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The Statement of Operations shows total revenues over expense of
$18,002,925 or $13,401,818 over the budgeted level. Of this
variance, $10,622,000 reflects net revenues from operations and
$2,780,000 is related to non-operating income.

Mr. Fearing stated that patient care charges were 2.6% above
budgeted levels at $155,624,233 for the fiscal year through
April 30, 1985. Routine revenue is 8.1% below bUdget reflecting
the overall patient day variance, and ancillary revenue is 8.7%
above budget continuing to reflect high utilization levels.

Operating expenditures were under budget in almost all
categories with the largest favorable variance in personnel
costs. Drugs, and Blood and Blood Derivatives show an
unfavorable variance due to the higher than anticipated
utilization levels.

The balance in patient accounts receivable for April totaled
$47,170,946 representing 87.4 days of revenue outstanding, which
is a decline in the number of days of revenue in accounts
receivable from March by 5.2 days. Mr. Fearing explained that
this is primarily due to increased payments by Medicare and
commercial payors.

UMHC PARKING RAMP
STATUS REPORT
(INFORMATION):

1985-86 OPERATING
BUDGET
(INFORMATION):

Regarding the Cash Flow Statement, Mr. Fearing stated that total
operating cash available of $12,317,826, plus transfers to the
renewal project of $3,333,333, plus transfers to debt retirement
of $2,666,667, plus transfers to plant of $1,214,376, equals
cash generated from operations of $19,532,202.

Mr. Fearing reported that agreement has been reached with all
three of the private property owners and they have been sent
purchase contracts. A fourth property owner has also decided to
sell because hers would have been the only private residence
left on the block. The Parking Ramp project will be presented
to the Regents at their June meeting.

Mr. Schwartz gave an overhead presentation further illustrating
budget data provided in previous Finance Committee meetings.
Graphs were projected showing variances over the last four
fiscal periods vs the projected budget year relating to patient,
full time equivalent, and financial data. Mr. Schwartz
explained that in view of this data, two rate increases are
being considered; a 4.9% increase or a 2.9% increase. Mr.
Fearing noted that the difference between a 4.9% and a 2.9%
increase would result in a net change in the bottom line of
$482,800.
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A discussion followed concerning the advantages/disadvantages of
both rate changes as they would affect competition, management
flexibility, future rate increases, etc.

Further information on the Hospital Budget will be presented to
the Board of Governors at their upcoming meeting. No action was
taken on a selection of either of the rate increases, but
endorsement of the Hospital budget and rate increase will be
sought at the June Finance Committee meeting and for approval by
the full Board of Governors.

CLINICAL PROGRAM
DEVELOPMENT FUND
(ENDORSEMENT) :

Mr. Hart stated that initial recommendations are ready to be
made for use of the Clinical Program Development Fund. He
explained that a total of 26 proposals were received, presented
and reviewed by a medical staff advisory committee chaired by
Dr. Chou. Nineteen projects were selected to receive a total
funding of $779,000. Mr. Hart gave descriptions of several
projects representative of meeting the criteria established by
the Committee.

1985-86
CAPITAL BUDGET
(INFORMATION):

ADJOURNMENT:

In response to a question by Mr. Latz, Mr. Hart explained that
the initial funding for the Clinical Program Development Fund
came from Hospital reserves, and that in the future this fund
may be replenished by the successful funded programs.

Mr. Hart introduced the capital equipment budget for 1985-86 and
reviewed a schedule showing capital expenditures for 1984 and
1985, and planned capital expenditures for the fiscal years
through 1990. Mr. Hart stated that most important to note for
FY 1986 are net capital expenditures of $5,667,000 and
$2,000,000 for Heart Cath replacements. This total of
$7,667,000 has been built into the Hospitals' cash requirements
for 1985-86. Money for other projects listed under category II
on the schedule will come from Hospital reserves. Projects with
costs exceeding $600,000 will be brought back for specific
approval by this Committee and the Planning and Development
Committee. 1985-86 capital budget information will be presented
to the full Board of Governors at their upcoming meeting.

There being no further business, the joint meeting of the
Finance Committee and Planning and Development Committee was
adjourned at 11:45 a.m.

