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« ACTION I TEM - Consi deration of the appointnent,
assi gnnent, performance, and eval uati on and
credentialing of nmedical staff and heal thcare
pr of essi onal s.

 Discussion of the appointnment, assignnent, reassignment,
performance and eval uation of enpl oyees of the Medi cal
Center, and eval uation of performance of departnents of
t he Medi cal Center which will necessarily involve
consi deration of the performance of specific
i ndividuals. Consultation with | egal counsel on
departnents’ performance in conpliance with regul atory,
licensing and accreditation requirenents, which wll
necessarily invol ve discussion of the perfornmance of
i ndi vi dual s and include proprietary business-rel ated
i nformation, disclosure of which would adversely affect
the conpetitive position of the Medical Center.
Consultation wth [ egal counsel pertaining to litigation
i nvol vi ng HEALTHSOUTH Cor poration. And di scussi on of
proprietary, business-related information pertaining to



negoti ati on of reinbursenment terns in proposed nmanaged
care contracts for nedical services, disclosure of which
woul d adversely affect the conpetitive position of the
Medi cal Center. The relevant exenptions to the Virginia
Freedom of Information Act for all of these are provided
for in Section 2.2-3711 (A (1), (7), (8) and (23) of

t he Code of Virginia.




UNI VERSI TY OF VIRG NI A
BOARD COF VI SI TORS AGENDA | TEM SUMVARY

BOARD MEETI NG May 31, 2002
COW TTEE: Medi cal Center QOperating Board
ACGENDA | TEM I. A Fiscal Year 2003 Medical Center

Oper at i ng Budget

BACKGROUND: At its May neeting, the Board acts on the proposed
operating budget for the Medical Center for fiscal year 2003.
Under the Code of Virginia, the Board of Visitors is authorized
to establish conpetitive conpensation plans for enpl oyees of the
University of Virginia Medical Center. The Medical Center is
seeki ng approval for the paynent of an enpl oyee bonus pl an based
on the financial performance of the Medical Center.

DI SCUSSI ON:  The Medical Center’s 2002-2003 fiscal plan has been
devel oped in response to the chall enge of providing patient

care, teaching, and research services in an increasingly
changi ng health care industry. Revisions to Medicare paynents
caused by the Bal anced Budget Act, in conbination with pressures
fromthird party payers, will have a negative inpact on revenue
on a per-case and per-visit basis. The cost associated with
providing quality patient care will continue to have upward
pressure due to | abor shortages and increases in pharnmaceutica

and medi cal supply expenses. |In addition, in fiscal year 2003
t he Medi cal Center expects to continue to care for patients with
hi gher acuity illnesses. |In fiscal year 2002, the Mdica

Center’s Medicare Case Mx Index (CM) averaged 1.92. This
acuity level is experienced by only a handful of hospitals in
the United States.

Success in recruitnment and retention of professional staff
significantly inpacted the FTE levels in fiscal year 2002. At
the sane tinme a shift in volume frominpatient to short stay
negatively inpacted net revenues. The resulting financi al
pressure caused the Medical Center to forego a planned annua
salary increase for fiscal year 2002. This wll force the
Medi cal Center to consider alternative conpensation strategies
for its market sensitive workforce.

The fiscal year 2002 operating margin is projected to be
$6.5 mllion and the net operating inconme after non-recurring
adjustments is projected to be $20.4 million. The reduction to
operating incone is due to pressures on reinbursenent, and
i ncreased sal ary expense for caregivers. The non-recurring



contractual adjustnent for fiscal year 2002 is conposed of $13.8
mllion in one-time revenue settlenents from Medi caid, Medicare,
Trigon, and the Commonweal th of Virginia. For fiscal year 2003,
these one-tinme settlenments are projected to be $2.0 mlli on.
(See Schedule “A’ for detail.) The HMO conponent of the Medica
Center’s payor mx grew in fiscal year 2002. This was because
of two mpjor factors. On Septenber 1, 2001, Qual Choice was
purchased by Southern Health Services, Inc. Al so, Medicaid s
Managed Care Program Medallion Il, entered the Medical Center’s
mar ket on Decenber 1, 2001. As a result, the Medical Center
continues to experience additional requirenents and pressures on
denial wite-offs and increases in |abor requirenments to
adm ni ster contracts.

