June 14, 2001

VEMORANDUM

TO The Health Affairs Comm ttee:

Charles M Caravati, Jr., MD., Chair
H.  Christopher Al exander, 11, MD.
Thomas J. Bliley, Jr.

Vincent F. Call ahan, Jr.

Wlliam G Crutchfield, Jr.
WIlliamH Goodwi n, Jr.

Terence P. Ross

Thomas A. Saunders, |11

El i zabeth A Twohy

Harry J. G van Beek

John P. Ackerly, Il1l, Ex Oficio

and

The Remai ni ng Menbers of the Board:

Thomas F. Farrell, |1 Ti mot hy B. Robertson
Charles L. G azer Benjam n P. A Warthen
T. Keister Geer Joseph E. Wl fe

El sie Goodwyn Hol | and Sasha L. WI son

Gordon F. Rainey, Jr.
FROM Al exander G Glliam Jr.

SUBJECT: Mnutes of the Meeting of the Health Affairs
Comm ttee on June 14, 2001

The Health Affairs Commttee of the Board of Visitors of
the University of Virginia nmet, in Open Session, at 4:05 p. m
Thur sday, June 14, 2001, in the Board Room of the Rotunda;
Charles M Caravati, Jr., Chair, presided. H Christopher

Al exander, 11, MD., Harry J.G van Beek, Thomas J. Blil ey,
Jr., Wlliam G Crutchfield, Jdr., WIlliamH GCoodwi n, Jr.,
Terence P. Ross, Thomas A. Saunders, I, Ms. Elizabeth A.

Twohy, and John P. Ackerly, 111, Rector, were present.
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Al so present were Charles L. dazer, Tinothy B. Robertson
Benjam n P. AL Warthen, and Joseph E. Wl fe.

Present as well were John T. Casteen, II1l, Leonard W
Sandridge, Jr., Alexander G Glliam Jr., Paul J. Forch, Robert
W Cantrell, MD., Ms. Yoke San L. Reynolds, Jerry Short, MD.,
Larry Fitzgerald, John Jackson, CGeorge E. Cul bertson, and M.
Jeanne Flippo Bail es.

Charles Crowder, MD., CGeorge A Beller, MD., and Bruce J.
HIllmn, MD., were present as special guests.

The Chair asked M. Sandridge, Executive Vice President and
Chief Operating Oficer, to present a financial report on the
Medi cal Center.

M. Sandridge pointed out that the Medical Center budget
woul d be considered in detail in the neeting of the Finance
Commttee, immediately followng the Health Affairs Committee
nmeeting (see the Mnutes of the neeting of the Finance
Comm ttee, June 14, 2001). He then asked M. Fitzgerald, Chief
Financial Oficer for the Health System to present the
customary financial report.

M. Fitzgerald noted that the financial report covered al
but the last two nonths of the current fiscal year.

Patient discharges — which drive revenues at the Medi cal
Center — are down fromlast year and bel ow budget for this year;
the decline is the result of fewer beds avail abl e because of the
shortage of nurses. The average |length of stay of patients is
5.5 days, up fromlast year and above budget for this year. The
nunber of outpatients and Enmergency Roomvisits is above budget
and up fromlast year. Net operating revenue is above budget
and significantly up fromlast year, but so are operating
expenses. The nunber of full tinme enployees is up froml ast
year and above budget for this year. The operating margin for
the first ten nmonths of this year stands at 2.5% below the 4.6%
for this tinme | ast year and bel ow the 4.8% budgeted for this
year.

M. Fitzgerald observed that personnel costs, which include
contract |abor (29% or $3.8million above budget) — primarily the
expense of “traveling” nurses — account for 50% of the Medi cal
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Center’s operating expenses. Because of the shortage of nurses,
the rate of pay for nurses has been increased above what was
budgeted. On the other hand, overtine pay and traveling nurse
expense were down in April from March, and a further decline is
expected when the May figures are in.

