during the Term, shall remain exclusively the Liabilities of the District. 

(g) UW shall not assume, guarantee or otherwise be deemed to have recourse 

liability for the payment of any District Liabilities by becoming a party to this Agreement. 

(h) Nothing in this Agreement shall be deemed to impose upon UW or UW 

Medicine any obligation to subsidize the activities of the District, or to make its own resources 

available to support such activities, recognizing, however, that it is anticipated that the District 

Healthcare System will be integrated into UW Medicine. 

(i) The District shall not assume, guaranty or otherwise be deemed to have 

recourse liability for the payment of any Liabilities of UW or UW Medicine or any of its other 

Component Entities.  

5.2 Accounting for, Application and Investment of District Revenues 

(a) The Board shall maintain separate bank accounts, in the name of and for 

the benefit of the District, for receipt of all District Revenues derived from the operation of the 

District Healthcare System.  Funds shall be promptly deposited into such accounts and shall not 

be commingled with the accounts maintained for UW Medicine or UW. 

(b) Subject to the terms of Section 9.3, throughout the Term, the Board shall 

have total control over the application of the District Revenues and the use of District Assets and 

shall, in exercising such control, ensure that all District Revenues and District Assets are applied 

exclusively for the benefit of the District Healthcare System, with the understanding that such 

funds and assets  may be used only: 

(i) to pay District Liabilities (including payment of the outstanding 

Bonds and any other Indebtedness) as and when they become due and payable in 

accordance with their terms; 
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(ii) to establish, build and maintain reserves, in amounts required to 

meet Bond covenants and other obligations and as deemed appropriate by the Board; 

(iii) to fund integration activities authorized under Article VI; 

(iv) to support the ongoing operation of the District Healthcare System 

as well as its future growth and development by allowing the District to expand patient 

care as contemplated by Section 6.6;  

(v) to cover all expenses related to the operation of the District 

Healthcare System;  

(vi) to cover expenses of the District's operation (as distinguished from 

the operation of the District Healthcare System) consistent with the principles of 

Section 9.3; and   

(vii) with respect to the proceeds (including investment proceeds) of 

District Bonds, for the purposes for which the District issued such Bonds. 

(c) Pending the disbursement of District Revenues, the Board shall cause such 

monies, as directed by the Valley CEO, to be invested in investments permitted by public entities 

and consistent with past practices of the District.  UW and the District recognize that there are 

different statutory frameworks in place under Washington law governing how available funds 

may be invested by public hospital districts subject to the PHD Act and UW as an agency of the 

State.  The Board shall take appropriate action to ensure that the District Revenues are only 

invested in accordance with the rules applicable to the District. 

(d) The Board shall cause financial records to be established and maintained, 

in reasonable detail, to evidence the segregation of the District Assets (including the District 

Revenues) from the assets and revenues of UW, UW Medicine or any of the other Component 

Entities.  The District may, at any time, review and/or audit, as permitted under Section 4.7(b), 

such books and records to verify the requisite segregation of assets and liabilities. 

(e) Nothing in this Section is, however, intended to prohibit UW and the 

District from entering into the integration activities pursuant to Article VI. 

(f) The District acknowledges that it has delegated control over the 

application and use of the District Revenues and the District Assets to the Board during the Term 

of this Agreement.  Accordingly, all revenues and/or funds generated as a result of District 

activities, including Bond proceeds, will be considered part of the corpus of the District Assets 

and will be applied by the Board for the purposes set forth in Section 5.2(b).  The District will 

not have the right to acquire or Transfer any District Assets, since such rights have been vested 

in the Board; provided, however, that, pursuant to the terms of this Agreement, certain 

acquisitions and Transfers of assets require not only Board approval but also the approval of the 

District's Board of Commissioners.  Furthermore, to the extent that the Board, in the exercise of 

its vested powers, provides for the acquisition or Transfer of assets, the District's Board of 

Commissioners agrees, at the Board's request, to take all necessary actions on its part in order to 

permit such decisions to be implemented and, in so acting, the District's Board of Commissioners 
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has not relinquished its powers, but instead has elected to exercise them to allow the Board to 

discharge the duties delegated to it under this Agreement.  The preceding sentence does not 

however obligate the District's Board of Commissioners to so proceed, if the action to be taken is 

one requiring separate approval of the District's Board of Commissioners, and the District's 

Board of Commissioners, in the exercise of their independent judgment, choose not to support 

the recommended course of action. 

ARTICLE VI 

INTEGRATION OF DISTRICT HEALTHCARE SYSTEM 

UW and the District shall observe the principles set forth in this Article VI in pursuing 

joint cost savings, efficiencies and improved medical care when integrating the District 

Healthcare System into UW Medicine.  To achieve the goals of this Strategic Alliance, the 

District Healthcare System will be managed as an integral component entity of UW Medicine. 

6.1 Overarching Goal of Integration 

One of the Strategic Alliance's primary objectives is to have the District Healthcare 

System be operated as a component entity of UW Medicine during the Term.  UW and the 

District will each use its best efforts to facilitate such integration.  The integration activities will 

be implemented through the collaborative efforts of the District Healthcare System and UW 

Medicine.  Without limiting the generality of the foregoing, the Parties commit that they will: 

(a) share Confidential Information, as contemplated by Section 6.2, in order 

to permit the necessary strategic planning to occur to facilitate the integration activities; 

(b) participate in collaborative planning processes to align their delivery of 

Healthcare Services and an array of clinical programs; 

(c) contract jointly for Shared Support Services pursuant to Section 6.4;  

(d) engage in Clinical Integration Activities between the District Healthcare 

System, and one or more of the Component Entities pursuant to Section 6.4; and 

(e) integrate to achieve improved patient care quality and access and 

improved efficiencies.  

6.2 Confidential Information 

In order to achieve the Strategic Alliance's objectives, UW Medicine and the District 

agree to make available to the other, throughout the Term, Confidential Information regarding its 

healthcare system.  The Confidential Information exchanged between the parties shall be used 

solely for purposes of pursuing the objectives of the Strategic Alliance.  Neither the District nor 

the Board will withhold Confidential Information regarding the District Healthcare System, even 

though such information is otherwise Confidential Information, since the sharing of such 

Confidential Information is critical to the integration of the District Healthcare System with UW 

Medicine.  UW Medicine will not withhold its Confidential Information to the extent that the 

disclosure thereof is critical to achieving the integration of the District Healthcare System into 
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UW Medicine.  The District and UW acknowledge that both Parties are subject to the 

Washington Public Records Act, and may be obligated to disclose documents when it receives a 

public records request.  Should any Public Records Act request for Confidential Information be 

received by either Party, it will provide the other Party with notice to enable that Party to seek a 

protective order or other judicial relief.  This paragraph supersedes the provisions of that certain 

Mutual Non-Disclosure and Confidentiality Agreement, dated January 18, 2011, between UW 

and the District. 

6.3 Strategic Planning; Annual Budgets 

(a) As soon as is reasonably practicable after the Effective Date, the UW 

Medicine CEO will enlist the Valley CEO and the Senior Executive Team and appropriate 

executives and staff at UW Medicine to initiate the integration of the District Healthcare System 

into UW Medicine consistent with the UW Medicine Strategic Plan.  The UW Medicine 

Strategic Plan is intended to give overall direction to the specific initiatives to be pursued within 

the District Healthcare System and to provide for the desired alignment of clinical, research and 

teaching programs between the Parties.  The UW Medicine Strategic Plan may be amended, from 

time to time, to take into account new developments.  Notwithstanding the foregoing, the UW 

Medicine Strategic Plan will not incorporate terms that are inconsistent with, or that take away, 

the specific benefits conferred upon the District and the District Healthcare System by this 

Agreement.    

(b) Furthermore, to further integrate the activities of the District Healthcare 

System with those of the other Component Entities and promote appropriate and necessary 

program growth, the Board and the Senior Executive Team will participate in UW Medicine's 

comprehensive and ongoing strategic planning and capital planning and budgeting processes.  

This process will include aligning the District Healthcare System's programs, resource 

allocations and services with those of the other UW Medicine Component Entities. 

(c) The Valley CEO and his/her Senior Executive Team will also prepare  

Annual Budgets with reasonable detail, and comparable with the similar budgets prepared by the 

other UW Medicine Component Entities. 

(d) The Annual Budgets shall be prepared in accordance with the timeline 

used for the UW Medicine budget calendar, and shall be subject to the approval of the Board and 

the UW Medicine CEO in consultation with the UW Medicine Board. 

6.4 Integration Activities 

(a) Special Definitions.  For purposes of this Agreement and this Section 6.4, 

the following terms have the meanings assigned below: 

"At Cost" means, with respect to any Shared Support Services provided by one 

Component Entity to another, an amount equal to the actual costs incurred in providing such 

services, determined in accordance with GASB, computed on a consistent basis, subject to the 

following special rules:  (i) to the extent that such Shared Support Services are provided by the 

service provider to one or more Component Entities (such as would be the case if the services 

were rendered by UW Medicine for and on behalf of the District and one or more of the other 
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Component Entities), consistent methods shall be applied by UW Medicine in allocating costs 

among the serviced entities, so as to ensure that each entity is treated no less favorably than 

another; (ii) if such Shared Support Services are provided by persons who do not work 

exclusively in rendering services for and on behalf of the other Component Entities, reasonable 

methods shall be adopted by the service provider to ensure an appropriate allocation of such 

employee's time between all recipients of the employee's services, with appropriate records 

maintained to evidence that the allocations have been made on a reasonable and equitable basis; 

and (iii) overhead allocations are permissible, subject to demonstration that they relate to 

reasonable costs, and have been fairly allocated among the Component Entities benefiting from 

such services.  

"Business Integration Activity" means any alignment and integration of the business and 

activities of the District Healthcare System with one or more of the other Component Entities, 

including but not limited to activities related to patient safety, quality metrics, compliance 

activities, business planning processes, and strategic planning, where there is no sharing of either 

revenues or expenses between such entities. 

"Clinical Integration Activity" means an alignment of the clinical activities and programs 

of the District Healthcare System with one or more of the other Component Entities and 

potentially with others, through the creation of new or expanded programs providing for patient 

care, where there is a sharing of revenues and expenses among the participating entities. 

"Material Transaction" means, with respect to either a Shared Support Service or 

Clinical Integration Activity, any proposed activity falling within one or more of the following 

criteria:  (i) it requires, or is projected to call for, the District Healthcare System to expend $25 

million or more in any 12-month period or $50 million or more over the proposed life of the 

activity; (ii) it cannot be implemented fully unless the participants secure a "certificate of need" 

from the Washington State Department of Health; or (iii) it involves the sale, contribution, 

leasing, licensing, conveyance or other disposition of District Assets having a value in excess of 

5% of the District's total assets as reflected on its most recent annual financial statements. 

"Shared Support Services" means the delivery of goods and/or services through one or 

more of the UW Medicine Component Entities.  Such Shared Support Services may relate to 

shared administrative, technical and other support services.  Furthermore, an additional defining 

characteristic is that each such arrangement provides for the participants to share costs related to 

the Shared Support Services, but does not involve the sharing of revenues with respect to such 

Shared Support Services.    

(b) Origination of Ideas; Refinement of Proposals.  UW and the District 

acknowledge that potential opportunities for integration may be generated from a variety of 

sources, including but not limited to:  (i) the executives of the Component Entities; (ii) the senior 

executive teams, employees, consultants, advisors and vendors of the Component Entities; 

(iii) while it remains in existence, the OIOC established under Section 6.4(h); and (iv) the 

executive leadership of UW Medicine.  Proposed integration opportunities will be screened, 

evaluated, refined, documented and processed pursuant to such protocols as may be established 

from time to time by the UW Medicine CEO. 
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(c) General Requirements.  No integration proposal, irrespective of its form, 

will be implemented until: 

(i) the terms of the proposal have been documented in written form; 

(ii) the Valley CEO and ultimately the UW Medicine CEO approve its 

implementation; and   

(iii) the Valley CEO and ultimately the UW Medicine CEO have 

determined that the participants' involvement in the integration proposal can be 

reasonably funded out of their respective available resources. 

(d) Shared Support Services.  In addition to the general requirements of 

Section 6.4(c), before implementing a proposed Shared Support Service, where either the District 

Healthcare System or one of the other Component Entities provides such services for the benefit 

of one or more of the other Component Entities, the following additional requirements must be 

met:   

(i) the service provider agrees to render the services At Cost; 

(ii) the service provider treats the District Healthcare System no less 

favorably than it treats any of the other Component Entities; and 

(iii) the service provider agrees to be held to the same standard care 

expected of a reasonably prudent person providing similar services in the King County, 

Washington area.   

If one or more of the requirements noted above cannot be satisfied, the terms of the 

proposal may nonetheless be implemented if the terms upon which it is to be provided are 

disclosed to and separately approved by (A) the Board and (B) if the proposed Shared Support 

Services would constitute a Material Transaction, the District's Board of Commissioners. 

(e) Clinical Integration Activities.  In addition to the general requirements 

of Section 6.4(c), before implementing a proposed Clinical Integration Activity, the following 

additional requirements must be met:  

(i) the documentation includes the information itemized in 

Section 6.4(f); 

(ii) the participants share in the revenues and expenses in proportion to 

the relative values of their respective contributions to the activity (whether consisting of 

cash, property and/or services), as the values of such contributions have reasonably been 

determined by the Valley CEO and the UW Medicine CEO; and 

(iii) the Valley CEO and the UW Medicine CEO have each confirmed 

that, in their respective opinions, the terms of the Clinical Integration Activities are 

equitable to the participants.   
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If one or more of the requirements noted above cannot be satisfied, the terms of the 

proposal may nonetheless be implemented if the terms upon which it is to be provided are 

disclosed to and separately approved by (A) the Board and (B) if the proposed Clinical 

Integration Activity would constitute a Material Transaction, the District's Board of 

Commissioners. 

(f) Documentation of Clinical Integration Activities.  Each of the Clinical 

Integration Activities will be documented in writing and address the following in either a 

business plan or a written agreement: 

(i) the identification of all participants to the arrangement and a 

statement of the purposes and objectives of the arrangement; 

(ii) the manner in which the activity is to be governed by the 

participants, including an itemization of all matters requiring approval of the participants 

before being implemented;  

(iii) the relative contributions of the participants to the activity, whether 

consisting of cash, property, services, staffing support or some combination thereof, as 

well as the values assigned to such contributions and the respective obligations of the 

participants to contribute additional capital to the activity, separate and above the capital 

contributions; 

(iv) the manner in which the revenues and expenses of the activity are 

to be allocated among the participants; 

(v) any periodic reports to be prepared and distributed to report on the 

financial performance of the activity, including but not limited to required financial 

statements, tax returns as applicable, and status reports; and 

(vi) such other provisions as are normal and customary for initiatives 

similar to the proposed activity. 

(g) Unwinding.  Since one of the Strategic Alliance's primary objectives is to 

achieve integration, neither UW nor the District may, at any time during the Term, take action to 

unwind integration activities without first securing the approval of the other, which approval may 

be granted, denied, or granted subject to conditions in the other Party's discretion. 

(h) Establishment and Operation of OIOC.  As soon as reasonably 

practicable after the Effective Date, the UW Medicine CEO will establish a management 

committee, to be designated as the "Operational Integration Oversight Committee," consisting 

exclusively of management representatives (the "OIOC").  The OIOC will be charged with the 

responsibility of reviewing the potential integration activities identified on Exhibit 6.4(h) and 

proposed pursuant to Section 6.3(a) to determine whether to recommend to the UW Medicine 

CEO the implementation of any of such proposals.  No later than June 30, 2012, the OIOC shall 

provide its initial report, including recommendations, to the UW Medicine CEO.  It is 

contemplated that the OIOC will remain in existence for the first three years after the formation 

of the Strategic Alliance to provide ongoing input regarding the advisability of pursuing various 
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integration proposals, but it will be left to the discretion of the UW Medicine CEO to decide how 

long the OIOC shall remain in place to provide advice regarding proposed integration activities.  

The Board will be periodically briefed on the work of the OIOC. 