The Corporate Integrity Agreenent (ClIA) and the new Health
I nsurance Portability and Accountability Act (H PAA) |egislation
are external pressures that will result in additional expenses
for the Medical Center. The Medical Center continues to
noderni ze and integrate I T services by nmeans of the Integrated
Heal t h I nformati on Managenment System (I H MS) project. These
i ncreased capital investnments will result in additiona
depreci ati on expense of $1.9 mllion for fiscal year 2003. The
Medi cal Center’s 2002-2003 fiscal plan accounts for these
addi ti onal expenses while preserving its mssion of providing
high quality and cost effective health care, education, and
research services to patients and their famlies, students,
enpl oyers, state and federal governnents, referring physicians,
referring agencies, and affiliated networks.

The Medi cal Center budget devel opment process continues to
be highly participatory and clinically focused. Patient care
servi ce managenent, support function managenent, and physici ans
have significant roles in the budget devel opnent cycle. The
budget process begins with a budget retreat and ends with each
operating unit providing a nonthly and cunul ati ve operating and
capi tal budget that contains service demand forecasts, required
full-time equival ent personnel, fringe benefits, and a ful
conpl enent of non-I|abor expenses.

Assunpti ons

Mar ket conditions: For fiscal year 2003, total discharges are
projected to grow 3.4 percent fromfiscal year 2002 expected

| evel s. Patient days are expected to increase overall by 4.3
percent, primarily because of bed openings, new faculty
recruited by the School of Medicine and hi gher adm ssion
projections. Qutpatient service demand is expected to grow by




5.9 percent.

busi ness growi ng faster than inpatient business.

tabl e i ncl udes hi storical

Di schar ges
Adj ust ed Di schar ges

Aver age | ength of stay

Pati ent days
Clinic & ER visits
Honme Health visits

Revenues: The Medi cal

Center’s fisca

and projected patient vol unes:

Act ual For ecast ed
2000- 2001 2001- 2002
27,676 26, 643
43, 956 43,571
5.43 5.61

150, 150 149, 465
519, 147 526, 234
54, 067 52,910

This reflects a continuing trend of outpatient
The fol |l ow ng

Budget

2002- 2003

27,537
45, 703

5. 66
155, 874
557, 260
51, 518

year 2003 patient payer

m X i ncludes nore managed care as a result of Medallion 11
Medi cai d’ s managed care program which entered the Medica
Center’s market on Decenber 1, 2001. This resulted in 50 percent

of the Medica
care.

Center’s Medicaid patients now under
Wil e paynments are expected to remain at Medicaid rates,

managed

utilization is expected to decrease as patient encounters are

constrai ned by the HMOs.

is the unwillingness of payers,

The Medi ca

Center’s |l argest chall enge
especi ally government prograrns,

to increase their paynents commensurate with the increases in

educati onal and nedi cal

Rat e changes: The Medi cal

per cent .

Expenses:
$2.1 mllion.

percent from $13,179 to $12, 614.
adj usted di scharge included in the budget wl|
Cent er nedi an expense.

acadeni ¢ Medi ca

delivery costs.

Center proposes a rate increase of 5

Expenses from operations are projected to increase by
Expenses per adjusted di scharge decrease 4.3

We anticipate that expense per
be close to the
The cause of the

decrease is to recogni ze efficiencies in operations in response

to declining revenues from non-recurring sources.
year 2002- 2003 budget plans for 4 percent
Suppl i es and 15 percent for
i ncreased nedi ca

Center fiscal

inflation for Medical
expenses. However,
inretail

Phar maceuti cal

Staffing: The Medical
5,139 FTEs,

fiscal

pharmacy activity wll

Center’s fisca
a reduction of 172 FTEs from staffing at current
year 2002 projections of 5,311 FTEs.

managenent and adj
of f set

year 2003 budget

The Medi cal

Phar maceuti cal

ust nent s

inflation so that tota
costs are expected to increase just 0.9 percent.

i ncl udes

The pressure of

di m ni shing revenues fromthird party payors and the reduction
of non-recurring revenue supplenents results in the need for

greater operating efficiency for fisca

year

2002- 2003 and



beyond. This reduction in staff is planned to occur with no
| ayof fs.