Res.,pe.. cc.'tTtf.U71~1~.mi~,
~.~.- ?~

~al'le E. Mo ris
Recording Secretary
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420 Delaware Street S.E.
Minneapolis, Minnesota 55455

June 26, 1985

TO:

FROM:

SUBJECT:

Board of Governors Finance Committee

Clifford P. Fearing
Senior Associate Director

Report of Operations for the Period July 1, 1984
through May 31, 1985.

56.

The operations of the Hospital through the month of May continue
to reflect the relationships and trends in evidence through
April. Inpatient census levels remain below seasonal projections
while our outpatient census is slightly over budget. The impact
of our lower inpatient census has been offset by higher than
anticipated ancillary service utilization together with overall
expenditure levels that are below budget. To highlight our
position:

Inpatient Census: Admissions for the month of May totaled 1,443,
or 211 below projected admissions of 1,654. Patient days for May
totaled 12,390 and were 2,678 days below projections. The
patient day variance for the month continues to be from the
combined effect of lower admission levels and a shorter overall
length of stay.

May's census activity changed our admissions variance from 1,105
(6.8%) below budget at the end of April to 1,316 (7.3%) below
budget as of the end of May. The patient day variance changed
from 17,705 days (11.9%) below budget at the end of April to
20,383 days (12.5%) below budget at the end of May.

To recap our year-to-date inpatient census:

1983-84 1984-85 1984-85 %
Actual Budget Actual Variance Variance

Admissions 18,219 17,955 16,639 <1,316> <7.3>
Avg. Lgth. of Stay 9. 1 9. 1 8.6 <0.5> <5.5>
Patient Days 166,897 163,682 143,299 <20,383> <12.5>
Percent Occupancy 67.5 71.2 64.8 <6.4> <9.0>, Avg. Daily Census 496.7 488.6 427.8 <60.8> <12.4>
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Outpatient Census: Clinic visits for the month of May totaled
20,084 or 2,288 (12.9%) above projected visits of 17,796. Our
year-to-date clinic census through May totals 191,959 visits and
represents a favorable variance of 2,777 visits (1.5%) above
projected levels.

Financial Operations: The Hospitals' Statement of Operations
shows total revenues over expense of $19,512,638, a favorable
variance of $14,506,332. The overall variance reflects both a
favorable variance in net revenues from operations of $11,350,776
and a favorable variance in non-operating revenues of $3,155,556.

Patient care charges through May totaled $171,420,774 and are
$4,203,188 (2.5%) above budgeted levels. Routine revenue is 8.6%
below budget and continues to reflect the overall patient day
variance. Ancillary revenue however, is 8.9% above budget and
continues to reflect utilization levels per patient that are
higher than anticipated.

Operating expenditures through May totaled $150,404,500 and are
$3,993,943 (2.6%) below budgeted levels. The overall favorable
variance continues to be reflected in most expense categories
with the largest favorable variance being in personnel costs
(salaries and fringe benefits). Drugs, and Blood and Blood
Derivatives, continue to show unfavorable variances and reflect
higher than anticipated utilization levels.

Accounts Receivable: The balance in patient accounts receivable
as of May 31, 1985 totaled $46,370,277 and represents 87.7 days
of revenue outstanding. The number of days of revenue in
accounts receivable increased in May by 0.3 days.

Conclusion: As of the end of May, the Hospitals' overall
financial position remains positive and above budgeted levels.
We continue to monitor our demand for service and make those
operational changes that are appropriate.

/jem
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UNIVERSITY OF MINNESOTA HOSPITALS & CLINICS

STATEMENT OF OPERATIONS

FOR THE PERIOD JULY I, 1984 TO MAY 31, 1985

Variance
Over/-Under

Budgeted Actual Budget Variance %
---------- ------- ----------- --------

Gross Patient Charges $167,217,586 $171,420,774 $4,203,188 2.5%

Deductions from Charges 27,779,603 24,535,473 -3,244,130 -11.7

Other Operating Revenue 3,142,880 3,052,395 -90,485 -2.9
-------- --------- -------

Total Revenue from Operations $142,580,863 $149,937,696 $7,356,833 5.2%

Expenditures
Salaries $73,517,064 $70,977 ,951 $ -2,539,113 -3.5%
Fringe Benefits 14,970,852 12,594,429 -2,376,423 -15.9
Contract Compensation 7,774,199 7,725,478 -48,722 -0.6
Medical Supplies, Drugs, Blood 22,977,000 24,288,105 1,311,123 5.7
Campus Administration Expense 5,180,105 5,180,105 0
Depreciation 6,221,262 6,262,947 41,685 0.7
General Supplies & Expense 23,757,986 23,375,510 -382,476 -1.6