Dr. Jerry Short, Associate Dean of the School of Medicine,
i ntroduced M. John Jackson of the Ofice of Medical Education.
M. Jackson spoke to the Comm ttee about applications of the web
to medi cal educati on.

Dr. Cantrell, Provost and Vice President for Health
Sci ences, then gave his customary report, this tinme as a
val edi ctory di scourse on the chall enges and problens facing the
Hospital and the Schools of Medicine and Nursing as well as
academ c nedi ci ne throughout the country. Dr. Cantrell’s
remar ks are appended to these M nutes as an Attachnent.

Both the Chair and the Rector thanked and conmended Dr.
Cantrell for his service and | eadershi p.

On notion, the neeting was adjourned at 4:50 p. m
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M.

ATTACHVENT

VI CE PRESI DENT AND PROVOST FOR THE HEALTH SYSTEM

Remarks to the

Health Affairs Commttee of the University of Virginia Board of

Visitors
June 14, 2001

Rector, M. Chairman, Menbers of the Committee, Ladies and

Gent | enen

In two weeks | will conclude seven years as the Vice President
and Provost for the Health System M/ tenure started in 1994
when | was asked by President Casteen to serve in that
inportant role in an interim capacity. I am deeply honored
and grateful for the trust placed in ne, and | thank you and
M. Casteen for this opportunity to serve at a tine of great
challenge for the health field in general and the University
of Virginia Health System specifically. These have been very
interesting tinmes, and | amrem nded of the old Chinese curse,
“May you live in interesting times.”

It is from the perspective of the Vice President and Provost

that | would like to share observations nade during these
seven years and offer sone thoughts about the current state of
the delivery of health care. M hope is that this will prove

hel pful as you deal with health issues.

Beginning in the late 1980s health care expenditures were

inflating in double digits. This pronpted nmany in both
government and the business sector to search for ways to
control costs. By the md-1990s, particularly fast-paced

change has characterized national health policy that clearly
i npacted our Health System On the positive side, the need
for bionedical research to address many diseases was w dely
recogni zed and supported with significantly increased funding
fromthe National Institutes of Health and other sources. For
many of these diseases, however, the costs of the treatnents
di scovered as a result of this research can, in many cases, be
qui te high. Heal th-related technologies and new, truly
“wonder drugs” are being developed and are becomng nore
sophi sticated and nore effective but also nuch nore expensive.
Organ transplantation, mapping of the Human Genone, saving
lives of very tiny premature infants and extending the life
expectancy of senior citizens are just a few of the phenonenal
results of this research revolution and inproved nedi cal care.



All of this cane at a very great price. The cost of an
average length of stay in our Newborn Intensive Care unit runs
around $70, 000. Life expectancy in the U S grew from about
42 years in 1900 to around 75 years today. People are living
longer only to die of debilitating diseases that are very
expensive to treat, and many life-saving procedures and those
designed to inprove the quality of life are being perforned
nore and nore frequently, especially in the elderly. For
exanple, total hip replacenent, a procedure that costs in
excess of $25,000, was performed in 143 of every 100, 000 wonen
over age 85 in 1987. By 1995, the nunber had risen to 1,444
of every 100,000 in this sane group, nore than a 1000 percent
increase. It was determined a few years ago that one half of
all Medicare noney was spent on people in their last six
months of [ife. As an aside, it curious to nme why the
government woul d conduct such a survey and what they intend to
do with the results. | suppose sonme government financial
anal yst could be thinking, “If only we could determ ne when
that |ast six nonths begins...”