Operating Plan: The operating plan includes actual results from
2000- 2001, projected results for 2001-2002, and budgeted results
for 2002-2003. A rapidly changi ng heal thcare environnent,
however, could prove these assunptions less valid as the year
progresses. For this reason, nmanagenent will continue to
noni t or budget versus actual perfornmance on a nonthly basis and,
where appropriate, recommend anmendnments to the Medical Center
Operating Board. Al so, nmanagenent will continue to identify and
i mpl ement process i nprovenent strategies that will allow for
operational streamining and cost efficiencies.

Medi care’ s paynment net hodol ogy, Anbul atory Paynent
Classifications (APC), put outpatient reinbursenent into a
prospective paynment systemin fiscal year 2001. Radical changes
to the paynent structure are projected for fiscal year 2003;
overall these may result in just a slight total paynent
reducti on.

Revenues are inpacted by the Bal anced Budget Act (BBA), the
Bal anced Budget Refinenent Act (BBRA), and the Benefits
| nprovenent and Protection Act of 2000 (BIPA). The fina
reduction to Indirect Medical Education (IME) that was nandat ed
by the BBA will take effect in fiscal year 2003, decreasing net
revenue by $4.5 nmillion.

The major strategic initiatives that inpact next year’s fisca
pl an i ncl ude:

« Enhanced personnel conpensati on packages and annual sal ary
and equity adjustrments ($ 3.1 million resulting fromfiscal
year 2002 actions and $ 6.0 million of new adjustnments for
fiscal year 2003). Conpensation for contracted services $0.4
mllion.

e Introduction of a new Skull-Based Surgery program

e Continuation of newinitiatives.

* Required expenses related to the JCAHO survey ($ 0.5
mllion).

 Radi ol ogy imging joint venture.

* Required inprovenent to operating margins in psychiatry,
ki dney transplant and the clinics.

The major risk factors that inpact the ability to acconplish the
desired results of next year’s fiscal plan include:



e The continuation and inprovenent of existing operating
condi tions including the managenent of the nursing shortage
and a Medicare Case M x | ndex above 1.92.

» Commonweal th of Virginia budget crisis.

e The ability to adapt to a shifting patient popul ati on where
i npati ent days are being replaced with short stays.

* New CM5 (formerly, HCFA) and ot her regul atory rei nbursenent
changes.

* On Decenber 1, 2001, 50 percent of our current Medicaid
busi ness noved fromtraditional to managed care coverage
under Medallion Il, Virginia Mdicaid s nmanaged care program

* (Qual choi ce was purchased by another HMO conpany, Southern
Heal th Services, Inc, on Septenber 1, 2001.

« |IME paynents are reduced by $ 4.5 million for fiscal year
2003.

« Advancenents in medical technol ogy.
e Inflation for pharnmaceutical goods could exceed 15 percent.

« Enhanced scrutiny by Federal regulators in areas such as
Medi cal Records, Billing, Coding and contractual agreenents.

A sunmary of historical and projected financial operating
results are provided as foll ows:

Act ual Proj ect ed Budget ed

(in mllions) 2000- 2001 2001- 2002 2002- 2003
Tot al operating revenue $538. 4 $592. 1 $606. 7
Oper ati ng expense $484. 6 $523. 3 $523. 7
Bad Debt $14. 3 $20. 4 $20.0
Depreciation & Anortization  $34.3 $37. 2 $39. 2
| nt er est $4.8 $4.6 $4.8
Operating i ncone $0.5 $6.5 $19.0
Non-recurring contractual $13.2 $13.8 $2.0

adj ust nment s
Operating incone after $13.7 $20. 4 $21.0

non-recurring contractual

adj ust nment s
Non- oper ati ng gai n/ (| oss) $11.4 $0.1 $10. 4
Total margin $25.1 $20.5 $31.4
Operating i ncome percent . 1% 1.1% 3.1%
Operating i ncone percent

after non-recurring

contractual adjustnents 2.5% 3. 4% 3.5%



Capital Plan: Funds available to neet capital requirenents are
derived from operating cash flows and cash-on-hand. The Medica
Center faces many chal |l enges regardi ng capital funding as

conti nued pressures on the operating margin affect cash fl ow
sources, while demand for capital has increased significantly
from space requirenents, technol ogi cal advances and agi ng of
exi sting equi pnent. The Medical Center nanagenent recommends
$39 million be authorized subject to cash being avail able for
capital requirenents in 2002-2003 concurrent with the expected
depreci ati on expense for fiscal year 2003. Future plans for
expansi on of the hospital space will perpetuate this condition
of demand for capital significantly exceeding supply from cash
flow resources. The $39 nillion capital plan excludes
investnments in joint ventures and the Medical Center expansion,
whi ch nmay be authorized separately by the Board for network
devel opnent or other purposes. It is intended that the Medica
Center will go forward with a Bond Issue to finance the Medica
Cent er expansi on project.