---------- ----------- ---------
Total Expenditures $154,398,468 $150,404,525 $-3,993,927 -2.6%

----------- ----------- --------
Net Revenue from Operations $-11,817,605 $-466,829 $11,350,760

Non-Operating Revenue
Appropriations $11,969,779 $11,875,218 $-94,561 -0.8%
Interest Income on Reserves 2,773,619 5,979,558 $3,205,939
Shared Service 373,365 411,956 38,591 10.3
Investment Income on Trustee

Held Auets 1,707,123 1,712,710 5,587 0.3
---------- ---------- ---------

Total Non-operating Revenue $16,823,886 $19,979,442 $3,155,556 18.8%
---------- --------- --------

Revenue Over / -Under Expenses $5,006,282 $19,512,614 $14,506,332 (1)........~. ........... ...••.....

(1) Variance equals 10.2% of total budgeted revenue.
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UNIVERSITY OF MINNESOTA University Hospitals and Clinics
TWIN CITIES 420 Delaware Street S.E.

Minneapolis, Minnesota 55455

June 21, 1985

TO:

FROM:

SUBJECT:

Members, Finance Committee
Members, Board of Governor: ~;~~;</~~r

C. Edward Schwartz / ~;:/P~
Hospital Director

1985-86 Capital Expenditure Budget.

The recommended capital expenditure budget for 1985-86 is $10,681,000.
Included in this budget are $5,667,000 in replacement equipment and minor
remodeling projects with purchase costs of less than $600,000; $2,314,000
in special remodeling projects and $2,700,000 for replacing and enhancing
our Heart Catheterization equipment.

We are proposing that $3,014,000 of the 1985-86 expenditures be purchased
from prior years funded depreciation and that $7,667,000 be funded through
1985-86 depreciation of $7,422,400 and $244,600 from other 1985-86 cash
flows. The $3,014,000 represents special remodeling projects of $2,314,000
and $700,000 for Health Catheterization equipment enhancements.

The attached schedule represents a two year historical overview of capital
expenditures, the budget year proposal and four future year projections of
capital requirements.

Consistent with the Board's policy on capital expenditures, by approving
this budget you are approving our 1985-86 budget only. Projects involving
expenditures in excess of $600,000 will be brought back for specific
project approval during the fiscal year.

The capital expenditure budget as recommended was endorsed by the Planning
and Development Committee at their June 12th meeting. We would request
Finance Committee endorsement and Board of Governors approval of the
capital budget on June 26th, and will be happy to respond to any questions
you may have at that time.

/jem

attachment
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UNIVERSITY OF MINNESOTA HOSPITALS &CLINICS
LONG-RANGE FINANCIAL PLAN

CAPITAL EXPENDITURE TIMING REPORT

~ 1985 ~ 1987 1988 1989 1990 TOTAL

I. CAPITAL EXPENDITURES

Equipment $ 4.548.000 $ 4.697.000 $ 5.514.890 $ 3~698.504 $ 6.306.953 $ 6.892.493 $ 8.225.247 $39.883.087
Remodel ing 398.000 406.000 152.110 410.000 410.000 410.000 410.000 2.596.nO

NET CAPITAL lXPENDITURES S 4.946.000 $ 5.103.000 n:66f.000 S 4.108.504 n-;1T6.95J S 7.302.493 ~~ T42,479.197

II. MAJOR CAPITAL EXPENDITURES

REMODELING

Unit BC Expansion(Shell Space) $ 161.000 $ 0 $ 539,000 $ 0 $ 0 $ 0 $ 0 $ 700.000
Lipic Clinic Purchase 0 0 350,000 0 0 0 0 350.000
MR I - RemodeIfng 75.000 1.005.000 0 0 0 0 0 1.080.000
Mayo Remodeling (General) 0 0 0 0 1.000,000 1,000,000 1.000.000 3.000.000
Mayo Remodeling IObstetrics) 0 0 0 1,000,000 1,000.000 0 0 2,000.000
Mayo Remodeling Equipment) 0 0 0 250,000 250.000 0 0 500.000
Epilepsy Remodeling 0 0 600,000 600.000 0 0 0 1.200,000
CRC Remodelfng 0 0 325,000 0 0 0 0 325.000
Lithotripter Remodeling 0 300.000 0 0 0 0 0 300.000
Unit J Program Additions 0 0 500,000 0 0 0 0 500,000