But | stray fromny topic. Wile these devel opnents, coupled
wth increased utilization of the health system were
occurring, the rising health care costs generated heated
debate over national health policy. Hllary Cinton's ill-
fated attenpt at rectifying the situation was dooned from the
begi nni ng since she decided to reform the insurance industry,
the drug industry and the health care “industry” all at the
same tine. Interestingly, she included no physicians on the
panel studying this. Regardl ess, the nounting national debt,
of which health care was a big part, demanded attention. The
Bal anced Budget Act (BBA) of 1995 was designed to address the
nati onal debt. One little known aspect of this act was how
much of it was dependent on reducing health care expenditures
by the federal governnment. O the total savings projected in
BBA 1995, nore than 63% was to cone from reductions in nedical
costs. BBA 1995 did not pass, and when BBA 1997 was
i ntroduced and becane l|law, the inproved econony reduced the
total savings required. However, the anmobunt to be saved from
health care providers rose to 89.5% of the total over 5 years
and 118% over seven years. The consequence of this, whether
i ntended or unintended, was to severely curtail funding for
acadenm c health centers (AHC). Al though all hospitals and
physi cians were inpacted, academic nedical centers were
adversely inpacted disproportionately. AHCs receive paynent
from Medicare for the services rendered by physicians in
residency training and this was reduced in addition to the



reduced reinbursenments for care delivered. Addi tionally,
since academ c nedical centers treat a disproportionate share

of i ndi gent and Medicaid patients, the reductions in
rei nbursenents from this program inpacted academ c nedica
centers from three directions. Not surprisingly, many AHCs

began to | ose noney, and in 1997 and 1998, nearly half of all

academ c nedical centers were in the red. Many of those that
were not were able to survive only because of inconme from
investnments and interest on their operating cash bal ances,

sonet hi ng that UVA does not receive. We, and all AHCs, owe a
debt of gratitude to current BOV nenber Tom Bliley, who in
1999 as Congressman Bliley and Chair of the House Comrerce
Comm ttee, spearheaded revisions to the BBA 1997. These
revisions provided significant financial relief for academc
nmedi cal centers, but the provisions of the act that are phased
in over a period of years wll continue to reduce in a major
way the anount of noney AHCs will receive from the federa

gover nnent .

At this same tine, in the private sector, businesses and their
health care insurers were casting about to find other ways to

reduce nedical costs. One schenme was to develop nore Health
Mai nt enance Organi zations and increase the anount of *“nmanaged
care.” In principle, this sounded good. A primary care

physician (PCP) would “manage” all the care of the insured
person assigned to her/him and only refer the seriously ill
to the presumably nore expensive specialists when needed. As

it turns out, highly trained specialists are not nore
expensive in many cases when overall costs are cal cul ated, but
that was not the “conventional w sdom” Regar dl ess, by

insuring large groups of people who would pay fixed suns for
health insurance annually, and wth a relatively small
per cent age becoming seriously ill with a disease expensive to
treat, the plans would be profitable and overall insurance
costs could be reduced. The problemw th this schene was that
there were not enough PCPs, and there was a plethora of highly
trained specialists that the governnment had spent billions of
dol lars training. Since these highly trained specialists
popul ated nost academ c nedical centers, this change in the
way care was delivered profoundly inpacted academc health
centers. Managed care was originally profitable when the HMO
cared for large populations concentrated in major cities, but
it posed a particular challenge for academc health centers
such as ours located in an essentially a rural area with a
smal | er popul ation base. The insurers also began demanding a
shift to nore outpatient treatnments and shorter |engths of
i npatient stays. The decreased hospital Ilength of stay



resulted in those in the hospital being sicker and requiring
nore attention. Patients were not happy with this type of
care to include their ability to select a specialist of their
own choosing, and many conplained to their legislators who, in
turn, enacted legislation mandating lengths of stay for
certain types of care, especially obstetrical deliveries, plus

open access to specialists. The patient “bill of rights” bill
has been debated in the Congress for the past several years,
and is to be introduced again this year. W in nedicine are

caught in the mddle; we receive decreased reinbursenents if
we don't shorten stays, and conplaints from patients plus
i ncreased regulation if we do.

Addi tionally, decreased reinbursenents per patient neans that
physi ci ans nust see nore patients in shorter periods of tine
to maintain a stable incone. Previously, clinical income from
payi ng patients was adequate to support tinme spent in nedica

education and treating the uninsured for which little or no
rei nbursenent was received. Reductions in the reinbursenents
frominsurers resulted in clinical faculty spending nore tine
seeing patients and thus less able to devote tine to teaching.