Enpl oyee Bonus Pl an: The Medical Center’s budget for fiscal year
2002 presuned a conpensation adjustnment to base salary of 4%
payabl e in January of 2002. This schedul ed sal ary adj ustnment was
deferred because the Medical Center’s operating margin was
insufficient to acconmpdate the salary adjustnent. The Medica
Center last granted a salary adjustnment in January of 2001. A
salary adjustnment to base salary is desirable if we are to
retain our exceptional enployees and to recruit equally

conpet ent repl acenment staff. However, an adjustnent to base
salary wll exacerbate the financial problens for Fiscal 2003.
In Fiscal 2003, our revenues are projected to be essentially
flat as conpared to FY02 and our expenditures are expected to
increase 2.5% It is proposed that Medical Center enpl oyees be
granted a one-tine bonus equal to a m ninum of 2.5% of base pay,
to be paid in August of 2002. The bonus woul d be paid to

per manent and fl ex enpl oyees who were rated “comendabl e” or
above on the | ast performance appraisal rating and who had

conpl eted their probationary period. (Excludes house-staff, who
will receive a stipend increase of 4% effective July 1,2002.)

ACTI ON REQUI RED:  Approval of the Medical Center QOperating
Board, the Finance Commttee and the Board of Visitors of the
2003 operating budget for the Medical Center; approval by the
Medi cal Center QOperating Board and the Board of Visitors of a
bonus equal to a mninmum of 2.5% of base pay for eligible
Medi cal Center enpl oyees.




RECOMVENDATI ON_ REGARDI NG FI SCAL YEAR 2003 MEDI CAL CENTER
OPERATI NG BUDGET AND APPROVAL OF MEDI CAL CENTER EMPLOYEE BONUS
PLAN

WHEREAS, the Medical Center Operating Board has reviewed the
Fi scal Year 2003 Medi cal Center operating budget; and

WHEREAS, the Medical Center Operating Board reconmends to the
Finance Commttee and the Board of Visitors approval of the
Fi scal Year 2003 Medical Center operating budget; and

WHEREAS, Section 2.2-2905 of the Code of Virginia authorizes the
Board of Visitors to establish conpensation plans for enpl oyees
of the Medical Center; and

WHEREAS, the Medical Center proposes to pay an enpl oyee bonus
equal to a mnimm of 2.5% of base salary for eligible
enpl oyees; and

RESCLVED that the Fiscal Year 2003 Medical Center operating
budget as reconmended by the Medical Center Operating Board, is
approved;

RESCLVED FURTHER t hat the paynent in August, 2002, of a one-tine
bonus equal to a mninmmof 2.5% of base salary for eligible
Medi cal Center enployees is approved; the exact paynent is to be
determ ned by the Vice President and Chief Executive Oficer of
the Medical Center, with the concurrence of the Chair of the
Medi cal Center Operating Board and the Executive Vice President
and Chief Operating Oficer of the University.




Schedul e A
Uni versity of Virginia Medical Center
Non- Recurri ng Revenue

(in mllions)
Proj ect ed Budget ed
FY ' 02 FY ‘03
| C Days in DSH Settl enents 8.8
Medi care Cost Report Refill ngs— 4.5
O G Investigation — fiscal years 1997-1999
Pharmacy Rebilling Project 2.0
Medi care Reserve for MSP issue 0.7
Tot al 14.0 2.0
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UNI VERSI TY OF VIRG NI A
FI SCAL | MPACT STATEMENT

PRQJECT/ PROPOSED BOARD OF VI SI TORS ACTI ON: Approve a bonus plan
for Medical Center enpl oyees.

DESCRI PTI ON:  Section 2.2-2905 of the Code of Virginia

aut hori zes the Board of Visitors to establish conpetitive
conpensati on plans for enpl oyees of the University of Virginia
Medi cal Center. It is proposed that Medical Center enployees be
granted a one-tine bonus equal to a mninumof 2.5 percent of
base pay.