SUBTOTAL S 236.000 S 1.305.000 S 2,314.000 S 1,850.000 S 2.250,000 S 1,000,000 S 1.000.000 S 9,955.000

EQUIPMENT

Linear Accelerator $ 0 $ 608.125 $ 0 $ 0 $ 0 $ 0 $ 0 $ 608,125
Heart Cath Enhancements 0 0 700.000 0 0 0 0 700.000
Heart Cath Replacements 0 0 2,000.000 0 0 0 0 2.000.000
Dia9nostic Radiology - MRI 1.886.000 0 0 0 0 0 0 1,886.000
Lithotripter (Equipment) 0 1.500.000 0 0 0 0 0 1.500.000
Data Processing A9F Computer 0 2.331.225 0 0 0 0 0 2.331.225

SUBTOTAL S 1.886.000 S 4.439.350 S 2.700.000 S 0 S 0 S 0 S 0 S 9,025,350

TOTAL MAJOR CAPITAL EXPENDITURES $ 2.122.000 $ 5.744.350 $ 5.014.000 $ 1.850.000 $ 2.250.000 $ 1.000.000 $ 1.000.000 $ 13.980.350
GRAND TOTAL $ 7,068.000 $10,847.350 $10.681.000 $ 5.958.504 $ 8.966,953 $ 8.302.493 $ 9.635.247 $ 61.459.547

==.a~ca ••z •• z:_=_=aa===_ =========== =:z======= ==*II:=====:S .we:======= ====llIc====a •••••==::.===



!, I UNIVERSITY OF MINNESOTA University Hospitals and Clinics
". TWIN CITIES 420 Delaware Street S.E.

Minneapolis. Minnesota 55455

June 20, 1985

TO:

FROM:

SUBJECT:

Members, Finance Committee
Members, Board of Governors

/' 4'~?'.·-K~4/~C. Ed war d Schwar t z ~ ~~~~? "', .. J
Hospital Director

1985-86 Compensation Plan

The Hospitals' Personnel Policies and Procedures require that the
Board of Governors approve the employee compensation plan on an
annual basis. We are recommending a compensation plan for 1985­
86 which has three major components.

The primary component of the recommended plan involves a 3%
across-the-board increase in salary ranges and individual
salaries. This component will be implemented with an effective
date of July 1, 1985. The 3% increase will apply to employees in
Hospital-dominated classifications. Employees in University­
dominated classifications will receive increases when the
University-wide pay plan is known; it is likely to be several
weeks or even months before this information is available.

The 3% increase is within the parameters incorporated within the
budget which the Board has considered. The pay plan projected in
the budget included a 3.75% increase. At this point we are
recommending that the remaining .75% be "reserved" for possible
allocation later in the year. We will bring a fOllow-up
recommendation to the Board if it seems appropriate that the .75%
be incorporated as part of the Hospitals' compensation plan. A
recommendation in this regard is anticipated in approximately
November, 1985.

The second component of the recommended pay plan relates to our
Registered Nurse staff, and includes actions intended to bring
our nursing compensation plan into a more comparable position
with the community. The community plan calls for "progression"
increases; that is, salary increases within the salary range
based on seniority accrual. We are recommending that similar
progression increases be implemented for our Staff Nurses. These
progression increases have been included in our budget planning.
It should be noted that in addition to the progression increases
the Staff Nurses will be receiving the same 3% increase as other

61.
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employees. The local MNA contract included a 4% increase
effective June 1, 1985. Our Staff Nurse salary range, as a
result, is 1% behind the community RN salary range. We believe
that this situation is a manageable one, at least on a temporary
basis. Dependent (in part) upon the outcome of comparable worth
implementation, as well as continued internal evaluation, we may
be back to the Board with further recommendations in this area.