(i) Separate Clinical or Support Services.  To the extent that either the 

District Healthcare System or one of the other Component Entities provides, for the benefit of 

the other, clinical or support services (not falling within the other terms of this Section 6.4), the 

service provider shall be entitled to reimbursement At Cost for such services or upon such other 

terms as are mutually acceptable to the Valley CEO and the UW Medicine CEO.   

6.5 Core Clinical Services 

The UW recognizes the particular community services mission of the District and agrees 

to retain the institutional identity in a manner that, to the extent funds are available, achieves the 

aims of the District to meet its community obligations identified in its mission statement.  

Consistent with the UW Medicine Strategic Plan and the community obligations of the District, 

core clinical services will be maintained and opportunities for increased efficiencies explored as 

needed to improve access, reduce duplication and improve overall cost effective value of 

services.  Expansion, contraction, or relocation of services will be completed within the overall 

context of the UW Medicine Strategic Plan and the community needs and obligations of the 

District.  In furtherance of such objective, the Board will not eliminate any of the clinical 

services referenced on Exhibit 7.1(a)(ix) unless such elimination is approved by the District's 

Board of Commissioners or otherwise permitted by the terms of such exhibit. 

6.6 New Ventures 

The District Healthcare System is intended to serve as the primary vehicle through which 

Healthcare Services are rendered to individuals residing within the District.  Accordingly, if at 

any time during the Term there is perceived to be a need to expand the scope of existing, or to 

add new, Healthcare Services located within the District Service Area, UW and the District 

intend, to the fullest extent possible, to have such Healthcare Services be incorporated into and 

be rendered as a part of the District Healthcare System, unless such services are already provided 

directly or indirectly by a Component Entity of UW Medicine through ownership or contract or 

arise pursuant to the evolution of such services.  If the Valley CEO and the Board do not wish to 

pursue the new venture, but UW Medicine wishes to proceed independent of the District 

Healthcare System, UW Medicine may not pursue such new venture until it has first received the 

approval of the District's Board of Commissioners.   

6.7 Unwinding of Integration 

(a) If the decision is made to not extend this Agreement, or in the event of the 

earlier termination of this Agreement, no later than 30 days from the occurrence of a termination 

event under Section 10.2, UW and the District shall confer to establish a plan for unwinding 

integration activities, so that the District Healthcare System can operate on a separate stand alone 

basis, with its own employees, and not dependent upon UW Medicine or any of the  other 

Component Entities, upon the expiration of the Term, without disruption of services or 

impairment of patient care and safety.  The Parties shall work in good faith to devise the 
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necessary transition plan and to achieve the necessary unwinding of integrated activities and 

services.  However, in lieu of unwinding all such integrated activities, UW and the District may, 

upon mutually acceptable terms, provide for some integrated services to remain in place after 

expiration of the Term or to allow one or more of the Parties to provide desired services on a 

post-termination basis as approved by the Valley CEO and the UW Medicine CEO. 

(b) At any time from two years prior to the expiration of the Term until a 

decision to extend the Term is reached, no contracts may be entered into that commit the District 

Healthcare System to obligations surviving the termination or expiration of the Term except to 

the extent that such obligations are incurred in the ordinary course of business, and are 

terminable by the District without liability no later than 180 days after delivery of a termination 

notice from the District, unless approved in advance by the Valley CEO or his or her designee; 

provided, however, this restriction will not apply to any action otherwise previously approved by 

the District's Board of Commissioners;  

(c) The cost of unwinding integrated activities shall be borne equitably by the 

District and UW Medicine.  The Valley CEO and the UW Medicine CEO will instruct their 

respective staffs to estimate the costs of unwinding integrated activities and proposing an 

equitable allocation of the unwinding costs, after taking into account all relevant factors, 

including but not limited to the participants' relative benefits from participating in the integrated 

activities, the difficulties in unwinding the integration, and the cost of establishing new stand 

alone operations with comparable functionality.  If, for whatever reason, the Valley CEO and the 

UW Medicine CEO cannot agree upon either the proper allocation of the unwinding expenses or 

the method of unwinding the integration, the matter may be submitted, by either Party, for 

dispute resolution under this Agreement. 

ARTICLE VII 

RESERVED POWERS 

7.1 District-Reserved Powers 

(a) Notwithstanding anything in this Agreement to the contrary, none of the 

following actions may be taken by or on behalf of the District Healthcare System by either the 

Board or the UW Medicine CEO, unless first approved by the District's Board of 

Commissioners: 

(i) the Transfer or Encumbrance of any Material Asset of the District 

Healthcare System; provided, however, that the foregoing shall not apply to purchase 

money security interests as long as such Encumbrances are created in connection with the 

acquisition of property, equipment, machinery, or other tangible or intangible 

acquisitions, whose acquisitions has been approved in the Annual Budgets or separately 

approved by either the District's Board of Commissioners or the Board pursuant to 

authority otherwise granted under this Agreement;  

(ii) the decision to expend for annual capital improvements, equipment 

expenditures, or other significant acquisitions an amount greater than two times the 

average annual amount of capital expended for such purposes during the period from 
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2005 through 2010, adjusted annually, starting in 2012, by an amount equal to the change 

in the CPI Index from the first day of the prior year through the last day of the prior year; 

(iii) the exercise of the District's statutory power to raise revenues by 

the levy of Regular Property Taxes on taxable property within the District's boundaries; 

provided, however, the District is subject to the requirements of Section 9.1;  

(iv) relocation of the Hospital or the creation of any other new acute-

care hospital facilities that are on a new site within the District Service Area (this 

prohibition does not relate to clinics but only to hospital facilities); 

(v) change in any bed license applicable to the Hospital that would 

result in a reduction in licensed bed capacity; 

(vi) the sale or transfer of any bed license or certificates of need or 

other hospital licenses applicable to the District Healthcare System to another entity; 

(vii) the incurrence of Indebtedness except as otherwise permitted by 

Section 4.18(a) and as long as such Indebtedness does not exceed the amounts permitted 

under Section 7.1(a)(ii); 

(viii) the issuance of Bonds by the District, which actions may be taken 

only by resolutions duly adopted by the District's Board of Commissioners; provided, 

however, the District has committed itself to incur Indebtedness and issue, or cause to be 

issued, Bonds as and to the extent required to fund the expenses referenced in Section 

4.18(c); 

(ix) any event eliminating core clinical services unless the elimination 

of such services is permitted within the terms of Exhibit 7.1(a)(ix); and 

(x) any amendment to this Agreement or the provisions of any of the 

exhibits attached hereto, except as otherwise provided in this Agreement (the terms of all 

such exhibits having been incorporated herein by reference). 

(b) The District's Board of Commissioners may exercise its statutory and 

other common law powers to: 

(i) levy Regular Property Taxes as and to the extent contemplated by 

this Agreement, subject to the qualifications of Section 9.1;  

(ii) sponsor educational or other outreach programs (not involving 

patient care) designed to encourage overall wellness and preventive health initiatives 

within the District Service Area so long as these programs are not duplicative of other 

programs already in place and recognizing that such activities are to be conducted 

pursuant to the terms of this Agreement rather than separately conducted by the District's 

Board of Commissioners in some other manner; provided, further, that this does not 

preclude the District Healthcare System from offering similar programs and, should it 

elect to do so, the District and Board will, in good faith, coordinate their efforts to make 
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them available to the public with a view to achieve the optimal impact given the limited 

resources each makes available for such services; and 

(iii) preserve and protect its rights under this Agreement. 

7.2 Limitations on District Activities 

(a) Notwithstanding anything in this Agreement to the contrary, none of the 

following actions may be taken by and on behalf of the District Healthcare System either by the 

Board or the District, unless approved in writing by the UW Medicine CEO after consultation 

with the UW Medicine Board: 

(i) the establishment of a new facility, including a Healthcare Facility 

in the District Service Area; 

(ii) any activity requiring a Certificate of Need;  

(iii) the District shall not, outside of the Strategic Alliance, offer or 

directly or indirectly provide or invest in Healthcare Services within the District Service 

Area; provided, however, that this restriction will not prohibit the District from 

sponsoring the programs referenced in Section 7.1(b)(ii); 

(iv) the Transfer of any Material Assets of the District Healthcare 

System; 

(v) any amendment to this Agreement or the provisions of any of the 

exhibits attached hereto, except as otherwise provided in this Agreement (the terms of all 

such exhibits having been incorporated herein by reference); and 

(vi) the District's Board of Commissioners may not approve, by 

resolution or otherwise, or recommend the approval of, any plan to de-annex, or to 

otherwise remove from the District, any portion of the District, unless a showing has been 

made to the UW Medicine CEO that such action does not adversely impact the tax base 

of the District or the District's ability to service its outstanding Bonds and to comply with 

all of the covenants, representations and warranties made in connection with the issuance 

thereof. 

(b) The UW may take any action to preserve and protect its rights under this 

Agreement. 

ARTICLE VIII 

REPRESENTATIONS AND WARRANTIES 

8.1 District's Representations and Warranties 

The District represents and warrants to UW that the statements contained in this 

Article VIII are correct and complete as of the date of this Agreement and will be true as of the 

Effective Date as if each such representation and warranty were remade as of the Effective Date: 
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(a) Organization and Authority.  The District is a municipal corporation 

duly organized, validly existing, and in good standing under the laws of the State of Washington.  

Subject to obtaining the consent of the District's Board of Commissioners, the District has all 

requisite corporate power and authority to enter into this Agreement and to consummate the 

transactions contemplated by this Agreement.  As of the Effective Date, the execution and 

delivery of this Agreement by the District and the consummation by the District of the 

transactions contemplated by this Agreement shall have been duly authorized by all requisite 

corporate action of the District, including, but not limited to, approval of the transaction by the 

District's Board of Commissioners and any creditor whose consent is required by contract or law  

and shall constitute the valid and binding obligations of the District enforceable in accordance 

with its terms. 

(b) Noncontravention.  Neither the execution and the delivery of this 

Agreement, nor the consummation of the transactions contemplated by this Agreement, shall 

(i) violate any statute, regulation, rule, injunction, judgment, order, decree, ruling, charge, or 

other restriction of any Governmental Body, to which the District or the District Assets is subject 

or any provision of the charter or bylaws of the District; or (ii) conflict with, result in a breach of, 

constitute a default under, result in the acceleration of, create in any Party the right to accelerate, 

terminate, modify, or cancel, or require any notice under any agreement, contract, lease, license, 

instrument, lien, security interest, or other arrangement to which the District is a Party or by 

which the District is bound or to which any of the District Assets is subject (or result in the 

imposition of any security interest upon any of its assets).  Except as is otherwise expressly set 

forth in this Agreement, the District does not need to give any notice to, make any filing with, or 

obtain any authorization, consent, or approval of any Governmental Body in order for the Parties 

to consummate the transactions contemplated by this Agreement. 

(c) Compliance with Law; Litigation.  The District is in compliance with all 

applicable laws (including rules, regulations, codes, plans, injunctions, judgments, orders, 

decrees, rulings, and charges thereunder) of all Governmental Bodies.  There is no action, suit, 

proceeding, or investigation in progress or pending before any Governmental Body, and there is 

no threat thereof against or relating to the District or its properties, assets, or business, nor, to the 

knowledge of the District, is there any basis for any such claim, suit, or other proceeding.  There 

is no suit, action, investigation, or other proceeding commenced, pending, or, to the knowledge 

of the District, threatened against, or affecting the District in any Governmental Body, in which 

it is sought to restrain, prohibit, or otherwise adversely affect the ability of the District to perform 

any or all of the obligations required of it under this Agreement or the consummation of the 

transactions contemplated by this Agreement. 

(d) Program Exclusion.  Neither the District or any of its employees, agents, 

officers, directors, or managers: 

(i) Have been convicted of a criminal offense related to, or are 

currently sanctioned, excluded, proposed for exclusion, or otherwise ineligible to 

participate in, any federal or state funded health care program, including but not limited 

to Medicare and Medicaid programs; and 
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(ii) Have not otherwise been excluded from doing business with the 

Federal government as provided in the list maintained by the United States General 

Services Administration or the Department of Health and Human Services Office of 

Inspector General. 

8.2 UW's Representations and Warranties 

UW hereby represents and warrants to the District, that each of the following 

representations and warranties is true and correct as of the date hereof and will be true and 

correct as of the Effective Date. 

(a) Organization and Authority.  UW is an agency of the State of 

Washington, validly existing and in good standing under the laws of the State of Washington.  

UW has all requisite power and authority to enter into this Agreement and to consummate the 

transactions contemplated by this Agreement.  As of the Effective Date, the execution and 

delivery of this Agreement by UW and the consummation by UW of the transactions 

contemplated by this Agreement shall have been duly authorized by all requisite action of UW, 

including, but not limited to, approval of the transaction by the UW's Board of Regents and any 

creditor whose consent is required by contract or law and shall constitute the valid and binding 

obligations of UW enforceable in accordance with its terms. 

(b) Noncontravention.  Neither the execution and the delivery of this 

Agreement, nor the consummation of the transactions contemplated by this Agreement, shall 

(i) violate any statute, regulation, rule, injunction, judgment, order, decree, ruling, charge, or 

other restriction of any federal, state, local, or foreign governments, governmental agency, or 

court (collectively, the "Governmental Bodies") to which UW or the UW Assets is subject or 

any provision of the charter or bylaws of UW; or (ii) conflict with, result in a breach of, 

constitute a default under, result in the acceleration of, create in any Party the right to accelerate, 

terminate, modify, or cancel, or require any notice under any agreement, contract, lease, license, 

instrument, lien, security interest, or other arrangement to which UW is a Party or by which UW 

is bound or to which any of the UW Assets is subject (or result in the imposition of any security 

interest upon any of its assets).  Except as is otherwise expressly set forth in this Agreement, UW 

does not need to give any notice to, make any filing with, or obtain any authorization, consent, or 

approval of any Governmental Body in order for the Parties to consummate the transactions 

contemplated by this Agreement. 

(c) Compliance with Law; Litigation.  UW is in compliance with all 

applicable laws (including rules, regulations, codes, plans, injunctions, judgments, orders, 

decrees, rulings, and charges thereunder) of all Governmental Bodies.  There is no action, suit, 

proceeding, or investigation in progress or pending before any Governmental Body, and there is 

no threat thereof against or relating to UW or its properties, assets, or business, nor, to the 

knowledge of UW, is there any basis for any such claim, suit, or other proceeding.  There is no 

suit, action, investigation, or other proceeding commenced, pending, or, to the knowledge of 

UW, threatened against or affecting UW in any Governmental Body, in which it is sought to 

restrain, prohibit, or otherwise adversely affect the ability of UW to perform any or all of the 

obligations required of it under this Agreement or the consummation of the transactions 

contemplated by this Agreement. 
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(d) Program Exclusion.  Neither UW Medicine, nor any of its other 

Component Entities engaged in providing patient care, nor any of their respective employees, 

agents, directors or managers: 

(i) have been convicted of a criminal offense related to, or are 

currently sanctioned, excluded, proposed for exclusion, or otherwise ineligible to 

participate in, any federal or state funded health care program, including but not limited 

to Medicare and Medicaid programs; and 

(ii) have not otherwise been excluded from doing business with the 

Federal government as provided in the list maintained by the United States General 

Services Administration or the Department of Health and Human Services Office of 

Inspector General. 