FI SCAL | MPACT: The estimated fiscal inpact of providing a one-
time 2.5 percent bonus for current enployees in Fiscal Year
2002-2003 is $4,565,339. This figure is calculated as foll ows:

Costs 2.5% Bonus Costs, Payout August 23, 2002

2. 5% of Tot al
Base | ncrenent al

Categories of Eligibility Sal ari es FI CA Cost
Staff Sal aries 4,070, 791 305, 309| 4, 376, 100
Managenent Sal ari es 417,911 31, 343 449, 254

Total Eligible Salaries "~ % 4,488, 701| 336, 653| 4, 825, 354

Less: Probationary Enployees | (197, 345)| (14,801)| (212, 146)
Less: Needs | nprovenent (44,529)| (3, 340) (47, 869)

Total Cost |ess Probationary,
Needs | nprovenent, \Wage and
Resi dent s $4, 246, 827| $318, 512| $4, 565, 339

Total Enpl oyees: 4,272
1 - Excludes Wage enpl oyees and Residents

CONCLUSI O\ The Bonus Plan is an essential strategy in |ieu of
a salary increase to retain enployees. The Board of Visitors
shoul d approve the Bonus Plan for Medical Center enployees.

RECOMVEND APPROVAL OF BOARD ACTI ON

g s

Leonard W Sandri dge
May 31, 2002
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UNI VERSI TY OF VIRG NI A
BOARD COF VI SI TORS AGENDA | TEM SUMVARY

BOARD MEETI NG May 31, 2002

COW TTEE: Medi cal Center QOperating Board

ACGENDA | TEM I.B. Changes in Medical Center Retirenent
Benefits

BACKGROUND:

DISCUSSION: In an effort to better nanage its operating costs,
the Medical Center is proposing to make changes to the Medica
Center’s retirenment plan. These changes are recommended because
managenent has determ ned that the present |evel of benefits is
nore generous than the benefits of hospitals with which the

Medi cal Center conpetes for staff. These changes will not

af fect existing enpl oyees and are not expected to be detrinental
to recruitnment efforts of the Medical Center.

Specifically, the Medical Center proposes the follow ng
changes:

CURRENT PROPOSED
Retirenment Pl an Retirenment Pl an
8% enpl oyer contribution 4% enpl oyer contri bution

with no required enpl oyee
contributions

Mat chi ng Contri bution Pl an Mat chi ng Contri bution Pl an

Enpl oyer provi des 50% mat ch Enpl oyer provi des 50% mat ch

on enpl oyee contri butions on 403(b) contributions of

to 403(b) to a maxi num up to 4% of pay

of $480 per year

1 year vesting schedul e 2 year vesting schedul e

for enpl oyer contributions for enployer contributions
The anobunt and timng of savings will be dependent upon the

Medi cal Center enpl oyee turnover rates.

13



ACTI ON REQUI RED: Approval by the Medical Center Operating
Board and by the Board of Visitors

APPROVAL OF CHANGES TO MEDI CAL CENTER RETI REMENT BENEFI TS

WHEREAS, the Medical Center desires to anmend the Medica
Center’s retirement plan benefits on a prospective basis; and

VWHEREAS, the Medical Center Operating Board after carefu
review believes it is in the best interest of the Medical Center
to amend the retirenment plan benefits;

RESCLVED t hat the Medical Center is authorized to anend the
retirenment plan benefits to provide for (i) a 4% enpl oyer
contribution, (ii) an enployer matching contribution of 50% on
403(b) contributions of up to 4% of pay and (iii) a vesting
period of two years for a the enployer contributions; and

RESOLVED FURTHER t hat such anendnent shall becone effective
no earlier than Cctober 1, 2002, and shall apply to Medica
Center enployees hired on or after such effective date; and

RESOLVED FURTHER t hat the Vice President and Chief
Executive Oficer of the Medical Center, wth the concurrence of
the Chair of the Medical Center Operating Board and the
Executive Vice President and Chief Operating Oficer of the
Uni versity, and in consultation wth the General Counsel, is
aut hori zed to execute appropriate anendnents and ot her | egal
docunents to effectuate these changes to the Medical Center
retirement plan.