This shift to a nore “business-like” approach to physician
behavi or neant that the Dean of Medicine was now required to
pay the faculty for time spent teaching with the attendant
budget inplications, and the governnent(s) need to reinburse
physicians for the care they deliver to indigent patients.
Al this was occurring at a tinme when nedical know edge was

expandi ng geonetrically. Al so, the expanded role of primry
care physicians increased the demand for such practitioners,
necessitating a change in nedical education, in our case
mandated by the State Council on Hi gher Education. UVA
successfully nmet that requirenent, and our School of Medicine
has been very successful in increasing the nunber of its

graduates entering primary care specialties.

Accountability for healthcare processes and outcones has
hei ghtened and is a matter of public interest as never before.
Heal t hcare is now the nost highly regulated of all endeavors,
and nal practice actions with huge awards are so commonpl ace
that they no |onger make the news (e.g., awards in excess of
$1M i ncreased 40% | ast year). Mal practi ce insurance costs by
St. Paul (the largest insurer) increased 35 - 40% in sone
states this year and are expected to continue in double digits
into the future. Sonme nedical nal practice insurers have filed
for reorganization, such as Phico who fornmerly insured both
our medical center and the HSF. O hers are pulling out of
sone states as St. Paul did in Ceorgia last year. The cap on



mal practice awards here in Virginia, and the formation of our
own mal practice insurance conpany has mtigated the inpact of
these increases in rates sonewhat, but our surgeons here still
pay between $9,000 and $28,000 annually for their coverage
dependi ng on the insurance risk data.

The University of Virginia Health System was successful in

nmeeting these challenges in creative ways. Reaching into
Western and Central Virginia, we acquired the services of
about fifty primary care physicians. This stabilized and

advanced our referral base, and extended our capabilities to
better serve the communities and people of the Commonweal th

W have led in the devel opnent and depl oynent of tel enedicine
into the correctional system into SW Virginia, and have had
t el econferencing connections to other countries. Qur |and and
aero nedi cal (Pegasus) evacuation system second to none, has

served to transport injured and seriously ill from throughout
Virginia effectively bringing us closer to those we serve
t hroughout the state. Simlarly, the School of Nursing s

primary care nurse practitioner program has increased the
nunber of graduates able to perform their inportant tasks as
physi ci an ext enders.

A variety of joint ventures such at those wth Cul peper
Hospital that acquired 14 primary care physicians in that
area; Valiance, where we partnered with Augusta Hospital and
Rocki ngham Menorial Hospital to gain sonme purchasing clout,
and our nenbership in the R chnond-based Central Virginia
Health Network strengthened inportant relationships. W
construct ed t he state-of -the-art UVA- HEALTHSOUTH
Rehabilitation Hospital as a 50-50 joint venture wth
HEALTHSOUTH Rehabi li tati on Conpany.

W continue our intense efforts to «cut costs wthout
sacrificing quality, but astronomcal rises in drug costs
along with increased utilization of the newer, very expensive
drugs has kept our nedical supply costs above budget.
“Codi fied Autonony” in state regulatory procedures was granted
by the State and inplenented in 1996. This was hel pful in
providing the flexibility in purchasing, personnel policies,
and contracting demanded in the increasingly conpetitive
health care nmarketplace. The Departnent of Health Eval uation
Sci ences was established in the School of Medicine to sharpen
our focus on outconme neasurenents and rel ated issues.



W continue the major initiative to obtain and install an
el ectronic patient record and a state-of-the-art health
informati on system essential for capturing and managi ng the
mountains of clinical and financial data required to operate
the Health System and to neet the increasing and ever-changi ng
regul atory requirenents. An indication of our success in
establishing a sophisticated information system was our
recognition as one of the “Mdst Wred” Hospitals in the United

St at es. The newy renovated and expanded Health Sciences
Li brary serves not only our local clientele, but also users
t hr oughout Virginia by placing increased reliance on

el ectroni ¢ dat abases. We have placed outreach librarians in
Danville and in the UVA's Col |l ege at W se.