ARTICLE IX 

ADDITIONAL COVENANTS 

9.1 Exercise of Tax Levy Authority 

(a) The District, pursuant to the authority vested in it under RCW 

70.44.060(6), may, from time to time, raise revenues by levying annual Regular Property Taxes 

on all taxable property within the District subject to certain constitutional and statutory 

limitations.  The exercise of this statutory Regular Property Tax levy authority is reserved 

exclusively to the District and may not be exercised by the Board, even though the Board is 

vested with the authority to manage and operate the District Healthcare System throughout the 

Term.  In addition,  the District agrees, covenants represents and warrants that it shall: 

(i) maintain its Regular Property Taxes against taxable property 

within the District's boundary (subject to constitutional and statutory limits) at such levels 

as are necessary to ensure that, at no time, there is a breach of, or an event of default 

under, any of the District's outstanding Bonds or the covenants contained in the District 

resolutions pertaining to such Bonds, and that the District will not take any other action, 

whether or not related to tax levies, which results in, or could reasonably be expected to 

result in, the breach or an event of default under any of the outstanding Bonds or bond 

covenants; 

(ii) not take action to reduce the current level of tax support for the 

District's services and care, unless each of the following conditions is satisfied: 

(A) such action does not result, nor is it reasonably expected to 

result, in causing the District Healthcare System to operate at a deficit during any 

fiscal year; 

(B) such action does not result, nor is it reasonably expected to 

result, in reducing the level of care or scope of services then offered by the 

District Healthcare System to the public, including its support for charity cases, 

indigents, and the uninsured, as well as its delivery of services, at historical levels 

for all other patients; and 
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(C) such action does not result, nor is it reasonably expected to 

result, in the withdrawal or a downgrade in the credit rating of any outstanding 

District Bonds by any nationally recognized statistical rating organization. 

(b) Certain of the District's outstanding Bonds are "limited tax" general 

obligation Bonds.  The District has irrevocably covenanted in its resolutions authorizing the 

issuance of such Bonds to include in its budget and to make annual levies of Regular Property 

Taxes within the constitutional and statutory tax limitations provided by law without a vote of 

the electors of the District upon all property within the District subject to taxation in amounts 

that, together with any other money legally available therefor, should be sufficient to pay the 

principal of and interest on such Bonds as the same shall become due.  The District has 

irrevocably pledged its full faith, credit and resources to the annual levy and collection of such 

Regular Property Taxes and for the prompt payment of such principal and interest. 

(c) Notwithstanding the terms of Section 9.1, the District's Board of 

Commissioners will retain the discretion as to whether to increase annually, subject to applicable 

constitutional and statutory limits, the Regular Property Taxes to be levied upon taxable property 

within the District without voter approval.  No later than March 1 of each year, the District's 

Board of Commissioners shall advise the Valley CEO and the Board as to its decisions regarding 

the Regular Property Taxes to be levied in the upcoming year.  Providing such notice will permit 

the Board to take such decision into account in establishing the Annual Budgets for the District 

Healthcare System for the following fiscal year.  Nothing in this section is intended, however, to 

relieve the District of its obligations under Section 9.1(a)(i).   

9.2 Good Faith Compliance Efforts 

Neither the District's Board of Commissioners nor UW Medicine shall, directly or 

indirectly, take actions that (i) arrogate to itself any of the power, authority, privileges or rights 

vested in the Board or (ii) are intended to circumvent, undermine, or otherwise frustrate the 

purposes for which the Strategic Alliance was organized.  The District will, upon the reasonable 

request of the UW Medicine CEO, amend the District's Bylaws, mission statement, or 

contractual arrangements, if such action is necessary in order to synchronize the terms of those 

agreements with the commitments of the District in this Agreement.  Notwithstanding the 

foregoing, the exercise by either the District's Board of Commissioners or UW of the rights 

reserved to them in Article VII or elsewhere in this Agreement shall not be deemed to be a 

violation of this Section 9.2.  

9.3 Revenues to Support District Activities 

(a) To permit the District to pursue its separate activities (i.e., activities not 

related to the operation of the District Healthcare System), the Board shall, at the District's 

request, remit funds to the District's Board of Commissioners to permit timely payment of the 

following expenditures, as and when incurred: 

(i) the compensation and expense reimbursements to which the 

Commissioners of the District are entitled under applicable law, including amounts 

related to ongoing education; 
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(ii) the funds needed to permit the District's Board of Commissioners 

to exercise their respective rights and discharge their obligations as such rights and 

obligations are itemized in Exhibit 3.10(c); 

(iii) the funds needed by the District to support community outreach 

programs for general health awareness and preventative care pursuant to the rights 

reserved under Section 7.1(b)(ii), which expenditures will be in amounts comparable to 

similar expenditures in the years preceding the Strategic Alliance's creation; 

(iv) the funds needed by the District to protect its interests under this 

Agreement (including, without limitation, to exercise its review and audit rights under 

Section 4.7); and 

(v) the funds necessary to pay the debt service on, and satisfy other 

financial obligations with respect to, District Indebtedness and Bonds. 

(b) No later than 60 days prior to the beginning of each fiscal year of the 

District Healthcare System, the District's Board of Commissioners shall deliver, or cause to be 

delivered, to the Valley CEO a budget of its projected expenditures (for which remittances from 

the District Healthcare System are expected under Section 9.3(b)) for the upcoming fiscal year 

and, if the fiscal year does not end on December 31, and for the period between the end of the 

fiscal year and December 31.  Such information will be used by the Board to prepare the 

statutory expenditure budget required by RCW 70.44.060(6), as well as the operating budgets to 

be included in the Annual Budgets.  The District's right to receive District Revenues to cover 

Section 9.3 expenses will, during each fiscal period, be limited to the budgeted amounts set forth 

for such fiscal period, except to the extent that expenditures in excess of such amounts are either 

approved by action of the Board or are needed to preserve the District's rights pursuant to 

Section 9.3(a)(iv). 

9.4 Private Letter Ruling Request 

The District has filed, or expects to shortly file, a private letter ruling request with the 

IRS seeking a determination that the District's participation in the Strategic Alliance will not 

adversely affect the tax-exempt status of the District's outstanding Bonds.  Until the District 

receives such determination from the IRS, the Board will not permit the District Healthcare 

System to become party to any revenue-sharing arrangement with any of the other Component 

Entities. 

ARTICLE X 

TERM, TERMINATION AND WIND UP 

10.1 Term 

The term of this Agreement (the "Term") shall commence as of the Effective Date and 

shall continue until December 31, 2026; provided, however, that with the approval of the 

District's Board of Commissioners and UW Medicine, the Term may be extended for each of two 

successive 15-year periods.  In order to extend the Term for either of the two 15-year extensions, 

the District's Board of Commissioners and UW Medicine must agree in writing to the extension 
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no later than two years prior to the expiration of the then-existing Term of the Strategic Alliance.  

Furthermore, the Term may be terminated prior to the date set forth for its expiration pursuant to 

the occurrence of certain termination events identified in Section 10.2.   

10.2 Termination Events 

This Agreement will terminate prior to the expiration of its Term (as defined in 

Section 10.1) upon the first to occur, if any, of the following events: 

(i) the written election of the District and UW to mutually terminate 

this Agreement; 

(ii) the written election of the District to terminate this Agreement if 

there has been a UW Event of Default and such UW Event of Default has not been cured 

within the grace period provided for in Section 10.3; 

(iii) the written election of UW to terminate this Agreement if there has 

been a District Event of Default, and such District Event of Default has not been cured 

within the grace period provided in Section 10.4; or 

(iv) the written election of the District or UW following the occurrence 

of a Triggering Event. 

The date upon which any termination under this Section 10.2 is effective shall be the date 

stipulated in the election notice giving rise to such termination; provided, however, that such 

termination shall not be effective earlier than 180 days after written notice has been given of the 

election to terminate this Agreement has been given, unless the Parties jointly consent in writing 

to an earlier termination date. 

10.3 Default by UW 

The following occurrences shall each be deemed to be an Event of Default by UW (each 

a "UW Event of Default") (whatever the reason for such UW Event of Default and whether it 

shall be voluntary or involuntary or be effected by operation of law or pursuant to any judgment, 

decree, or order of any court or any order, rule, or regulation of any administrative or 

governmental body): 

(i) UW defaults in the performance of, or breaches, any covenant or 

warranty of UW in this Agreement, and such default or breach continues for a period of 

180 days after  written notice has been given to UW specifying such default or breach in 

reasonable detail and requiring it to be remedied and stating that such notice is a "Notice 

of Default" hereunder; 

(ii) UW, pursuant to or within the meaning of any Bankruptcy Law, 

(A) commences a voluntary case, (B) consents to the entry of an order for relief against it 

in an involuntary case, (C) consents to the appointment of a custodian of it or for all or 

substantially all of its property, or (D) makes a general assignment for the benefit of its 

creditors; or 
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(iii) a court of competent jurisdiction enters an order or decree under 

any Bankruptcy Law that (A) is for relief against UW in an involuntary case, (B) appoints 

a custodian of UW or for all or substantially all of its property, or (C) orders the 

liquidation of UW; and the order or decree remains unstayed and in effect for 

90 consecutive days. 

10.4 Default by the District 

The following occurrences shall each be deemed to be an Event of Default by the District 

(each a "District Event of Default") (whatever the reason for such District Event of Default and 

whether it shall be voluntary or involuntary or be effected by operation of law or pursuant to any 

judgment, decree, or order of any court or any order, rule, or regulation of any administrative or 

governmental body): 

(i) the District defaults in the performance of, or breaches, any 

covenant or warranty of the District in this Agreement, and such default or breach 

continues for a period of 180 days after written notice has been given to the District  

specifying such default or breach in reasonable detail and requiring it to be remedied and 

stating that such notice is a "Notice of Default" hereunder; 

(ii) the District, pursuant to or within the meaning of any Bankruptcy 

Law, (A) commences a voluntary case, (B) consents to the entry of an order for relief 

against it in an involuntary case, (C) consents to the appointment of a custodian of it or 

for all or substantially all of its property, or (D) makes a general assignment for the 

benefit of its creditors; 

(iii) a court of competent jurisdiction enters an order or decree under 

any Bankruptcy Law that (A) is for relief against the District in an involuntary case, 

(B) appoints a custodian of the District or for all or substantially all of its property, or 

(C) orders the liquidation of the District; and the order or decree remains unstayed and in 

effect for 90 consecutive days; or 

(iv) the District Healthcare System, in whole or in substantial part, is 

taken by execution or other process of law directed against the District, or is taken upon 

or subject to any attachment by any creditor of the District, if such attachment is not 

discharged within 90 days after being levied. 

10.5 Triggering Events 

The following shall each constitute a triggering event (a "Triggering Event") under this 

Agreement: 

(i) the District Healthcare System operates below budgeted operating 

income levels for three or more consecutive years;  

(ii) the District fails to comply with relevant Internal Revenue Service 

rules related to tax-exempt status of existing or future bonds;  
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(iii) the District fails to receive a favorable determination from the IRS 

in response to its request for a private letter ruling that the District's participation in the 

Strategic Alliance will not adversely affect the tax-exempt status of the District's 

outstanding Bonds; 

(iv) the District is in default or fails to meet of any of its bond 

covenants  and such event of default is not cured within the notice and grace periods 

provided for in the applicable bond documents pursuant to which Bonds were issued; or 

(v) the existence or continuation of the Strategic Alliance established 

through this Agreement is prohibited by applicable laws or is in violation of any court or 

governmental order, decree, judgment or other declaration of relief and such court or 

governmental action is final and binding and is not subject to appeal, by either the 

District, UW Medicine or both of them. 

10.6 Disputes Regarding Events of Default 

If either Party should give written notice of an Event of Default against the other, and the 

recipient of such notice contests the existence of such Event of Default, such recipient may refer 

the matter for resolution pursuant to the dispute resolution provisions of Section 13.11.  During 

the period that such matter is being resolved through such mechanisms, the Party alleging the 

Event of Default may not terminate this Agreement.  Notwithstanding the foregoing, such Party 

may nonetheless seek injunctive or other special relief if, in such Party's judgment, such action is 

necessary to preserve the value of the District Healthcare System from irreversible damages or to 

prevent irreparable harm to either Party, and such action may be taken without the need of 

posting bond or other collateral. 

10.7 Winding-Up Procedures 

The following provisions shall apply to the expiration or termination of this Agreement, 

irrespective of whether such occurs upon the expiration of a stated Term or pursuant to any of 

the termination provisions of this Article X: 

(a) Cooperation.  The Parties agree to cooperate fully with each other to 

achieve an orderly transfer of the management of the District Healthcare System, so that the 

District can effectively and safely operate the District Healthcare System in a manner that 

ensures continuity of patient care and compliance with all applicable laws, regulations, and 

licensing, accreditation, and contractual requirements.  To the extent permitted by contract or 

law, all rights under contracts, permits, licenses, certificates of need, and other intangible assets 

as are necessary to allow the continued operation of the District Healthcare System shall be 

conveyed to and vested in the District; provided, however, in no event will permits, licenses or 

certificates of need be obtained in the name of any party other than the District, unless a 

determination has been made in advance that such permits, licenses and certificates of need can 

be transferred, without undue difficulty or expense, to the District upon the termination of this 

Agreement. 

(b) Transition Plan.  During the period between the date of receipt of any 

written notice to terminate this Agreement and the actual effectiveness of the termination, the 
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Parties shall cooperate to develop a plan, including the steps to be taken to unwind integration 

activities ("Transition Plan") to effectuate the transfer of the operation of the District Healthcare 

System to the District or such other person or persons designated by the District as a successor 

manager of the District Healthcare System.  During the Transition Period, the Board will 

continue to have the oversight functions, and UW Medicine the managerial rights, as set forth in 

this Agreement and will continue to provide such services until the end of the Transition Period.  

If, for whatever reason, there are delays in implementing the Transition Plan, so as to confer total 

control over the District Healthcare System without interruption of patient care, the Parties may 

extend, on a temporary basis, the Term of this Agreement, with the Board to continue its 

oversight of the District Healthcare System as provided for herein, in order to ensure continuity 

of care and patient safety. 

ARTICLE XI 

CLOSING CONDITIONS 

11.1 District Closing Conditions 

Notwithstanding anything herein to the contrary, the obligations of the District to enter 

into this Agreement are subject to the fulfillment, on or prior to the Closing, of the following 

conditions precedent, unless (but only to the extent) waived in writing by the District at the 

Closing: 

(a) UW Representations and Warranties.  The representations and 

warranties of UW contained in this Agreement shall be true and correct when made and as of the 

Closing.  All of the terms, covenants, and conditions of this Agreement to be complied with or 

performed by UW on or before the Closing pursuant to the terms hereof shall have been duly 

complied with and performed. 

(b) Regulatory Approvals.  All regulatory consents and approvals required in 

connection with the execution, delivery, and performance of this Agreement by UW shall have 

been obtained or made by UW when so required, including such evidence as is satisfactory to the 

District that entering into the Strategic Alliance does not violate applicable federal or state 

antitrust laws and rules.  

(c) Consents, Approval and Authorizations.  All consents, approvals and 

authorizations of third parties necessary in connection with the performance of this Agreement 

shall have been obtained. 

(d) Actions and Proceedings.  No action or proceeding before a court or any 

other Governmental Body shall have been instituted or threatened to restrain or prohibit the 

transactions contemplated in this Agreement, and no Governmental Body shall have taken any 

other action or made any request of any Party hereto as a result of which the District reasonably 

and in good faith deems it inadvisable to proceed with the transactions herein. 

(e) Insolvency.  UW shall not (i) be in a receivership or dissolution; (ii) have 

made any assignment for the benefit of creditors; (iii) have admitted in writing its inability to pay 

its debts as they mature; (iv) have been adjudicated a bankrupt; or (v) have filed a petition in 

involuntary bankruptcy, a petition or answer seeking reorganization, or an agreement with 
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creditors under the Federal Bankruptcy Law or any other similar law or statute of the United 

States or any state, nor shall any such petition have been filed against UW. 

(f) Due Diligence.  The District shall have completed its own due diligence 

investigation of UW, the results of which shall have been deemed satisfactory in the discretion of 

the District no later than the Closing. 

(g) Approval of Board of Commissioners.  The District's Board of 

Commissioners has, by resolution duly adopted, approved the District's execution, delivery, and 

performance of this Agreement. 

11.2 Conditions Precedent to Obligations of UW 

Notwithstanding anything herein to the contrary, the obligations of the UW to enter into 

this Agreement are subject to the fulfillment, on or prior to the Closing, of the following 

conditions precedent, unless (but only to the extent) waived in writing by the UW at the Closing: 

(a) The District Representations and Warranties.  The representations and 

warranties of the District contained in this Agreement shall be true and correct when made and as 

of the Closing.  All of the terms, covenants, and conditions of this Agreement to be complied 

with or performed by the District on or before the Closing pursuant to the terms hereof shall have 

been duly complied with and performed. 