14




UNI VERSI TY OF VIRG NI A
FI SCAL | MPACT STATEMENT

PRQJECT/ PROPOSED BOARD OF VI SI TORS ACTI ON: Revi se the Medica
Center Retirement Plan to create a new contribution fornmula for
new enpl oyees.

DESCRI PTION: I n 1996 the Medical Center was authorized via an
anmendnent to the Code of Virginia to establish a Medical Center
Retirement Plan as an option to the defined benefit plan offered
by the Virginia Retirenent System A defined contribution
retirement plan was approved by the Board of Visitors with a
contribution rate of 8% of base salary. It was created to all ow
the Medical Center to offer a plan that was conpetitive with the
Heal t hcare Industry. The Medical Center was al so required by the
Commonweal th of Virginia to provide a 50% match of enpl oyee
contributions to a maxi num of $480 per year to enpl oyees who
participate in a 403(b) or a 457 plan. A recent survey of
heal t hcare retirenment plans reveal ed the Medi cal Center
Retirement Plan contribution rate to be on the high end when
conpared to the retirenent plans reviewed. The Medical Center
can alter its contribution rate of 8% for “new enployees with
mnimal inpact its recruiting capabilities. The new
contribution rate for the Medical Center Retirenent Plan is
proposed as 4% of base salary plus a match of 50% on the

enpl oyees’ 403(b) contributions of up to 4% of pay.

Additionally, the vesting schedule would nove from1l to 2 years.
New enpl oyees woul d be 100% vested when they have conpleted two
years of service.

FI SCAL | MPACT: The annual cost saving per new enpl oyee is
approxi mately $1, 305 based on the proposed changes.

In the nost recent twelve nonths of conplete data, the Medica
Center hired 717 new people. Had this plan been in place during
that time, the foll ow ng savings woul d have been realized:

Change in Medical Center
Contribution Plan $981, 536

Change in Matching Contribution
Pl an (assum ng increase in
participation from10%to 30% ($114, 590)

Change in vesting policy from
one to two years $68, 448

Cal cul ated Net Savi ngs using new
plan criteria $935, 394

15



Goi ng forward, the new plan should provide simlar substantia
savi ngs on an annual basis for the Medical Center with no
detrinmental inpact or offset related to increased hiring costs.
Mor eover, these savings will accunul ate over tine as new

enpl oyees are added and turnover occurs with enpl oyees hired
under the current (higher) retirement plan.

CONCLUSI O\ Re-designing the Medical Center Retirenent Plan to
provi de for a reduced contribution rate for new enpl oyees can
result in significant savings for the Medical Center with

m nimal inpact on the recruitnent or retention of enployees.
The Board of Visitors should approve the re-design of the

Medi cal Center Retirenent Plan.

RECOMVEND APPROVAL OF BOARD ACTI ON

g s

Leonard W Sandri dge
May 31, 2002
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UNI VERSI TY OF VIRG NI A
BOARD OF VI SI TORS AGENDA | TEM SUMVARY

BOARD MEETI NG May 31, 2002

COW TTEE: Medi cal Center Operating Board
AGENDA | TEM I[1.A Vice President Remarks
ACTI ON REQUI RED: None

DI SCUSSI ON:  The Vice President and Chief Executive Oficer of

t he Medical Center will informthe Medical Center Operating
Board of recent events that do not require formal action, but of
which it should be nade aware.
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UNI VERSI TY OF VIRG NI A
BOARD OF VI SI TORS AGENDA | TEM SUMVARY

BOARD MEETI NG May 31, 2002

COW TTEE: Medi cal Center QOperating Board
ACGENDA | TEM I1.B. Finance and Operations
ACTI ON REQUI RED: None

BACKGROUND: The Medi cal Center prepares a financial and
operations report and reviews it with the Vice President
and Chi ef Executive Oficer before subnmitting the report to
t he Medi cal Center Operating Board.

DI SCUSSI ON:

FI NANCE

Al though March is the strongest nonth financially this
fiscal year, overall fiscal year 2002 continues to be bel ow
expectations. In general, inpatient volune is bel ow budget
and | abor cost is above budget.

The maj or determ nant of total operating revenue is
patient discharges. Through nine nonths of fiscal year
2002, discharges are bel ow budget by 1,177, which is 5.5
percent. Had di scharges been equal to budget, operating
revenue woul d have been approxi mately $17, 000, 000 hi gher.
Several services are bel ow budget such as neurosurgery,

i npatient surgery, and obstetrics. Qutpatient volune such
as sane day patients and outpatient visits, are above
budget but not enough to offset the drop in net revenue
from | ower discharges.