OmMng to the enphasis on technology, concern about cost
effectiveness, and the need to see increased nunbers of
patients under these new practice paradi gns poses the inherent
risk of losing the personal touch so essential to providing
conpassi onate and responsive care. W have enphasized for the
past seven years a nore personalized approach in the delivery
of care through a twenty-part process known as the *“Ildeal
Patient Encounter”. In addition, services previously provided
t hough nultiple departnents in nmultiple |ocations, have becone
nore “patient friendly” and effective by bringing together
multiple specialists in one clinical area in such patient care
service centers as the Children’s’ Medical Center, the Wnen's
Mdlife Center, the Digestive Health Center, the Heart Center,

the Cancer Center and the Miscul o-Skeletal Center. Thi s
provi des “one stop shopping” for the patients, and it is very
wel | received. W continue to serve increasing nunbers of

patients from throughout Central Virginia in our Energency
Room supported by the Departnent of Emergency Medicine forned
in 1995, That departnment had over 1000 applications for its
ei ght residency positions this year. These are only a few
exanples that clearly denonstrate that efficiency and quality
are not nutual ly excl usive.

Research has significantly expanded and diversified at the
Health System As of June, the School of Medicine had
received $123.8 mllion this fiscal year from the National
Institutes of Health and other sources, a 51.3% increase over
the $81.8 mllion received at the end of FY 1996. The
Schools of Medicine and Nursing continue to build upon well -
established basic science research prograns while expanding
their clinical research efforts. Enphasis is also being given
to expediting the outcones of research to the bedside - an



approach known as “transl ational” research. Further expansion
of our research effort is limted only by the shortage of
| aboratory space. W have been working hard to overcone this
barrier, and Medical Research Building #5 (M) wll be
conpleted in Decenber of this year. Al though this wll
provi de 80,000 square feet of new research space, it will only
allow us to neet current needs. Expansi on of research wll
not only bring noney into this region since each $1M of
research creates 35 jobs, but national rankings of nedical
schools are <closely aligned with the anobunt of research
dol | ars gar nered. MR that will permt us to continue to
expand our research operation is in the planning phase, but
was a victim of the budget inpasse in R chnond. It cannot be
started wuntil this time next year, assumng approval in
Ri chnond in the next session of the |egislature. | urge all
of you to use your good offices to push the partial funding
and approval of this critically needed structure.

The education of health care professionals - physicians,
nurses and allied health personnel - is one of our primry
m ssions affected by the rapid rate of change in the delivery
of health care and scientific advances. Al conponents of the
Health System are deeply involved in providing clinical
education to students and residents in classroons, on the
patient care units and clinics, in the |laboratories and in the
operating roons. Adapting to the rapid proliferation of
know edge has required snmaller class size, departure fromthe
large lecture halls, the wuse of small groups, and nore
frequent curriculum overhaul s. All of this has significant
budgetary inplications. W are grateful that the recently
concl uded capital canpaign raised $246M (197% of our origina
goal) for the Health System of which $213.9M goes to the
School of Medicine. Much of this noney will be plowed into
t he educational mlieu.

The Health System has grown in stature, in the nunbers of
faculty and staff and in services available to patients.
Thanks to the support and efforts of many, to include this

Board, its physical facilities have grown as well. In the
| ast seven years, 728,991 square feet of new space has been
added and 155, 450 square feet has been renovated. Sever al

other major projects are on the drawi ng boards or ready to go
forward - all boding well for present and future prograrns.

Wil e these chall enges and changes have been in progress, the
Health System has continued to nake its presence felt across
the state through its diverse public service efforts



responsive to the needs of Virginia s citizens. These include
t he conduct of conferences and prograns focusing on the health
of mmnorities and those in underserved areas such as SW
Virginia; conducting numerous clinics in off-site, underserved
areas; working with area rescue squads in training energency
medi cal t echni ci ans; and conducting continuing nedical

education progranms throughout Centr al and Western VA

| am always inpressed by the breadth and scope of our public
service efforts, so nuch of it initiated and acconplished by
our faculty and staff who see a pressing need, take the
initiative and assune the |eadership necessary to neet that

need. One sterling exanple of this is the Charlottesville
Free dinic.