(b) Regulatory Approvals.  All regulatory consents and approvals required in 

connection with the execution, delivery, and performance of this Agreement by UW shall have 

been obtained or made by UW when so required, including such evidence as is satisfactory to the 

UW that entering into the Strategic Alliance does not violate applicable federal or state antitrust 

laws and rules. 

(c) Consents, Approval and Authorizations.  All consents, approvals and 

authorizations of third parties necessary in connection with the performance of this Agreement 

shall have been obtained.   

(d) Actions and Proceedings.  No action or proceeding before a court or any 

other Governmental Body shall have been instituted or threatened to restrain or prohibit the 

transactions contemplated in this Agreement, and no Governmental Body shall have taken any 

other action or made any request of any Party hereto as a result of which UW reasonably and in 

good faith deems it inadvisable to proceed with the transactions herein. 

(e) Insolvency.  The District shall not (i) be in a receivership or dissolution; 

(ii) have made any assignment for the benefit of creditors; (iii) have admitted in writing its 

inability to pay its debts as they mature; (iv) have been adjudicated a bankrupt; or (v) have filed a 

petition in involuntary bankruptcy, a petition or answer seeking reorganization, or an agreement 

with creditors under the Federal Bankruptcy Law or any other similar law or statute of the United 

States or any state, nor shall any such petition have been filed against the District. 
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(f) Due Diligence.  UW shall have completed its own due diligence 

investigation of the District, the results of which shall have been deemed satisfactory in the 

discretion of UW no later than the Closing. 

(g) Approval of Board of Regents.  UW's Board of Regents has approved 

the UW's execution, delivery, and performance of this Agreement. 

11.3 Closing; Effective Date 

UW and the District shall each use best efforts to complete requisite due diligence 

investigations and to satisfy, if possible, the conditions precedent to its obligations to close this 

Strategic Alliance so that the Strategic Alliance can be effective as of July 1, 2011, the first day 

of the new fiscal year for UW Medicine and its Component Entities.  The Parties intend to close 

the transaction as soon as possible after the conditions precedent to their obligations has been 

satisfied.  The date on which such conditions have been satisfied or, if applicable, waived by the 

Parties, in accordance with their respective rights under Article XI, is herein referred to as the 

"Effective Date."   

ARTICLE XII 

INDEMNIFICATION 

12.1 District's Duty to Indemnify  

District agrees to defend, indemnify, and hold UW and UW Medicine and their 

respective regents, officers, employees, agents or representatives harmless for any and all losses, 

claims, damages, costs or expenses, including reasonable attorney or consultant fees ("Claims") 

arising from the negligent acts or omissions of District, its employees, agents, or officers in the 

performance of duties imposed by this Agreement.  This indemnification shall not apply to the 

extent that the claim, suit, damage, or liability is caused by the negligent, reckless or 

intentionally tortious acts or omissions of UW, UW Medicine or their respective regents, 

officers, employees, agents or representatives.   

12.2 UW's Duty to Indemnify 

UW agrees to defend, indemnify, and hold the District and its commissioners, officers, 

employees, representatives or agents harmless for any and all Claims arising from the negligent 

acts or omissions of UW, UW Medicine, their regents, officers, employees, agents, or 

representatives acting under this Agreement.  This indemnification shall not apply to the extent 

that the claim, suit, damage, or liability is caused by the negligent, reckless or intentionally 

tortious acts or omissions of the District or its commissioners, officers, employees, 

representatives, or agents.   
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ARTICLE XIII 

MISCELLANEOUS 

13.1 Amendment and Waiver 

This Agreement may be amended only with the prior written consent of the District and 

UW.  The waiver of any right, condition or covenant of this Agreement by either Party shall be 

effective only if and to the extent that the same shall be in writing and signed by such Party.  

Without limiting the foregoing, no express or implied consent to or waiver of any breach or 

default by a Party in the performance of such Party's obligations under this Agreement shall be 

deemed or construed to be a consent to or waiver of any other breach or default in the 

performance by such Party of the same or any other obligations of such Party under this 

Agreement.  Failure on the part of any Party to complain of any act or omission of the other 

Party or to declare any Party in default, irrespective of how long such failure continues, shall not 

constitute a waiver by such non-complaining Party of its rights with respect to the failure of the 

other Party to comply with its obligations under this Agreement.  No course of dealing between 

and among the Parties will be deemed effective to modify, amend or discharge any part of this 

Agreement or any rights or obligations of any Party under or by reason of this Agreement.   

13.2 Notices 

All notices, requests, demands, claims, and other communications hereunder shall be in 

writing and shall be deemed duly given when personally delivered, one business day after being 

sent by reputable overnight courier service (charges prepaid), or when faxed (so long as such 

faxed message is that same day sent by reputable overnight courier (charges prepaid)) to the 

intended recipient as set forth below: 

If to the District: 

Public Hospital District No. 1 of King County 

P.O. Box 50015 

Renton, WA  98058-5015 

Attention:  Superintendent 

with a copy (which shall not constitute notice) to: 

Perkins Coie LLP 

1201 Third Avenue, Suite 4800 

Seattle, WA  98101-3266 

Attention:  George M. Beal 

If to the Board: 

Valley Board  

P.O. Box 50015 

Renton, WA  98058-5015 

Attention:  Valley CEO 
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If to UW: 

CEO, UW Medicine 

Executive Vice President for Medical Affairs 

   and Dean of the School of Medicine, University of Washington 

University of Washington 

1959 N.E. Pacific Street 

Box 356350 

Seattle, WA  98105 

Attention:  CEO, UW Medicine 

with a copy (which shall not constitute notice) to: 

Washington State Attorney General's Office 

4333 Brooklyn Avenue NE, 18
th

 Floor 

Seattle, WA  98195 

Attention:  Division Chief 

or to such other address or to the attention of such other person as the recipient party has 

specified by prior written notice to the sending party. 

13.3 Expenses 

All fees and expenses incurred in connection with this Agreement including, without 

limitation, all legal, accounting, financial advisory, consulting, and all other fees and expenses of 

third Parties involving the negotiation and effectuation of the terms and conditions of this 

Agreement and the transactions contemplated hereby and thereby, shall be the obligation of the 

respective Party incurring such fees and expenses. 

13.4 Binding Agreement; Assignment 

This Agreement and all of the provisions hereof will be binding upon and inure to the 

benefit of the Parties hereto and their respective successors and permitted assigns; provided, 

however, that neither this Agreement nor any of the rights, interests, or obligations hereunder 

may be assigned by either Party without the other Party's prior written consent. 

13.5 Entire Agreement 

This Agreement and along with the exhibits attached hereto, which are incorporated 

herein by this reference, constitutes the entire agreement between the Parties and supersede any 

prior understandings, agreements, or representations by or between the Parties, written or oral, 

which may have related to the subject matter hereof in any way. 

13.6 Severability 

If any provision of this Agreement or the application of such provision, becomes or is 

declared by a court of competent jurisdiction to be illegal, void or unenforceable, the remainder 

of this Agreement shall continue in full force and effect and the application of such provision to 
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other persons or circumstances shall be interpreted so as to effect the intent of the Parties to the 

maximum extent possible.  The Parties further agree to replace such void or unenforceable 

provision of this Agreement with a valid and enforceable provision that shall achieve, to the 

extent possible, the economic, business, and other purposes of such void or unenforceable 

provision. 

13.7 Other Remedies 

Except as otherwise expressly provided for herein, any and all remedies in this 

Agreement expressly conferred upon a Party shall be deemed cumulative with and not exclusive 

of any other remedy conferred by this Agreement, or by law or equity upon such Party, and the 

exercise by a Party of any one remedy shall not preclude the exercise of any other remedy. 

13.8 Governing Law; Jurisdiction. 

This Agreement shall be governed by the laws of the State of Washington without giving 

effect to any choice of law or conflict of law provision (whether of the State of Washington or 

any other jurisdiction) that would cause the application of the laws of any jurisdiction other than 

the State of Washington.  The parties to this Agreement hereby submit to the exclusive 

jurisdiction of the federal and state courts located in Seattle, Washington. 

13.9 No Third Party Beneficiaries 

This Agreement shall not confer any rights or remedies upon any person or entity other 

than the Parties to this Agreement and their respective successors and permitted assigns. 

13.10 Counterparts 

This Agreement may be executed in one or more facsimiles or counterparts, all of which 

shall be considered one and the same agreement and shall become effective when one or more 

counterparts or facsimiles have been signed by each of the Parties and delivered to the other 

Party, it being understood that all Parties need not sign the same counterpart. 

13.11 Dispute Resolution 

(a) Mediation.  Except as otherwise provided in this Agreement, in the event 

the Parties are unable to resolve a dispute relating to the terms of this Agreement through good 

faith efforts, either of the Parties may, at any time, submit such dispute to mediation before a 

mutually agreed upon mediator and follow the procedures directed by the mediator.   

(b) Arbitration.  Either Party may, at any time, request in writing that a 

dispute under this Agreement be submitted for resolution through binding arbitration if any 

mediation commenced by the Parties pursuant to Section 13.11(a) fails to resolve the dispute.  

Furthermore, the Parties are not required to proceed first with mediation; however, if one Party 

requests arbitration under this paragraph, the other may, within 10 days of the receipt of the 

written demand for arbitration, respond by demanding that the dispute be first mediated, in which 

event the arbitration request will be suspended until the parties have first attempted to resolve the 

dispute through mediation.  Any arbitration initiated under this paragraph shall take place in 
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Seattle, Washington with an arbitrator agreed upon by the Parties.  In the event that an arbitrator 

cannot be agreed upon with 10 business days, the arbitrator shall be designated by Judicial 

Dispute Resolution, LLC ("JDR") or if JDR does not then exist, by a successor organization to 

be agreed upon by the Parties.  The JDR Rules shall be binding as to procedure, and fees and 

expenses of arbitration shall be borne equally by the parties.  The arbitrator's decision will be 

considered to be a final and binding decision by the Parties.  The Parties expressly agree to be 

bound by and to comply with a decision so long as the decision is in compliance with state and 

federal law.  

(c) Appeal Related to Compliance with Law.  If either Party asserts that it is 

not bound to comply with a decision because the decision is not compliant with state or federal 

law (a "Legality Issue"), the Party seeking enforcement of the decision may initiate an appeal of 

the Legality Issue by giving written notice of appeal to the other Party.  Each Party will select 

one arbitrator and the two arbitrators will select a third arbitrator within 10 business days after 

written notice of appeal.  The panel of three arbitrators will determine whether the decision is in 

compliance with state and federal law.  If the decision is found to be in compliance, the Parties 

expressly agree to be bound by and to comply with the decision.  If the decision is found not to 

be in compliance with state and federal law, any Party may initiate a new arbitration proceeding 

according to the procedures described in section 13.12(b) above, except that the Parties will 

select a different arbitrator.  The fees and expenses of appeal shall be borne equally by the 

Parties.   

(d) Qualifications.  Any arbitrator selected must be an individual with the 

education, background, experience and expertise germane to the dispute being submitted to the 

arbitrator for resolution.  Any arbitrator must not have a conflict of interest with any Party to this 

Agreement.  

(e) Confidentiality and Attorneys' Fees.  All facts and other information 

relating to any arbitration arising under this Agreement shall be kept confidential to the fullest 

extent permitted by law.  Each Party shall pay its own attorneys' fees and expenses..   

13.12 No Strict Construction 

The language used in this Agreement will be deemed to be the language jointly chosen by 

the Parties hereto to express their mutual intent, and no rule of strict construction will be applied 

against any Person. 

13.13 Survival 

The provisions of Section 6.2 Confidential Information and Article XII.  Indemnification 

shall survive the termination of this Agreement. 

 

[Signature page to follow] 
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IN WITNESS WHEREOF, UW and the District have executed this Agreement as of the 

date set forth above. 

 

Public Hospital District No. 1 of King 

County, a municipal corporation 

 

 

By:   

 Richard Roodman, Superintendent 

 

UW Medicine, on behalf of UW 

 

 

By:   

 Paul G. Ramsey, MD 

 CEO, UW Medicine 

 Executive Vice President  

 for Medical Affairs, 

 Dean, School of Medicine, 

 University of Washington 
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EXHIBIT 1.1 

 

DEFINITIONS 

As used in this Agreement, the Exhibits and Schedules, if any, the following capitalized 

terms have the meanings set forth below unless the context clearly indicates otherwise.  For 

purposes of this Agreement, terms not defined in this Agreement shall be defined as provided in 

the Act, and all nouns, pronouns, and verbs used in this Agreement shall be construed as 

masculine, feminine, neuter, singular, or plural, whichever shall be applicable. 

"Agreement" means this Strategic Alliance Agreement as defined in the preamble to this 

Agreement, as amended or restated from time to time, in accordance with the terms of this 

Agreement and applicable law. 

"Annual Budgets" means, with respect to the District Healthcare System, the annual 

operating and capital budgets prepared by the Valley CEO for approval by the Board. 

"At Cost" is defined in Section 6.4(a). 

"Bankruptcy Law" means Title 11 of the U.S. Code, or any similar federal or State law 

for the relief of debtors. 

"Board" means the Board of Trustees constituted under Article III for the purpose of 

governing the business and affairs of the District Healthcare System. 

"Board Bylaws" means the Board Bylaws attached to this Agreement as Exhibit 3.13. 

"Board of Commissioners" means the Board of Commissioners elected to govern the 

operation of the District pursuant to the applicable provisions of the PHD Act. 

"Board Compensation Committee" is defined in Section 3.8(a). 

"Bond" means, with respect to the District, any bond, note or other evidence of 

Indebtedness, including, without limitation, (i) special fund revenue bonds, revenue warrants, or 

other revenue obligations within the meaning of RCW 70.44.060(5)(a), (ii) general obligation 

bonds within the meaning of RCW 70.44.060(5)(b), (iii) interest-bearing warrants within the 

meaning of RCW 70.44.060(5)(c), and (iv) executory conditional sales contracts within the 

meaning of RCW 70.44.260. 

"Business Integration Activity" is defined in Section 6.4(a). 

"Cause" means, with respect to any of the Commissioner Trustees, (a) the conviction, 

admission by consent of guilt, or plea of nolo contendere to fraud, embezzlement, or a similar 

felony involving misappropriation of funds in connection with the business of either the District 

Healthcare System or the District; (b) any willful or grossly negligent, material breach by such 

Commissioner Trustee of any of the Commissioner Trustee's material obligations or duties as a 

Trustee under this Agreement, in a manner that materially and adversely affects the District 
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Healthcare System and that is not substantially cured within 60 days (or in the process of being 

cured within 60 days and is substantially cured within 120 days) after receipt by such Trustee of 

written notice with respect thereto from the Board; or (c) failure to comply with the UW 

Medicine's  Policy on Professional Conduct; or (d) violation of the state ethics in public services 

act. 

"Claims" is defined in Section 12.1. 

"Clinical Integration Activity" is defined in Section 6.4(a). 

"Code" means the Internal Revenue Code of 1986, as now in existence or hereafter 

amended (including any successor federal income tax legislation) from time to time.  Any 

reference to any specific provision or the Regulations thereunder shall be deemed to refer also to 

any successor provisions thereto. 

"Commissioner" means any person who, at the time of reference, has been duly elected 

to serve as a Commissioner of the District. 

"Commissioner Trustee" is defined in Section 3.2(a). 

"Component Entity" means, with respect to UW Medicine, (i) each of the component 

organizations identified in Recital B (excluding CUMG and SCCA); (ii) the District Healthcare 

System; and (iii) each entity providing healthcare services to the public, or services ancillary 

thereto, that may be Controlled by UW subsequent to the date of this Agreement.  

"Confidential Information" means, with respect to either UW Medicine or the District, 

confidential and proprietary information relating to its financial and business plans, financial 

performance, dealings with Third Parties, and other information treated as valuable trade secrets 

or confidential, including but not limited to information concerning the entity's operations, 

pricing, financing, technology, marketing strategies, employment and compensation 

arrangements, facility designs, and agreements to which such entity is a party.  The term 

"Confidential Information" also includes information of Third Parties, which such Third Parties 

have contractually obligated such entity to maintain confidentiality, subject to limited disclosure 

rights.  "Confidential Information" does not include any information which (i) at the time of 

disclosure or thereafter is generally available to and known by the public (other than as a result 

of a disclosure in violation of this Agreement), (ii) was available on a non-confidential basis 

from a source other than the source providing such information, which source is not and was not 

bound by a confidentiality agreement with the disclosing entity, or (iii) has been independently 

acquired or developed by either Party without violating any of the obligations of this Agreement.  