Total operating revenue for fiscal year 2002 is 1.3
percent above budget and 10.5 percent above prior year.
The increase in revenue over prior year is partly the
result of the conversion of the outpatient clinics to
provi der - based clinics which occurred August 1, 2000. In
addition, gross charges for the Medical Center increased an
average of 15.0 percent on July 1, 2001.

18



Total operating expenses for fiscal year 2002 are 2.3
percent above the $429.4 mllion budget and 11.1 percent
over prior year expenses. Salaries and wages and supplies
are higher than both budget and prior year.

The nunber of full-tinme equival ent enpl oyees (FTES) is
161 above budget and 422 above prior year. The increase in
FTEs over prior year is the result of University and HSF
enpl oyees transferring to the Medical Center’s payrol
(190), successful efforts to increase FTEs to permt the
openi ng of nore beds (191), and new progranms (41). Hospital
and clinic FTEs are:

FY 2001 FY 2002 2002 Budget

Hospital FTEs 4. 559 4. 861 4,726
Cinic FTEs 343 463 437
Tot al 4,902 5, 324 5,163

Annual i zed
Sal ary and Wage $39, 816 $42, 343 $41, 830
Cost per FTE

Pl ans have been prepared and approved which will | ower
expenses in the remaining nonths of the fiscal year. The
maj or conponent of the plan is to reduce hiring and limt
di scretionary spending. Also, the pay for perfornance
sal ary increase scheduled to occur in January was del ayed.
The organi zation is clearly focused on the requirenent to
reduce expenses.

The operating margin for fiscal year 2002 is 0.6
percent, which is bel ow both the budgeted nargin of 1.6
percent and the prior year’s 1.2 percent margin. If we
consi der the inpact of non-recurring contractua
adj ustnents, the operating margin is 1.7 percent, which is
bel ow both the budgeted nmargin of 5.1 percent and the prior
year’s 2.9 percent nargin.

OPERATI ONS

In the nonth of March, the Medical Center continued
the trends fromthe previous nonths in that discharges were
1,177 bel ow budget, but short stay/post procedure days were
1, 783 above budget. By June, the Medical Center will begin
piloting a 6-bed short stay unit on 8 West to allow the
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Medi cal Center to better align the resources required to
care for short stay patients. The Medical Center wll
continue efforts to reduce the operating costs.
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Uni versity of Virginia Medical

| ncone St at enent
(Dollars in MI1ions)

Cent er

Mbst Recent Three Fiscal Years Budgeted
Descri ption March 00 March 01 March 02 March 02
Net patient revenue $345.1 $390. 9 $433. 7 $426. 8
O her revenue 7.7 9.2 8.4 9.7
Total operating revenue $352. 8 $400. 1 $442. 1 $436.5
Operati ng expenses 314.1 367.1 410. 4 399.6
Depr eci ati on 22.8 24.6 25.4 26.3
I nterest expense 3.7 3.6 3.5 3.5
Tot al operating expenses $340. 6 $395. 3 $439. 3 $429. 4
Operating i ncome (Il oss) 12.2 4.8 2.8 7.1
Nonrecurring contractual adjust. 2.5 7.2 50 15.9
Operating inc after nonrecurring adj. $14.7 $12.0 $7=8 $23.0
Non- operating income (| oss) 4.4 7.0 (2.8) 6.9
Net income (Il oss) $19.1 $19.0 $5.0 $29.9
Debt princi pal $2.9 $3.2 $3.3 $3.3
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University of Virginia Medical Center
Bal ance Sheet
(Dollars in MIIions)
Description 3/31/00 3/31/01 3/31/02
Asset s
Operating cash and investnents $87. 2 $35.3 $13. 4
Pati ent accounts receivabl es 50. 4 69.0 80.8
O her current assets 21.9 32.6 52. 4
Property, plant and equi pnent 215.8 228.6 228.1
Depreci ati on reserve investnments 157.7 175.2 187.6
O her assets 16. 6 19.0 11.9
Total Assets $549. 6 $559. 7 $574. 2
Liabilities
Current portion |ong-term debt $3.8 $4.1 $4.2
Accounts payable & other Iliab 48.5 33.6 39.2
Long-t erm debt 97.4 93.1 88.7
Accrued | eave and other LT liab 12.2 16.0 18.3
Total Liabilities $161.9 $146. 8 $150. 4
Fund Bal ance $387. 7 $412.9 $423. 8
Total Liabilities & Fund Bal ance $549. 6 $559. 7 $574. 2
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Uni versity of Virginia Medical Center
Fi nanci al Ratios