Despite the intense pressures of the tines sonetines
acconpani ed by di scouragi ng events that garner nuch publicity,
the faculty and staff have persisted in achieving inpressive
results to include; being anong the “Top 100 Hospitals” for
the past three years, and achieving consistently top rankings
by our departnents in US. News and Wrld Report annual
ranki ngs, with 7 departnents being ranked in 1997 rising to 11
departnments in 2000.

The School of Medicine’ s graduates continue to be sought for
sone of the nobst conpetitive specialty residency prograns in
the country and, conversely, our departnments attract top
medi cal students from [|eading schools. Adm ssion to the
Schools of Medicine and Nursing continues to be highly
conpetitive.

Recently, in preparing for the centennials of the Schools of
Nursing and the Hospital, | had occasion to reflect on their
fascinating histories. It was the vision of Dr. Paul
Barringer that saw the need for the hospital and supported the
devel opnent of the School of Nursing. He faced many
chal l enges to include lack of funds, but he persisted and the
hospital and School of Nursing both opened on April 13, 1901.
A nursing shortage, then as now, was one of the driving forces
to get the School of Nursing established.

As in Dr. Barringer’'s time, | am confident that the Health
System today and its conponents wll continue to face, and
overcone, challenges. The conponents of the Health System are
i nt erdependent with closely interrelated mssions, and it is
inmportant that there be practical, integrating nechanisns
anong them Leadi ng and supporting the System s outstanding
faculty and staff wll be nore inportant than ever. Wi | e



gualifications and duties may change, the faculty and staff of
the Health System expect and require |eadership that provides
vision, guides them to that vision and rewards them both by
remuneration and recognition for their good work. Recruitnent

and retention, along with maintaining good norale, will be an
ongoing priority. Nurses are overwrked and nmany face
bur nout . Physicians who were fornmerly confident that they

could ~concentrate on their pr of essi onal practices and
remuneration would follow alnost automatically no |onger have
that confidence. Increasing regulatory requirenents denmandi ng
nmore and nore paper work enforced by inplacable regulators
coupled with an increasingly litigious patient population are
forcing many physicians and nurses to retire early or abandon
medi ci ne and nursing altogether. Less than one third of those

with an RN degree are practicing nursing today. Lest anyone
think that this is problemlimted to and for the nedical and
nursing profession to solve, | would remnd that person that

unl ess these problens are solved, any of us who can becone
sick or injured at any tinme mght not have available the
superb care that is delivered today that we have cone to
expect.

Mai ntaining quality healthcare that is responsive and
conpassionate poses a real challenge as scientific and
el ectroni ¢ advances continue to nmake mmj or changes in care and
treatnent. The <concept of the “ldeal Patient Encounter”
becomes a nore inportant benchmark than ever as conpetition
hei ghtens along with rising expectations and patient know edge
of health issues.

Finding ways to finance all the health care Americans have
grown to expect wll persist as an inportant factor in the
heal thcare of tonorrow. This was underscored by a task force
convened in April by the Conmmonwealth Fund that reported that
the nation’s teaching hospitals are increasingly burdened with
caring for poor and wuninsured patients and that these
institutions face a “downward spiral in their financial
status” unless steps are taken alleviate the problem

Notwi thstanding all these challenges, this Health System is
built on a strong foundation that has wthstood the years.
Wth vyour support and guidance along with that in Madison
Hall, the dedicated nen and wonen in the health system wll
continue to work diligently in the service of mankind. It was
my distinct honor and privilege to be associated with these
out standi ng, dedicated and conmtted people for a quarter of a



century. | w sh Godspeed to you and all those involved in the
Health Systemin the future.

Respectful ly submtted,
Robert W Cantrell, MD.

Vi ce President and Provost
for the Health System