Notwithstanding the foregoing, if information regarding either UW Medicine or the District 

becomes public by virtue of a public records request, such information, after such disclosure, is 

not considered to be Confidential Information, even if it otherwise falls within the scope of the 

term as defined herein. 

"Control" (including the terms "Controlling," "Controlled by" and "under Common 

Control with") means, with respect to any Person, the possession, directly or indirectly, of the 

power to direct the policies and management of such Person, whether through ownership of 

voting securities, by contract or otherwise. 

F–13.1/206-11 
6/9/11



 

Exhibit 1.1 -3- 
 

"CPI Index" means the Consumer Price Index for All Urban Consumers, All Items (base 

year 1982-1984 = 100) published by the United States Department of Labor, Bureau of Labor 

Statistics, All City Average.  If the Bureau of Labor Statistics substantially revises the manner in 

which the CPI is determined, an adjustment shall be made in the revised index which would 

produce results equivalent, as nearly as possible, to those which would be obtained hereunder if 

the CPI were not so revised.  If the CPI becomes unavailable to the public because publication is 

discontinued, or otherwise, the Parties shall substitute therefor a reasonably comparable index 

based upon changes in the cost of living or purchasing power of the consumer dollar published 

by a governmental agency, major bank, other financial institution, university or recognized 

financial publisher. 

"District" means Public Hospital District No. 1 of King County, a Washington public 

hospital district, d/b/a Valley Medical Center. 

"District Assets" means, as of the date in question, property, rights, contracts, including 

but not limited to real property, personal property, intellectual property, contractual rights, of the 

District, whether such assets are wholly-owned, jointly held, licensed and/or leased. 

"District Event of Default" is defined in Section 10.4. 

"District Healthcare Practitioners" is defined in Section 4.11(a). 

"District Healthcare System" includes all of the healthcare facilities and services 

rendered by the District (as currently in place), together with all other healthcare facilities and 

services, wherever located, hereafter acquired by the District or any other municipal corporation, 

political subdivision or tax-exempt charitable organization, the primary function of which is to 

operate healthcare facilities or provide healthcare services  on behalf of the District; 

notwithstanding the foregoing, and for purposes of clarity, the separate operations of the 

Component Entities of UW Medicine do not come within the meaning of the term "District 

Healthcare System." 

"District Physicians" means those physicians having medical staff privileges at Valley 

Medical Center, whether such physicians are employed by the District or work independently or 

by contract with the District. 

"District Revenues" means, with respect to the District, all revenues, income, gains, 

interests, earnings, loan proceeds, Bond proceeds, tax receipts or other available sources of 

funds, however characterized, received by the District, including District Revenues attributable 

to the ownership and management of the District Healthcare System pursuant to the terms of this 

Agreement. 

"District Service Area" means the geographic area delineated on Exhibit 3.2(b), which 

area is not identical to the geographic boundaries of the District. 

"Effective Date" means the date on which the Term of this Agreement commences as 

stipulated in Section 11.3. 
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"Encumbrance" means, with respect to the District Healthcare System, the granting of 

any Lien on, pledge, mortgage, hypothecation, or other similar transaction granting to any third 

party a Lien against any of the District Assets. 

"Event of Default" means either a District Event of Default or UW Event of Default. 

"GASB" means generally accepted accounting principles applied on a consistent basis in 

effect on the date thereof as set forth in the opinions and pronouncements of the Governmental 

Accounting Standards Board.  The Governmental Accounting Standards Board ("GASB") is the 

independent organization that establishes and improves standards of accounting and financial 

reporting for U.S. state and local governments.  Established in 1984 by agreement of the 

Financial Accounting Foundation ("FAF") and 10 national associations of state and local 

government officials, the GASB is recognized by governments, the accounting industry, and the 

capital markets as the official source of generally accepted accounting principles ("GAAP") for 

state and local governments. 

"Governmental Body" means any government or political subdivision or department 

thereof, any governmental or regulatory body, commission, board, bureau, agency, or 

instrumentality, or any court or arbitrator or alternative dispute resolution body, in each case 

whether federal, state, local, or foreign. 

"Healthcare Facility" means any hospital, surgery center, rehabilitation facility, skilled 

care facility, nursing home, assisted living facility, primary care clinic, urgent care clinic, 

medical and surgical specialty clinics, physical therapy facility, pharmacy, or other physical 

location, however designated, staffed by physicians, nurses and/or other licensed medical 

professionals, for the purpose of providing healthcare, rehabilitative or other health related 

services to the public.  

"Healthcare Services" means, for purposes of the Strategic Alliance, the delivery of 

healthcare services through Healthcare Facilities located within the District Service Area. 

"Hospital" means the District's full-service hospital on its 44-acre campus located in 

Renton, Washington, together with any other similar facility that may be established by the 

District during the Term. 

"Indebtedness" means any indebtedness for borrowed money and all guarantees of such 

indebtedness. 

"IRS" means the Internal Revenue Service. 

"Liability" or "Liabilities" means all debts, claims, liabilities, obligations, interests, 

damages, and expenses of every kind and nature, whether known or unknown, liquidated or 

unliquidated, direct or indirect, absolute, accrued, contingent, or otherwise, regardless of when 

such debt, claim, liability, obligation, interest, damage, or expense arose or might arise. 

"Lien" means any mortgage, pledge, lien, security interest, claim, voting agreement 

(including any conditional sale agreement, title retention agreement, restriction, or option having 
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substantially the same economic effect as the foregoing), or encumbrance of any kind, character, 

or description whatsoever. 

"Material Assets" means, with respect to the District, and as of the date of the 

determination, (i) any District Asset having a fair market value, as reasonably estimated by the 

Valley CEO, equal to or greater than 5% of the District's total assets, as reflected in the District's 

most recent annual financial statements; (ii) any portion of the District's existing primary campus 

located in Renton, Washington; or (iii) any of the District's existing clinics. 

"OIOC" is defined in Section 6.4(h). 

"Parties" means UW and the District. 

"Person" means any natural person, partnership (whether general or limited), trust, estate, 

association, corporation, custodian, nominee, or any other individual or entity in its own or any 

representative capacity, in each case, whether domestic or foreign, a limited liability company, or 

any other legal entity. 

"PHD Act" means Chapter 70.44 RCW. 

"Regular Property Tax" means the ad valorem tax provided by law without a vote of the 

electors of the District upon all property within the District subject to taxation. 

"Regulations" means the Income Tax and Administrative Procedure Regulations 

promulgated under the Code, as amended from time to time. 

"Replacement Commissioner Trustee" is defined in Section 3.5(b). 

"Senior Executive Team" means such executive officers with oversight responsibilities 

for the primary business activities of the District Healthcare System (including but not limited to 

finance, operations, human resources, facilities, information systems, legal), with such titles and 

having such delegated powers and responsibilities, as may be established by the Valley CEO 

from time to time. Such executive positions shall consist of vice president level employees or 

such other assistants thereto as the Valley CEO classifies as senior executive level personnel. 

"Shared Support Services" is defined in Section 6.4(a). 

"State" means the State of Washington. 

"Strategic Alliance" means the strategic alliance between UW and the District created by 

this Agreement providing, among other things, for the administration and operation of the 

District Healthcare System and protocols for establishing Business Integration Activities, Shared 

Support Services, and Clinical Integration Activities, as well as those related to the pursuit of 

new Clinical growth and expansion within the District Service Area as authorized under 

Section 6.6. 

"UW Medicine Strategic Plan" means the strategic plan adopted by UW Medicine from 

time to time to coordinate its business and affairs. 
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"Subsidy Bond" means, with respect to the District, any Bond issued as a "build America 

bond" under Section 54AA of the Code, or under any other provisions of the Code or other 

federal law that creates, in the determination of the District, a substantially similar direct-pay 

subsidy program. 

"Tax-Exempt Bond" means, with respect to the District, any Bond the interest on which 

is excludable from gross income for federal income tax purposes under the Code. 

"Term" is defined in Section 10.1. 

"Transfer" means, with respect to the District Healthcare System, the conveyance, sale, 

exchange, lease, assignment, or other transfer or disposition, however characterized, of any of 

the District Assets; provided, however, that leases executed in the ordinary course of business do 

not constitute Transfers for purposes of this Agreement. 

"Transition Plan" is defined in Section 10.7(b). 

"Triggering Event" is defined in Section 10.5. 

"Trustees" is defined in Section 3.2. 

"Union" means, with respect to the District Healthcare System, UFCW Local 21, SEIU 

1199 NW, OPEIU Local 8, IUOE Local 286, and/or any other union representing employees 

working within the District Healthcare System, at any time prior to or during the Term.  

"UW" means the University of Washington, an agency in the State of Washington.   

"UW Assets" means, as of the date in question, property, rights, contracts, including but 

not limited to real property, personal property, intellectual property, contractual rights, of UW, 

whether such assets are wholly-owned, jointly held, licensed and/or leased. 

"UW Event of Default" is defined in Section 10.3. 

"UW Medicine" is defined in Recital B. 

"UW Medicine Board" means the board established by UW to provide guidance and 

advice to the Board of Regents, the President, and the CEO/EVPMA/Dean regarding the 

operation and governance of UW Medicine.   
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EXHIBIT 3.2(b) 

 

DELINEATION OF BOUNDARIES FOR DISTRICT AND DISTRICT SERVICE AREA 

 

The tan area represents the boundaries of the District Service Area, while the boundaries of the District 

are delineated by the red lines. 
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EXHIBIT 3.10(c) 

 

ALLOCATION OF STATUTORY OBLIGATIONS OF DISTRICT
1
 

   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

1.  Adopting rules (bylaws) governing the 
BOC's transaction of business. 

70.44.050 X   

2.  Appointing, removing or fixing the 
compensation of the District 
superintendent. 

70.44.070(1)  X   

3.  Establishing the time to hold regular 
meetings of the District's commissioners. 

42.30.070 X   

4.  Designating the District treasurer by 
resolution; if the treasurer is appointed by 
resolution, fixing the amount, terms and 
conditions of a bond to protect the District 
against loss. 

70.44.171  X
6
  

5.  If the treasurer is appointed by resolution, 
designating the bank(s) in the state into 
which District funds are to be deposited. 

70.44.171  X
6
  

6.  Approving the amount and type of surety 
bond or securities (in lieu of a surety 
bond) to be filed or deposited by the bank 
with the District treasurer and directing 
the District treasurer to deposit moneys 
into special funds of the District.

 

70.44.171  X
6
  

7.  Designating an officer of the District to 
sign warrants or checks. 

42.24.180  X
6
  

                                                 
1
 The Column entitled "Action" of Exhibit 3.10(c) itemizes the various statutory obligations of the District, and the 

columns to the right show whether such obligations are to be discharged by action taken by the District's Board of 

Commissioners, by the Strategic Alliance's Board, or whether such duties are to be shared, in some manner, between 

those governing bodies.  It does not, nor is it intended to, illustrate the various powers of the Strategic Alliance's 

Board that it may exercise separately and that are not directly tied to statutory obligations imposed upon the District. 
2
 "BOC" means the District Board of Commissioners. 

3
 All of the powers and obligations referenced in this column are those to be performed by the BOC and that have 

not been delegated to the Board for performance under the Strategic Alliance Agreement. 
4
 The obligations referenced in this column relate to the duties currently being performed by the District but that 

have, pursuant to the Strategic Alliance Agreement, been delegated to the Board for performance. 
5
 Historically, the BOC has arranged for the duties in this column to be performed through the District's employees 

under the supervision of the Superintendent.  Because such employees will continue to provide such services for and 

on behalf of the District Healthcare System, such employees will continue to discharge such duties, in the manner 

currently provided, unless and until the Board determines, in its judgment, that the duties should be discharged in 

some other manner. 
6
 The parties intend, at least initially, that the Board will follow the resolutions adopted by the BOC with regard to 

this obligation. 
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   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

8.  Authorize the issuance of warrants or 
checks in payment of claims before the 
District has acted to approve the claims; 
provided that the District provides for its 
review and approval at the next regularly 
scheduled public meeting. 

42.24.180  X  

9.  Calling for a general or special election to 
increase the number of commissioners to 
five or seven. 

70.44.053 X   

10.  Canceling the District's registered or 
interest-bearing warrants not presented 
within one year of the date of call or other 
warrants not presented within one year of 
issue. 

39.56.040  X  

11.  Authorizing the filing of a bankruptcy 
petition under Chapter 9 of the federal 
Bankruptcy Act. 

39.64.050 X   

12.  Adopting an accounting plan and payroll 
procedures to meet federal requirements 
for excluding payments made on account 
of sickness from the meaning of "wages" 
under federal old age and survivor's 
insurance. 

41.48.160  X  

13.  Redistricting the District into five or seven 
commissioner districts. 

70.44.054 X   

14.  Abolishing commissioner districts and 
permitting candidates for the board to 
reside anywhere in the District; calling for 
a general or special election to 
reestablish commissioner districts. 

70.44.042 X   

15.  Setting the amounts to be paid District 
officers or employees:  (1) as 
reimbursement for the use of personal 
automobiles or other transportation 
equipment in connection with officially 
assigned duties; or (2) in lieu of actual 
expenses incurred for lodging, meals or 
other purposes.   

42.24.090  X
6
  

16.  Allowing reasonable advance payments 
of travel expenses for District officials and 
employees. 

42.24.120  X
6
  

17.  Establishing a revolving fund to be used 
solely for advance payment of travel 
expenses for District officials and 
employees. 

42.24.130  X
6
  

18.  Providing reimbursement to volunteers:  
(1) at a nominal rate for normally incurred 
expenses in lieu of compensation; or (2) 
at a nominal amount of compensation per 
unit of voluntary service.  

49.46.065  X
6
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   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

19.  Creating (a) a procedure to determine 
whether the District should pay for the 
defense costs of a suit against a District 
officer, employee or volunteer if this 
person's acts or omissions were found to 
be within (or in good faith purported to be 
within) the scope of his or her official 
duties and (b) a procedure to approve 
District payment for any monetary 
judgment against a District officer, 
employee or volunteer who was within (or 
in good faith purported to be within) the 
scope of his or her official duties.   

4.96.041(2) X
7
 X

8
  

20.  Creating a procedure through which the 
District agrees to pay an award for 
punitive damages imposed on a District 
officer, employee or volunteer who has 
been represented at the expense of the 
District under the provisions of RCW 
4.96.041(1). 

4.96.041(4) X
7
 X

8
  

21.  Specifying the reasons why and the 
extent to which compiling a current index 
of certain public records would be "unduly 
burdensome" or "interfere with agency 
operations." 

42.56.070(4)   X
9
 

22.  Adopting the District's annual budget and 
fixing the final amount of expenditures for 
the coming year and  

70.44.060(6)  X  

23.  Annually, on or before November 15, hold 
a public hearing on the proposed budget 
and adopt the budget as finally 
determined and fix the final amount of 
expenditures for the ensuing year. 

70.44.060(6) X   

24.  Levy regular property tax annually. 70.44.060(6) X   

25.  Providing for an increase in regular 
property tax revenue. 

84.55.120 X   

26.  Imposing an emergency medical services 
levy. 

84.52.069(3) X   

                                                 
7
 The BOC retains the power to determine these matters as it relates to actions taken by the Board of 

Commissioners, and persons who are acting in their capacity as employees of the District as distinguished from 

those serving as employees of the District Healthcare System. 
8
 The Board has the power to take such actions as it relates to officers, employees or volunteers providing services 

for and on behalf of the District Healthcare System. 
9
 The BOC and the Board each possesses this authority as it relates to public records maintained separately by such 

body for the conduct of its business. 
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   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

27.  Providing for the issuance of general 
obligation bonds to acquire, construct or 
improve a hospital or other health care 
facilities. 