Most Recent Three Fiscal Years Budgeted

Description Mar ch 00 March 01 March 02 March 02

Operating margin (% 3.5% 1.2% 0.6% 1. 69
Qperating margin w nonrecurring adj (% 4. 1% 2.9% 1.7% 5. 19
Total margin (% 5.3% 4. 6% 1. 1% 6. 59
Current ratio (x) 3.0 3.6 3.4 4.0
Days cash on hand (days) 216.6 159. 8 137.0 190.0
Gross accounts receivabl e (days) 69. 3 78. 4 71.7 80.0
Aver age paynent period (days) 45. 3 27.9 28.7 30.6
Annual debt service coverage (x) 7.0 7.0 5.0 8.8
Debt-to-capitalization (% 20. 1% 18. 4% 17. 3% 20. 09
Capital expense (9 7.8% 7.1% 6. 6% 6. 99
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Uni versity of Virginia Medical

Operating Statistics

Cent er

Mbst Recent Three Fiscal Years Budget ed
Descri ption March 00 March 01 March 02 March 02
Di schar ges 21,101 20, 708 20, 095 21,272
Pati ent days 111,246 112,836 112,583 117, 679
SS/ PP Days 3,136 3,728 5, 500 3,717
Average | ength of stay 5.3 5.5 5.6 5.5
Cinic visits 373,637 385,348 392,558 382, 213
ER visits 42,575 42,571 43,878 42,722
Medi care case m x index 1.7911 1.9051 1. 8964 1.8731
Utilization by Payor C ass
Medi care % 38.3% 38. 8% 39. 2% 36. 99
Medi cai d % 12. 0% 12. 5% 11. 3% 10. 8%
Bl ue Cross % 16. 2% 16. 0% 17. 6% 13. 3%
Managed care % 13. 0% 12. 8% 12. 2% 11. 79
Sel f-pay, Commercial & other % 20.6% 19. 9% 19. 6% 27. 3%
Tot al 100% 100% 100% 100%
FTE s 4,413 4,902 5,324 5, 163
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UNI VERSI TY OF VIRG NI A
BOARD OF VI SI TORS AGENDA | TEM SUMVARY

BOARD MEETI NG May 31, 2002

COW TTEE: Medi cal Center Operating Board
ACGENDA | TEM I1.C. Capital Projects Reports

ACTI ON REQUI RED: None

DI SCUSSI ON: The Medical Center is constantly inproving

and renovating its facilities. W wll provide a status
report of these capital projects at each MCOB neeting. CQur
current report is set forth in the attached table.
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ATTACHVENT

The University of Virginia Medical Center
Capital Projects Report
Proj ected
Fundi ng Conpl eti on
Scope Budget Sour ce Dat e
PRE- CONSTRUCT! ON
Hospi tal Expansi on
Proj ect - hori zont al
expansi on of
Uni versity Hospital
and renovati on of
entire second floor
t o accommodat e
conpl ete rebuil ding
and expansion of the |$58 M Bonds Sept ' 05
Peri operative
Servi ces and Heart
Center. Additional
renovati ons and
expansi on for
I nt erventi onal
Radi ol ogy and
Clinical Laboratory
Breast Care Center-
renovate 7,200 sq. Medi ca
ft. for a new Breast Cent er
Care Center that $1.4 M | Annual April' 03
conbi nes breast Capi t al
i magi ng and breast Budget
cancer therapy
Cancer Center- .
I nfusi on Center - Medi cal
expand exi sting Gent er
: $1.25 M| Annual Mar ch' 03
out pati ent cancer .
center clinic and Capi t al
. : Budget
I nfusion center.
UNDER CONSTRUCTI ON
Crltlcal Care Unit Vedi ca
Expansi on -
additional 9 beds to Cent er .
the M CU, TCV- PO and $3.25 M Annual Mar ch' 03
. . : Capi t al
STICU in University Budget
Hospi t al
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