RCW 70.44. 060(5) authorizes a district to 
incur debt.  RCW 70.44.060(5)(b) 
authorizes a district to pay off debt 
through the issuance of general obligation 
bonds. If the debt will cause the District to 
exceed the limits set out in RCW 
39.36.020(2)(a)(i), the BOC must pass a 
resolution calling for an election to obtain 
voter approval. 

70.44.060(5) X
10

   

28.  Providing for the issuance of revenue 
bonds to purchase, lease, condemn, or 
otherwise acquire, construct, develop, 
improve, extend, or operate any land, 
building, facility, or utility. 

35.41.030 X
10

   

29.  Providing for the use of a regular property 
tax limit factor of 101% or less. 

84.55.0101 X   

30.  Providing for the issuance of refunding 
bonds without an election (1) in order to 
pay or discharge all or any part of an 
outstanding series or issue of bonds, 
including any redemption premiums or 
interest thereon, in arrears or about to 
become due, and for which sufficient 
funds are not available, (2) when 
necessary or in the best interest of the 
public body to modify debt service or 
reserve requirements, sources of 
payment, covenants, or other terms of the 
bonds to be refunded, or (3) in order to 
effect a saving to the public body. 

39.53.020 X
10

   

31.  Financing public improvements using 
community revitalization financing. 

39.89.030(1) X
10

   

32.  Allowing the exchange of fixed rate debt 
for variable rate debt ("a swap 
agreement). 

39.96.030(2)(a) X
10

   

                                                 
10

 The BOC retains this power but, at the same time, has made certain contractual commitments to the UW to 

exercise such power in order to permit the District Healthcare System to be operated as provided for in the Strategic 

Alliance Agreement.  Such commitments are set forth in Sections 4.11, 4.18 and 9.1 of the Strategic Alliance 

Agreement. 
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   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

33.  When issuing bonds as physical 
instruments, the bonds shall be printed, 
engraved, lithographed, typed, or 
reproduced and the manual or facsimile 
signatures of both a designated officer 
and chairperson of the BOC or chief 
executive shall be included on each bond. 

39.46.060 X   

34.  Call a special election for the purpose of 
submitting to the qualified voters of the 
District a proposition or propositions to 
levy taxes in excess of its regular property 
taxes. 

70.44.060(6) X   

35.  For the purpose of levying District taxes, 
budgets or estimates of the amounts to 
be raised by taxation on the assessed 
valuation of the property in the city or 
district, through their chair and clerk, or 
secretary, make and file such certified 
budget or estimates with the clerk of the 
county legislative authority on or before 
the thirtieth day of November. 

84.52.020 X   

36.  Approval of pension plan or 403(b) or 457 
plan amendments. 

N/A  X  

37.  Calling for a special election.  29A.04.330(2) X   

38.  Supporting or opposing a ballot measure. 42.17.130(1)   X
11

 

39.  Supporting or opposing an initiative to the 
Legislature. 

42.17.190(4)(a)   X
11

 

40.  Petitioning the Public Disclosure 
Commission to make the reporting 
provisions of RCW Chapter 42.17 
(relating to campaign financing and 
financial activities of elected public 
officials and agencies) applicable to a 
district, its commissioners, and 
candidates for commissioner when the 
district has less than 1,000 registered 
voters as of the date of the most recent 
general election in the district. 

42.17.405(3) X   

41.  Exercising the right of eminent domain. 70.44.060(2)  X   

42.  Acquiring a hospital or other health care 
facility; constructing a hospital or other 
health care facility; making additions, 
improvements or extensions to a hospital 
or other health care facility. 

70.44.110   X
12

 

                                                 
11

 Each of the BOC and the Board possess this authority. 
12

 The BOC and the Board each have certain powers with respect to taking of the actions enumerated in these items.  

See Sections 4.19, 5.2(f) and 7.1(a) of the Strategic Alliance Agreement. 
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   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

43.  Providing for the execution of executory 
conditional sales contracts. If the 
proposed contract will cause the District 
to exceed the limits set out in RCW 
39.36.020, the BOC must pass a 
resolution calling for an election to obtain 
voter approval. 

70.44.260 X   

44.  Selling and conveying real property of the 
District at a public or private sale. 

70.44.300(1)   X
12

 

45.  Leasing or renting real property of the 
District.  

70.44.310   X
12

 

46.  Selling or otherwise disposing of surplus 
personal property of the District. 

70.44.320   X
12

 

47.  Designating a District office holder or 
employee to enter bids on the District's 
behalf for the purchase of federal 
equipment, supplies, materials, or other 
property (real or personal). Authorizing 
this designated person to make any down 
payment or payment in full that is required 
in connection with this bidding. 

39.32.070  X  

48.  Entering into performance-based 
contracts for energy equipment and 
supplies under RCW Chapter 39.35A. 

39.35A.040  X  

49.  Waiving competitive bidding requirements 
when awarding contracts for public works 
and contracts for purchases. 

39.04.280(2)(a)  X  

50.  Implementing the use of the small works 
roster. 

39.04.155(2)(b)   X  

51.  Annexing contiguous territory into a 
district after the board has received a 
petition for annexation. 

70.44.200(4) X   

52.  Initiating annexation by calling for an 
election for the annexation of adjacent 
territory into a district. 

70.44.210 X   

53.  Moving ahead with annexation by calling 
for a special election (after the public 
hearing under RCW 70.44.210), 

70.44.220 X   

54.  Withdrawing an area from the District; 
reannexing a previously withdrawn area 
back into the District.  

70.44.235(2) 
and (3) 

X
13

   

55.  Initiating the process for withdrawing 
territory from the District under the 
provisions of RCW Chapter 57.28. 

57.28.035 X
13

   

                                                 
13

 The BOC retains its power over the annexation issues, but the exercise thereof is subject to the restrictions in 

Section 7.2(a)(vi) of the Strategic Alliance Agreement. 
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   Power / Obligation 

 Action RCW 

Retained 

by BOC
2,3

 

Delegated 

to Board
4,5

 
Jointly 
Shared 

56.  Moving ahead with withdrawing territory 
from the District by adopting findings of 
fact (after the public hearing required by 
RCW 57.28.050). 

57.28.050 X
13

   

57.  Submitting approval of the consolidation 
of two or more contiguous districts to the 
voters in a general or special election. 

35.10.410 X   

58.  Dividing an existing district into two new 
districts. 

70.44.350   X 

59.  Entering into an interlocal agreement with 
local and state governmental bodies in 
Washington State, local and state 
governmental bodies in other states, 
federal governmental bodies, and Indian 
tribes recognized by the federal 
government. 

39.34.030(2)   X 

60.  Delegating a labor matter to any civil 
service commission or personnel board 
similar in scope, structure and authority to 
the Washington Personnel Resources 
Board created under RCW Chapter 
41.06. 

41.56.100  X  

 

F–13.1/206-11 
6/9/11



 

Exhibit 3.13 -1- 
 
 

EXHIBIT 3.13 

 

BOARD BYLAWS 

 

 

F–13.1/206-11 
6/9/11



 - 1 -  

BYLAWS 

OF THE 

DISTRICT HEALTHCARE SYSTEM BOARD 

(hereinafter "Valley Board")  

These Bylaws constitute a part of that certain Strategic Alliance Agreement, dated July 1, 

2011, (the "Strategic Alliance Agreement") by and between the University of Washington, an 

agency of the State of Washington, acting through one of its component organizations, UW 

Medicine ("UW Medicine"), and Public Hospital No. 1 of King County, a Washington public 

hospital district (the "District") regarding the governance and operation of the District's 

healthcare system (the "District Healthcare System").  Capitalized terms not separately defined 

in these Bylaws have the meaning assigned to such terms in the Strategic Alliance Agreement. 

ARTICLE I 

BOARD 

Section 1.1 Authority 

(a) Pursuant to the terms of the Strategic Alliance Agreement, the District 

Healthcare System shall be governed by a Board of Trustees (hereinafter the "Valley Board" or 

"Board"), provided that the Board may not act or fail to act in any manner that is contrary to the 

Strategic Alliance Agreement. All actions taken by the Board shall be for, on behalf of, and in 

the name of the District.   

(b) Without limiting the generality of the foregoing, the Board shall have the 

power and authority to take the following actions on behalf of the District Healthcare System to 

provide for high quality and safe patient care: 

(i) determine the objectives and policies pertinent to the delivery of 

safe, high-quality, efficient patient care services of the District Healthcare System 

consistent with the UW Medicine Strategic Plan; 

(ii) approve and adopt policies pertaining to the admission of patients 

to the in-patient, out-patient, short stay, and emergency services of the District Healthcare 

System; 

(iii) assure that the medical staff and hospital/clinic administration 

maintain mechanisms for continued assessment of the quality and safety of patient care 

and ongoing performance improvement and provide reports to the Board; 

(iv) approve the appointment and delineation of clinical privileges for 

members of the medical staff under applicable provisions of approved medical staff 

bylaws, policies and procedures; 

(v) approve the credentialing of allied health practitioners; 
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(vi) approve bylaws, policies and procedures of the District Healthcare 

System's medical and dental staffs; 

(vii) provide oversight regarding the effective use of Healthcare System 

resources; 

(viii) review and approve the Annual Budgets; 

(ix) review and approve the annual goals established for the District 

Healthcare System to be used for directing performance and awarding incentive 

compensation to certain of the District's employees; 

(x) review and monitor reports on the District Healthcare System's 

operating income and expenditures, utilization of services, and patient statistics; 

(xi) assist in securing additional sources of income to maintain the 

District Healthcare System as a leading provider of healthcare services to the public; 

(xii) incur Indebtedness with respect to the District Healthcare System 

as permitted by Section 4.17 of the Strategic Alliance Agreement; 

(xiii) review recommendations for the development, acquisition, 

management and operation of Healthcare Facilities within the District Service Area, 

consistent with the UW Medicine Strategic Plan, to meet the needs of the community 

served; 

(xiv) approve the selection and termination of the Valley CEO and 

evaluate the performance of the Valley CEO annually in conjunction with the UW 

Medicine CEO; and 

(xv) approve the selection of an external auditor, subject to the approval 

of the UW Medicine CEO. 

(c) The Board shall operate the District Healthcare System in material 

compliance with the licensing laws, rules, and regulations of the State and Medicare and 

Medicaid laws, rules, and regulations, as well as in compliance with all applicable federal and 

State environmental laws, rules, and regulations.  The Board shall not cause or permit the District 

Healthcare System to be used in any way that violates any law, ordinance, or governmental 

regulation or order.  The Board shall be responsible for complying with all laws applicable to the 

District Healthcare System, as in effect on the date hereof or as may be subsequently enacted.  If 

the enactment or enforcement of any law, ordinance, regulation, or code during the Term 

requires any changes to the operation of the District Healthcare System during the Term, the 

Board shall take such necessary actions in order to effectuate such changes, at the expense of the 

District. 

(d) The Board may, in carrying out its responsibilities, seek counsel, 

guidance, advice, and other appropriate services, from healthcare professionals, management 
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specialists, and others with professional expertise.  Any such expenses shall be included within 

the Annual Budget of the District Healthcare System. 

Section 1.2 Board Composition 

The District Healthcare System shall be governed by a multi-member Board, whose 

members (collectively the "Trustees") will be comprised of: 

(a) the five Commissioners serving on the District's Board of Commissioners, 

subject to the qualifications provided in Section 1.4(a) (collectively, the "Commissioner 

Trustees");  

(b) five individuals residing within the District Service Area (Exhibit 1.2(b) 

shows the boundaries of the District and the District Service Area), at least three of whom must 

also reside within the boundaries of the District, identified through the nominating procedures 

described in Section 3.4 of the Strategic Alliance Agreement, and appointed by the UW 

Medicine CEO in consultation with the UW Medicine Board (collectively, the "Community 

Trustees"); and 

(c) two individuals identified and appointed by the UW Medicine CEO in 

consultation with the UW Medicine Board, who currently serve on, or were formerly members 

of, one of the boards of a Component Entity of UW Medicine or of the UW Medicine Board, and 

the UW Medicine CEO or an individual designated by the UW Medicine CEO as his or her 

representative to the Board (collectively, the "UW Medicine Designated Trustees"). 

Section 1.3 Appointment of Community Trustees 

(a) In order to select the initial slate of Community Trustees, within 30 days 

of the Effective Date, the mayors of the cities within or partially within the District will be asked 

to submit nominations for open positions to the UW Medicine CEO.  In addition, within 30 days 

of the Effective Date, any person residing within the District Service Area may nominate himself 

or herself or another person residing within the District Service Area for open positions to the 

UW Medicine CEO.  The UW Medicine CEO, in consultation with the UW Medicine Board, 

will have up to six months after the Effective Date to appoint the Community Trustees from the 

initial slate of Community Trustees; it is, however, the expectation that substantially all of such 

appointments will be made within 90 days after the Effective Date. 

(b) After appointment of the initial Community Trustees, nominations for 

open positions for Community Trustees may be provided by existing members of the Board 

(including outgoing Trustees), past and former members of a board of a component of UW 

Medicine, and other persons within the District Service Area with whom UW Medicine may 

consult.  Nominations for these open positions must be submitted to UW Medicine (i) no later 

than six months before a position for a Community Trustee becomes available due to the normal 

expiration of the terms of office, or (ii) within 60 days after a vacancy in a Board position held 

by a Community Trustee or a UW Medicine Designated Trustee, and whether such vacancy is 

due to death, removal or another cause.  If UW Medicine (acting through the UW Medicine CEO 

in consultation with the UW Medicine Board), in its sole discretion, does not receive 

appropriately qualified candidates for the slate of open positions or subsequent open positions for 
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a Community Trustee, UW Medicine may actively solicit such nominations from other 

individuals. 

Section 1.4 Terms: Staggered Board 

(a) Each Commissioner Trustee is, by virtue of being a Commissioner, 

entitled to serve as an ex officio voting member of the Board without the approval of, or action 

taken by, either the Board or UW Medicine, except as otherwise provided in this Section 1.4(a) 

and as qualified by Section 1.10(b).  Any change in the identity of the Commissioners will result 

in an automatic simultaneous change in the Commissioner Trustees, effective when the changes 

in the Commissioner positions occur as a matter of law.  However, if, at any time during the 

Term, the District has more than five Commissioners, the Commissioners, voting separately, 

shall determine which of the incumbent Commissioners are entitled to hold the five positions 

allocated to Commissioners under Section 1.2(a).  In no event may there be more than five 

Commissioner Trustees on the Board.  In addition, if the size of the District's Board of 

Commissioners should, at any time during the Term, be reduced to three Commissioners, the 

number of Commissioners serving as Commissioner Trustees shall be reduced to three, effective 

immediately when the size of the District's Board of Commissioners is, as a matter of law, 

reduced to three Commissioners. 

(b) The UW Medicine CEO or an individual who has been designated by the 

UW Medicine CEO as his or her representative to the Board, will serve as an ex officio voting 

member of the Board, with no term limitation.  Such designation may, however, be changed at 

any time by action taken by the UW Medicine CEO, and will be effective when written notice of 

such action is provided to the other Trustees on the Board. 

(c) The remaining seven Trustee seats are divided into three classes, with 

staggered terms, to preserve continuity for Board operations.  Except for the initial terms for 

such classes of Trustees (which are set forth below), each of these classes will provide for the 

designated class members to serve for a four-year term, with their successors to be appointed and 

in place upon the expiration of such four-year term.  Initially, the first class of Board members 

(three Trustees) will be comprised of three Community Trustees and each will have a two-year 

term, the second class (two Trustees) will be comprised of one UW Medicine Designated Trustee 

and one Community Trustee and each will have a four-year term, and the third class (two 

Trustees) will be comprised of one UW Medicine Designated Trustee and one Community 

Trustee and each will have a six-year term. 

(d) Following their initial terms, each Community Trustee may serve on the 

Board for two additional successive four-year terms.  No Community Trustee may serve more 

than three successive terms.  Otherwise, there are no restrictions upon the number of consecutive 

terms that a Trustee may serve. In order to serve as a Community Trustee, the individual must be 

a resident of the District or District Service Area as required by Section 1.2(b) at the time of his 

or her initial appointment, and at the beginning of any new term of office.  If any Community 

Trustee ceases to reside within the District or District Service Area during his or her tenure of 

office, such individual shall be replaced by a substitute no later than six months after he or she 

no longer resides within the District or District Service Area.   
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Section 1.5 Exercise of Powers; Delegation of Authority 

The Board shall have overall oversight responsibility for operation of the District 

Healthcare System.  Consistent with these By-Laws and the Strategic Alliance Agreement, the 

Board may, by duly-adopted resolutions, delegate to others, including its officers, employees, 

agents, and representatives, the performance of its authority, powers, privileges and rights 

granted to it by the Strategic Alliance Agreement, as the Board deems appropriate, except for the 

following, each of which must be approved separately by Board action:   

(a) approval of the Annual Budgets of the District Healthcare System; 

(b) approval of the appointment and termination of the Valley CEO 

recommended by the UW Medicine CEO, after consultation with UW Medicine Board; 

(c) removal of a Commissioner Trustee for Cause pursuant to the terms of 

Section 1.10 (which action is not permitted without concurrent approval of the UW Medicine 

CEO); 

(d) any commitment of the District Healthcare System to expend, or commit 

to expend, an amount exceeding the level that has been delegated by the Board; and 

(e) the approval of any Shared Support Service or Clinical Integration 

Activity for which Board approval is required under Section 6.4 of the Strategic Alliance 

Agreement. 

Section 1.6 Board Year 

The Board year, including Board member appointments and Board officer terms, shall be 

from July 1 to June 30. 

Section 1.7 Meetings and Notice 

(a) Regular meetings of the Board shall be held at least quarterly, the dates of 

which shall be determined by the chairperson at least one month in advance, and notice of which 

shall be given in accordance with Chapter 42.30 RCW. All regular meetings shall be held at the 

principal place of business of the District Healthcare System unless otherwise set forth in the 

notice for the meeting. 

(b) Special meetings may be called by the chairperson at any time, or by a 

majority of the members of the Board, provided that written notice to all Board members and to 

others as required by Chapter 42.30 RCW shall be given not less than twenty-four hours prior to 

the meeting, stating the time, place and business to be transacted at the meeting.  All special 

meetings shall be held at the principal place of business of the District Healthcare System unless 

otherwise set forth in the notice for the meeting. 

(c) Except as otherwise specified in these Bylaws, all meetings of the Board 

and its committees shall be conducted in accordance with the latest revision of Roberts Rules of 

Order. 
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(d) If a Trustee is outside of the state of Washington at the time of a meeting 

of the Board or any meeting of a committee designated by the Board, the Trustee, upon approval 

by the Chairperson, may participate in such meeting through use of a conference phone or 

similar communications equipment, so along as all of the Trustees participating in such meeting 

can hear and communicate with one another.  Participation in a meeting pursuant to this 

paragraph constitutes presence in person at such meeting.   

Section 1.8 Quorum 

(a) A majority of the Trustees shall constitute a quorum for the transaction of 

business at any Board meeting.  If less than a quorum is present at a meeting, the meeting may be 

adjourned in accordance with Chapter 42.30 RCW. 

(b) A majority of the Trustees appointed to any committee shall constitute a 

quorum for the transaction of business at any meeting of the committee.  If less than a quorum is 

present at a meeting, the meeting may be adjourned in accordance with Chapter 42.30 RCW. 

Section 1.9 Manner of Acting 

If a quorum is present when the vote is taken, the act of the majority of the Trustees 

present at a Board or committee meeting shall be the act of the Board or the committee, except as 

provided in Article IX. 

Section 1.10 Removal 

(a) The UW Medicine CEO, in consultation with the UW Medicine Board, 

may, at any time and for any reason, remove a Community Trustee or a UW Medicine 

Designated Trustee; provided, however, that the UW Medicine CEO, in consultation with the 

UW Medicine Board, must promptly appoint a substitute Trustee having the requisite position 

qualifications.   

(b) A Commissioner Trustee may be removed from the Board only for 

"Cause" as defined in the Strategic Alliance Agreement, and as determined by both the UW 

Medicine CEO and the Board.  Either the UW Medicine CEO or the Board may initiate the 

process to remove a Commissioner Trustee.  No such action shall be taken unless (i) the affected 

Commissioner Trustee has been given at least 30 days prior written notice of the intended action, 

together with an explanation of the grounds for his or her proposed removal, and (ii) the affected 

Commissioner Trustee has had an opportunity to appear before the Board and the UW Medicine 

CEO to be heard and explained why there is not "Cause" for removal.  Should a Commissioner 

Trustee be removed for Cause, the remaining Commissioner Trustees, acting by a majority vote 

thereof, shall promptly designate a successor Commissioner Trustee (who need not be a 

Commissioner of the District and is referred to as a "Replacement Commissioner Trustee") to 

hold the position of the removed Commissioner Trustee.  Such Replacement Commissioner 

Trustee shall have the right to remain on the Board until the Commissioner who has been 

removed for Cause is no longer a Commissioner of the District, at which time the new 

Commissioner will occupy the position.  The removal of any Commissioner Trustee will not, in 

and of itself, have any impact upon the right of such removed Commissioner Trustee to remain 
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in his or her capacity as a Commissioner of the District.  Any Replacement Commissioner 

Trustee is likewise subject to removal for "Cause" on the same basis as a Commissioner Trustee. 

ARTICLE II 

BOARD OFFICERS 

Section 2.1 Number; Appointment; Term 

The officers of the Board shall be members of the Board and shall consist of a 

chairperson, vice chairperson, and such other officers as the Board may deem advisable.  The 

UW Medicine CEO shall either serve as or designate the initial chairperson and the vice 

chairperson, both to begin serving as of July 1, 2011 for an initial one (1) year term.  Thereafter, 

the Board, at its first regular meeting after July 1, 2012, shall elect officers from its own 

members as recommended by the Nominating Committee.  The terms of each officer shall be for 

two (2) years and until each officer's successor has been elected.  No officer may serve more than 

three consecutive terms in the same office.  

Section 2.2 Chairperson 

The chairperson of the Board shall appoint such committee members as are specified 

under these Bylaws; shall preside at all meetings of the Board; shall serve as an ex-officio 

member, without vote, on all standing and special committees, unless otherwise specified in the 

Bylaws; and shall perform all of the acts usually attendant upon the office of the chairperson or 

which may be set forth by these Bylaws or by the Board.  

Section 2.3 Vice Chairperson 

During the absence of the chairperson or while he/she is unable to act, the vice 

chairperson shall perform the duties and exercise the powers of the chairperson.   

Section 2.4 Vacancies 

In the event of a vacancy in the position of Chairperson or Vice Chairperson, from July 1, 

2011 through June 31.2012, the UW Medicine CEO shall designate a replacement.  Thereafter, 

in the event of a vacancy, the Nominating Committee will identify and recommend a 

replacement candidate to the Board who, if elected, will commence a new two (2) year term 

unless a shorter term is agreed to by a majority of the Board.    

ARTICLE III 

BOARD COMMITTEES 

Section 3.1 Standing Committees 

Except as otherwise provided, the Board, by resolution adopted by a majority of the 

Trustees, shall approve the appointment of the following Standing Committees:  Executive 

Committee; Joint Conference Committee; Finance, Facilities and Audit Committee; 

Compensation Committee; and a Nominating Committee.  The Board may by resolution of a 
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majority of the Board also appoint such other committees as it may from time to time deem 

advisable.   

Section 3.2 Executive Committee 

(a) Purpose.  The Executive Committee, as requested by the Valley CEO, 

shall review and provide strategic advice on issues for presentation to the Board and shall have 

the power to transact such business of the Board between regular meetings of the Board as the 

Board may hereafter authorize by resolution.  All actions of the Executive Committee shall be 

reported to the full Board at its next regular meeting. 

(b) Composition.  The Executive Committee shall consist of a chairperson, 

who shall serve as the chairperson of the Executive Committee; the vice chairperson; the UW 

Medicine CEO or his or her designated representative to the Board; the chairperson of each 

standing Board Committee; and such other Board Members as the chairperson may appoint.  

(c) Meetings.  The Executive Committee shall meet as deemed necessary by 

the chairperson of the Board and/or at the request of the Valley CEO. 

Section 3.3 Finance, Facilities and Audit Committee 

(a) Purpose.  The Finance, Facilities and Audit Committee shall be 

responsible for reviewing the financial results, plans and audits of the District Healthcare System 

for the purpose of assessing the overall financial risks and capacities of the District Healthcare 

System.  The Committee also has oversight over the District Healthcare System facilities. 

(b) Composition.  The Finance, Facilities and Audit Committee shall consist 

solely of Board Members as follows: at least three Board members, including the chairperson of 

the Committee as appointed by the chairperson of the Board; one Commissioner Trustee and one 

additional Board member appointed by the chairperson, all as appointed annually by the 

chairperson of the Board in consultation with the Valley CEO. 

(c) Meetings.  The Finance, Facilities and Audit Committee shall meet at the 

call of the chairperson.   The Finance, Facilities and Audit Committee shall meet monthly, or on 

such other regular periodic basis as is necessary, in order to permit the regular and orderly 

approval of bills and warrants related to the operations of the District Healthcare System.  Such 

action will be taken to ensure compliance with the requirements of RCW 42.24.180. 

Section 3.4 Joint Conference Committee 

(a) Purpose.  The Joint Conference Committee shall serve as an advisory 

committee to the Board by providing a forum in which representatives of the Board, medical 

staff and District administration, shall jointly consider District Healthcare System policy matters 

governing medical practice and review quality assurance reports.   

(b) Composition.  The voting members of the Joint Conference Committee 

shall consist of at least three Board members appointed annually by the chairperson of the Board, 

one of whom shall serve as the chairperson of this Joint Conference Committee, the chairperson 
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of the Board or designee, the Valley CEO, the District Executive Vice President and Chief 

Operating Officer, the District Medical Director, the District Chief of Staff, and one member of 

the medical staff nominated by the Medical Executive Committee, all as appointed annually by 

the chairperson of the Board in consultation with the Valley CEO. Non-voting members of the 

committee are the Chief Nursing Officer; three physicians on the District's medical staff; one 

member of the Professional Performance Committee designated by its chair; and the UW 

Medicine CEO or designee.   

(c) Meetings.  The Joint Conference Committee shall meet at the call of the 

chairperson, but not less than monthly. 

(d) Medical Staff Credentialing and Privileging.  The Joint Conference 

Committee shall have delegated authority from the Board to render final decisions regarding 

approval of medical staff initial appointments, reappointments, additions to privileges, and 

voluntary modifications to clinical privileges in the periods between Board Meetings.  At least 

two Board members of the Joint Conference Committee must vote for Committee actions on 

approval of privileges to be valid.  The Joint Conference Committee shall present its final 

decisions to the Board for information purposes.  

Where medical and dental staff criteria for credentialing privileging are not met, medical and 

dental staff appointment and reappointment and professional privileging decisions shall remain 

with the Board. 

Section 3.5 Compensation Committee 

(a) Purpose.  The Compensation Committee shall annually evaluate the 

Incentive Compensation Program applicable to the District Healthcare System's Senior 

Executive Team, so long as employed by the District, and provide advice and recommendations 

to the Board as to the appropriate levels of compensation for the Senior Executive Team and the 

Valley CEO. 

(b) Composition.  The Compensation Committee shall consist solely of the 

following Board members: the chairperson of the Board who shall serve as the chair of the 

Compensation Committee; the vice chairperson of the Board; UW Medicine CEO or designee 

and two other Board Members appointed by the chairperson of the Board. 

(c) Meetings.  The Compensation Committee shall meet at the call of the 

chairperson, but no less than annually 

Section 3.6 Nominating Committee 

(a) Purpose.  The Nominating Committee shall, in collaboration with the UW 

Medicine CEO and the Valley CEO, identify and recommend to the Board the individuals to 

serve as Board officers pursuant to Article II. 

(b) Composition.  The Nominating Committee shall consist solely of the 

following Board members: the immediate past chairperson of the Board (initially deemed to be 

the chairperson of the District Board of Commissioners as of the effective date of the Strategic 
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Alliance Agreement), who shall serve as the chair of the Nominating Committee; the vice 

chairperson of the Board; and three other Board members appointed by the chairperson of the 

Board. 

(c) Meetings. The Nominating Committee shall meet at the call of the 

chairperson, at least 90 days prior to the expiration of a Board officer's term and otherwise as 

necessary to address vacancies in Board officer positions. 

Section 3.7 Special or Ad Hoc Committees 

Other special or ad hoc committees of the Board may be established by the Board by 

resolution adopted by a majority of the Board. 

ARTICLE IV 

STANDARD OF CONDUCT FOR TRUSTEES 

(a) Each of the Trustees will owe the same duties and obligations in 

discharging his or her responsibilities and duties as a trustee under applicable law, including but 

not limited to fiduciary duties and the duties to act in good faith, with reasonable care, in a 

manner believed to be in the best interests of the District Healthcare System, and not for personal 

benefit.  Each Trustee must discharge faithfully and honestly his duties and perform strictly and 

impartially to the best of his or her ability.  Such duties and obligations are owed by the Trustee 

for the benefit of each of the District and UW in the furtherance of their respective interests 

under this Agreement.  Each Trustee must comply with UW Medicine's Policy on Professional 

Conduct, the Ethics in Public Service Act, RCW Chapter 42.52 and RCW Chapter 42.20 and all 

other duties and obligations owed by a public officer under the laws of the state of Washington.  

The District and UW may each separately take action to preserve and protect their rights under 

this Agreement.   

(b) To the extent that any Trustee serves in a representative capacity on behalf 

of either UW or the District, such individual may, when exercising the rights reserved to UW or 

the District, as the case may be, exercise such rights as directed by the Party for whom such 

individual serves in a representative capacity, and in doing so will not be deemed to have 

breached any duty, fiduciary or otherwise, owed by such individual as a Trustee. 

ARTICLE V 

INTERESTS OF TRUSTEES AND OFFICERS 

Section 5.1 Compensation of Board and Board Committee Members 

No Board member or any member of any committee appointed by the Board shall receive 

any compensation for services rendered in his/her capacity as a Board or committee member.  

However, nothing herein shall be construed to preclude any Board member from receiving 

compensation from UW Medicine or the District Healthcare System for other services actually 

rendered, a per diem for attending District Healthcare System Board meetings, or reimbursement 

for expenses incurred for serving as a Board member or in any other capacity, all in accordance 

with established District Healthcare System practices and procedures, Chapter 42.52 RCW, and 

RCW 43.03.050 and 43.03.060, as now existing or hereafter amended.  Notwithstanding the 
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foregoing, under no circumstances may a Commissioner Trustee receive any compensation or 

payments for serving on the Board, or any committee thereof, to the extent not permitted by 

Chapter 70.44 RCW. 

Section 5.2 Conflict of Interest 

(a) No Trustee or any person appointed by the Board in any capacity may act 

as an agent for any person or organization where such an act would create a conflict of interest 

with the terms of the person's service to the Board.  

(b) The Ethics in Public Service Act, Chapter 42.52 RCW, shall apply to any 

Trustee and to any person appointed by the Board in any capacity. 

(c) The Board will adopt and maintain specific policies to assure that potential 

conflicts of interest are identified and steps taken to avoid actual or apparent conflicts in the 

conduct of the District Healthcare System's business affairs.  

ARTICLE VI 

MEDICAL STAFF 

Section 6.1 General 

The Board holds the Medical Staff organization accountable for establishing and 

maintaining standards of medical care in the District Healthcare System.  The Medical Staff 

Bylaws, policies and procedures, including but not limited to the appeals process, in effect 

immediately prior to the effective date of the Strategic Alliance Agreement shall continue to 

apply, subject to subsequent amendment under the provisions of Section 6.5 below.   

Section 6.2 Medical Staff 

For purposes of this Article, the words "Medical Staff" shall include all physicians and 

dentists who are authorized to attend patients in any District Healthcare System facility or other 

medical care activity administered by the District Healthcare System, and may include such other 

professionals as the Medical Staff Bylaws designate. 

Section 6.3 Organization of the Medical Staff 

The Board shall approve the organization of the Medical Staff so as to discharge those 

duties and responsibilities assigned to it by the Board, including but not limited to the following: 

(a) To monitor the quality and safety of medical care and performance 

improvement initiatives in the District Healthcare System and make recommendations to the 

Board so that all patients  treated at any of the facilities, departments or services of the District 

Healthcare System receive high quality medical care; 

(b) To recommend to the Board, or where appropriate, to the Joint Conference 

Committee, the appointment or reappointment of an applicant to the Medical Staff, the clinical 

privileges such applicant shall enjoy, and action deemed necessary in connection with any 
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member of the Medical Staff, to assure that at all times there shall be a high quality of 

professional performance of all persons authorized to practice in the District Healthcare System; 

(c) To establish specific policies and procedures governing actions of 

members of the Medical Staff. 

Section 6.4 Medical Executive Committee 

As set forth in the Medical Staff Bylaws, the Medical Executive Committee is the 

governing committee of the Medical Staff organization.  The Medical Executive Committee shall 

establish and maintain a framework for self-government and a means of accountability to the 

Joint Conference Committee, in accordance with the medical staff structure approved by the 

Board.  It shall concern itself primarily with the quality of medical care within the District 

Healthcare System.  It shall receive and act upon all medical staff committee reports and make 

recommendations regarding medical staff status and privileges to the Board or, where an 

expedited process is appropriate, to the Joint Conference Committee.  It shall represent the 

Medical Staff and provide the means whereby issues concerning the Medical Staff may be 

discussed both within the Medical Staff organization and with the Joint Conference Committee 

and management of the District Healthcare System. 

Section 6.5 Medical Staff Bylaws 

The Medical Executive Committee shall recommend revisions of the existing Medical 

Staff Bylaws, policies and procedures to the Board.  When such revisions are adopted by the 

Board, they shall become effective and part of the Bylaws, policies and procedures of the 

Medical Staff. 

Section 6.6 Appointment to the Medical Staff and Assignment of Clinical Privileges 

Appointments and reappointments to the Medical Staff shall be made in accordance with 

the appointment and reappointment procedures set forth in the Medical Staff Bylaws.  Upon 

recommendation of the Medical Staff Committee, the Board, or where an expedited process is 

appropriate, the Joint Conference Committee may appoint to membership on the Medical Staff, 

physicians, dentists, and other professionals who meet the personal and professional 

qualifications prescribed in the Medical Staff Bylaws.  Appointment to the Medical Staff carries 

with it full responsibility for the treatment of individual patients subject to such limitations as 

may be imposed by the Board or the Bylaws, policies and procedures of the Medical Staff. 

Whenever the Joint Conference Committee does not concur in a Medical Staff 

Committee recommendation relative to Medical Staff appointment, reappointment or the 

granting of clinical privileges, said recommendation shall be referred to the Board for decision. 

Section 6.7 Appointment and Reappointment Requirements 

Each person initially appointed to membership on the Medical Staff shall be provided 

with a current copy of the Bylaws, policies and procedures and shall submit to the Medical 

Director a signed written statement agreeing to abide by them.  Each member of the Medical 

Staff shall as a minimum be required to: 
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(a) Provide care and supervision to all patients within the District Healthcare 

System for whom such Medical Staff member has responsibility; 

(b) Abide by the Board Bylaws, the Medical Staff Bylaws, policies and 

procedures, and the policies and directives  in force during the time such person is a member of 

the Medical Staff;  

(c) Accept committee assignments and such other duties and responsibilities 

as may be reasonably assigned by the Joint Conference Committee or the Medical Staff 

organization. 

ARTICLE VII 

INDEMNIFICATION 

Section 7.1 Generally 

(a) Subject to the qualifications contained in this Article VII, the District 

using the District assets shall indemnify and hold harmless each person who was, is or is 

threatened to be made a party to or is otherwise involved (including, without limitation, as a 

witness) in any threatened, pending or completed action, suit, claim or proceeding, whether civil, 

criminal, administrative or investigative and whether formal or informal (a "proceeding"), by 

reason of the fact that he or she is or was a Trustee or an officer of, employee of, or physician 

holding an administrative position with the District Healthcare System (an "indemnitee"), 

whether the basis of a proceeding is alleged action in an official capacity while serving in such 

role or as a director or officer of any other organization or entity at the request of the Board. 

(b) The indemnification provided by this Section 7.1 shall be from and, 

against all losses, claims, damages (compensatory, exemplary, punitive or otherwise), liabilities 

and expenses (including attorneys' fees, costs, judgments, fines, ERISA excise taxes or penalties, 

amounts to be paid in settlement and any other expenses) actually and reasonably incurred or 

suffered by the indemnitee in connection with the proceeding, and the indemnification shall 

continue as to an indemnitee who has ceased to be a Trustee and shall inure to the benefit of the 

indemnitee's heirs, executors and administrators.  The right to indemnification conferred in this 

Article VII shall be a contract right.  

(c) Notwithstanding the foregoing, no indemnification shall be provided to 

any indemnitee for acts or omissions of the indemnitee finally adjudged to be:  intentional 

misconduct or a knowing violation of law, conduct of the indemnitee finally adjudged to be in 

violation of the standards set forth in Article IV; any action conducted outside of the scope of 

his/her duties set forth in Section 1.1; or any conduct as to which the Board is prohibited by 

applicable law from indemnifying the indemnitee (the "indemnification standards").   

(d) The right of the indemnitee to receive a recovery pursuant to this 

Article VII shall be reduced:  (i) to the extent the indemnitee is indemnified and compensated 

other than pursuant to terms of these Bylaws; and (ii) to the extent that the indemnitee receives a 

recovery pursuant to any insurance policy maintained by the Board or any other party for the 

benefit of the indemnitee. 
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(e) To obtain indemnification, indemnitee shall promptly submit to the Board 

a written request, including such documentation and information as is reasonably available to 

indemnitee and is reasonably necessary to determine whether and to what extent indemnitee is 

entitled to indemnification.   

Section 7.2 Determination that Indemnification is Proper 

If and to the extent that under applicable law or otherwise the Board must make a 

determination that the indemnitee has met the indemnification standards, any such determination 

must be made by:  (i) a majority of a quorum of disinterested Trustees acting by resolution duly 

adopted by such Trustees, or (ii) if such disinterested Trustees are unable to adopt such a 

resolution, by independent legal counsel selected by the disinterested Trustees.  For purposes of 

this Section 7.1(c), "disinterested Trustee" shall mean a Trustee who does not have a personal 

interest in the determination of entitlement to indemnification.  "Independent legal counsel" shall 

mean a law firm or a member of a law firm that is not presently, nor has been in the past three 

years, retained to represent:  (i) the Board, the District Healthcare System, or indemnitee in any 

matter material to either party, or (ii) any other party to the proceeding giving rise to the claim 

for indemnification.  In any such determination of indemnitee's entitlement to indemnification: 

(a) indemnitee shall initially be presumed in all cases to be entitled to indemnification, 

(b) indemnitee may establish a conclusive presumption of any fact necessary to such a 

determination by delivering to the Board a declaration made under penalty of perjury that such 

fact is true and (c) unless the Board shall deliver to indemnitee written notice of a determination 

that indemnitee is not entitled to indemnification within sixty (60) days of the Board's receipt of 

indemnitee's initial written request for indemnification, such determination shall conclusively be 

deemed to have been made in favor of the Board's provision of indemnification and the Board 

agrees not to assert otherwise.   

Section 7.3 Advancement of Expenses 

The right to indemnification conferred in this Article shall include the right to be paid the 

expenses incurred in defending any proceeding in advance of its final disposition (an 

"advancement of expenses").  An advancement of expenses shall be made upon delivery to the 

Board of an undertaking (an "undertaking"), by or on behalf of the indemnitee, committing to 

repay all amounts so advanced if it shall ultimately be determined by final judicial decision from 

which there is no further right to appeal that the indemnitee is not entitled to be indemnified.  

Notwithstanding the foregoing, no such advance and expenses is permitted if the claim brought 

against the indemnitee is one brought by the Board on behalf of the District Healthcare System, 

until such time as it has been finally determined that the indemnitee is entitled to such 

indemnification under the terms of Section 7.1.  

Section 7.4 Right of Indemnitee to Bring Suit 

If a claim under Sections 7.1 or 7.3 is not paid in full by the Board within 60 days after a 

written claim has been received by the Board, except in the case of a claim for an advancement 

of expenses, in which case the applicable period shall be 20 days, the indemnitee may at any 

time thereafter bring suit against the Board to recover the unpaid amount of the claim.  If 

successful in whole or in part, in any such suit or in a suit brought by the Board to recover an 
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advancement of expenses pursuant to the terms of an undertaking, the indemnitee shall be 

entitled to be paid also the expense of litigating the suit.  The indemnitee shall be presumed to be 

entitled to indemnification under this Article upon submission of a written claim (and, in an 

action brought to enforce a claim for an advancement of expenses, when the required 

undertaking has been tendered to the Board) and thereafter the Board shall have the burden of 

proof to overcome the presumption that the indemnitee is so entitled.  

Section 7.5 Nonexclusivity of Rights 

The right to indemnification and the advancement of expenses conferred in this Article 

shall not be exclusive of any other right that any person may have or hereafter acquire under any 

statute or otherwise.  Notwithstanding any amendment or repeal of this Article, or of any 

amendment or repeal of any of the procedures that may be established by the Board pursuant to 

this Article, any indemnitee shall be entitled to indemnification in accordance with the provisions 

of this Article and those procedures with respect to any acts or omissions of the indemnitee 

occurring prior to the amendment or repeal.  

Section 7.6 Insurance, Contracts and Funding 

The Board may cause the District to maintain insurance, at the District's expense, on 

behalf of any person required or permitted to be indemnified pursuant to these Bylaws against 

any expense, liability or loss, whether or not the Board would have the authority or right to 

indemnify the person against the expense, liability or loss under applicable law.  The Board may 

enter into contracts with any director, officer, partner, trustee, employee or agent of the District 

Healthcare System in furtherance of the provisions of this Section and may create a trust fund, 

grant a security interest or use other means (including, without limitation, a letter of credit) to 

ensure the payment of the amounts as may be necessary to effect indemnification as provided in 

this Article.  

Section 7.7 Indemnification of Employees and Agents of the District Healthcare System 

In addition to the rights of indemnification set forth in Section 7.1, the Board may, by 

action of the Board, grant rights to indemnification and advancement of expenses to agents or 

any class or group of agents of the District Healthcare System  (a) with the same scope and effect 

as the provisions of this Section with respect to indemnification and the advancement of 

expenses of the Trustees; (b) pursuant to rights granted or provided by the PHD Act or other 

applicable law; or (c) as are otherwise approved by the Board, provided such indemnification is 

permitted under applicable law.  

ARTICLE VIII 

AUXILIARY ORGANIZATIONS 

Section 8.1 General 

Organizations auxiliary to the District Healthcare System may be established only under 

bylaws approved by the Board.  Such bylaws must, at a minimum, define the purpose, 

organizational structure, officers, procedures for conducting business, reporting requirements, 

and the amendment procedures. Notwithstanding the foregoing, Volunteers in Action, a non-
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profit entity that provides volunteer services to the District is grandfathered and does not require 

Board approval.  

Section 8.2 Bylaws 

The approved bylaws of the auxiliary organization and any amendments thereto, shall be 

kept as a permanent record by the Board and filed with the minutes of Board meetings at which 

said bylaws or amendments thereto were approved by Board. 

Section 8.3 Oversight by Board 

An approved auxiliary organization's relationship with the District Healthcare System 

shall be subject to the oversight of the Valley CEO who will keep the Board informed of the 

organization's activities. 

ARTICLE IX  

AMENDMENTS 

These Bylaws will be reviewed annually and updated as needed.  Except as provided 

below, changes in these Bylaws, whether amendments, additions, deletions or replacements, may 

be made by a two-thirds (2/3rds) vote of the entire Board at a meeting of which prior notice of 

the meeting and the proposed action shall have been given.  Notwithstanding the foregoing, no 

amendments may be made to the following Sections without the prior written consent of UW 

Medicine and the District's Board of Commissioners: Article IV and Sections 1.1(a), (b) and (c); 

1.2; 1.3, 1.4, 1.5, 1.10 and 7.2.  In addition, if at any time UW and the District's Board of 

Commissioners approve amendments to Sections 3.1, 3.2, 3.3, 3.4, 3.5, 3.6 and 3.7 of the 

Strategic Alliance Agreement, such amendments shall automatically be deemed, to the extent 

inconsistent with the terms hereof, to amend the corresponding paragraphs of these Bylaws. 
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EXHIBIT 6.4(h) 

 

LIST OF POTENTIAL INTEGRATION ACTIVITIES 

The following list of potential integration and/or education and training possibilities is 

not intended to be a firm commitment by either party on any specifically suggested activity, or is 

this list intended to be seen as an exclusive or exhaustive list of such possibilities. Rather, the 

following is merely to seen as illustrative of the types of activities the parties may explore as 

they advance the guiding principles of the Strategic Alliance Agreement: 

 Secondary care access from primary care clinics 

 Rheumatology 

 Pain Center 

 Cardiology and Cardiothoracic Surgery 

 Obstetrics/High Risk OB and Neonatal ICU 

 Stroke Center  

 Family Medicine 

 Behavioral Health  

 Long Term Acute Care  

 Genetic Counseling, including REI 

 Senior Care/Geriatrics 

 Emergency Medicine  

 Cost Containment Strategies and Best Practices 

 Recruitment and Retention of Physicians and other Providers 

 Information Technology Platforms and Processes 

 Quality Assurance and Risk Management 
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EXHIBIT 7.1(A)(IX) 

 

DELINEATION OF CORE CLINICAL SERVICES 

As contemplated by the Agreement, the District Healthcare System is intended to provide 

a broad array of Healthcare Services to address the needs of the residents within the District 

Service Area, in a manner similar to what one would expect of similarly-situated community 

hospitals.  Accordingly, except as otherwise provided below, the Board will ensure that all of the 

following services are available through the District Healthcare System throughout the Term, 

unless (i) the elimination of any line of service is authorized by the District's Board of 

Commissioners or (ii) the continued offering of such line of services is not necessary due to the 

"market out" exception noted below: 

In-Patient Services 

 Surgical Services--other 

 Medical Services--other 

 Neurosurgery 

 Neurology 

 Obstetrics 

 Gynecology 

 Cardiology 

 Gastroenterology 

 Vascular Surgery 

 General Surgery 

 Pulmonary Medicine 

 Endocrinology 

 Urology 

 Oncology 

 Infectious Diseases 

 Otolaryngology 

 Nephrology 

 Trauma 

 Orthopedics 

Outpatient Services 

 Emergency Medicine 

 ATU, PACU 

 Breast Health 

 Outpatient Surgery 

 Radiation Oncology 

 Maternal Fetal Medicine 

 Angio-Cath, EEG, EKG, Cardiac Rehab, Outpatient Vascular Services 

 Outpatient Imaging (Radiology, CT, MRI, PET, Ultrasound) 
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 Occupational Therapy/Physical Therapy/Speech Therapy/Respiratory Therapy 

 Sleep Medicine 

 Nuclear Medicine  

 Pathology 

Clinic-Provided Services 

 General and Vascular Surgery 

 Neurology 

 Epilepsy 

 Neurosurgery 

 Ophthalmology 

 Nephrology 

 Rheumatology 

 Occupational Medicine 

 Primary Care Services 

 Family Medicine Residency 

 Urgent Care 

 Maternal Fetal Medicine 

 Nurse Midwives 

 Laborists 

 Wound Clinic 

Marketing Out Exception 

Notwithstanding the foregoing, UW and the District recognize that future changes in the 

delivery of healthcare services to the public may render it economically impractical or 

unnecessary, due to advances in medical technology and health sciences, to continue offering 

one or more of the listed lines of services.  Accordingly, if one or more of the identified lines of 

services are no longer commonly and routinely provided by similarly-situated community 

hospitals located within the greater Puget Sound area, the Board will have no obligation to 

ensure that such line of service is then offered through the District Healthcare System. 
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