The third component of the plan relates to comparable worth. The
Board of Re~ents will not be acting on comparable worth
recommendatlons from University central administration until
later this year. In light of this fact, and in light of the
Board of Governors prior resolution regarding continuing
comparable worth assessment, we would recommend that Board of
Governors action on a comparable worth compensation plan for
1985-86 also be timed for later this year. With that timeframe
in mind~ we will continue to communicate with the appropriate
University officers and bring a specific recommendation forward
later in the year. Funding for comparable worth increases
consistent with the direction approved by the Board of Governors
earlier this year continues to be part of the planned budget.

We will be happy to provide additional details or answer any
questions you may have at the June 26 meetings.

/kj
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UNIVERSITY OF MINNESOTA University Hospitals and Clinics
'. TWIN CITIES 420 Delaware Street S.E.

Minneapolis, Minnesota 55455

June 20, 1985

TO:

FROM:

SUBJECT:

Members, Finance Committee
Members, Board of Governors

C. Edward Schwartz 1C:~<~i-/"$7/~/~~;~-<';-&-£)
Hospital Director

Hospital Personnel Policies

We have recently conducted a review of the Hospitals' Personnel Policies,
consistent with the requirement in those policies for annual review. We have
two recommendations for additions, both of which were recommended by the
Employee Advisory Committee.

The first recommended change is to Policy 5: Probationary Period and
Orientation. This recommendation involves the addition of a "mid-term"
evaluation of new employees during their probationary period. The objective
of this addition is to provide improved feedback to staff regarding their
performance in the initial stage of their employment. This is largely
consistent with current practice. The specific language is atttached.

The second recommendation is to add a new section to Policy 10: Hours of Work
and Attendance. This addition is again based on a recommendation from the
Employee Advisory Committee, and reflects current and past practice. It is
felt that our procedure for employee response to severe weather circumstances
will be more broadly communicated through its incorporation in the Personnel
Policy and Procedure manuals. Again, the specific language is attached.

The Personnel policies also require that the Hospital Director report to the
Board of Governors other recommendations which have been received from the
tmployee Advisory Committee. The Employee Advisory Committee has recommended
that the "Hospital Personnel Policies" be referred to as the "Hospital Civil
Service Personnel Policies". The rationale is that there is still some
question in the minds of some employees regarding the relationship between the
Hospital Personnel Policies and the University Civil Service Rules. It is our
belief that such questions are best answered with continuing dialogue with our
employees on the subject of the Hospitals' Personnel system, rather than
through incorporation of the term "Civil Service" into the policies.

We will be happy to answer any questions that you may have on this subject.

/kj

attachments
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RECOMMENDED PERSONNEL POLICY AND PROCEDURE ADDITIONS

Policy 5: Probationary Period and Orientation
Section 3

Mid-Term Probationary Evaluation and Probationary Rating

Each employee will receive a mid-term probationary evaluation, to
be completed by the supervisor and dlscussed wlth the employee by
the mld-polnt of the probatlonary perlod.

Policy 10: Hours of Work and Attendance
Section 5

Employee Response to Severe Weather

University Hospitals shall continue to operate through an
offlclally declared Onlverslty of Mlnnesta emergency closing.
AI I employees Wl I I be expected to report for thelr regularly
scheduled Shlfts. Employees who are unable to report tor work
because of the severe weather wli I not be requlred to make up the
tlme and wli I not be pald, unless they choose to use accrued
vacatlon or tlmeback.
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UNIVERSITY OF MIIfNFSO'rA OOSPITALS AND CLINICS

BOARD OF GOVERNORS

QUARTERLY REPORT 1'0 mE REGENTS

JUNE 14, 1985

The following pages summarize the activities of the Board of Governors for the

months of March through May, 1985. Four major topics are presented for your

review, including strategic planning, the helicopter program, medical staff

initiatives and comparable worth. A concluding catch all category briefly

reviews three additional topics.

strategic Planning and Marketing

You may have seen the ads for our Hospitals on television over the course of

~ the last ten weeks. The response to those commercials has been very positive.

At the same time, we as a Board like to think of those ads as just one of many

important planning and marketing efforts currently underway. A Strategic

Planning Steering Corrmittee, which reports regularly to the Planning and

Development Corrmittee of the Board, is currently completing assessments of the

Hospitals' internal and external environments. Results of those assessments

are providing the Board of Governors and the Administrative Staff with

detailed data regarding our operations and the patients that we serve. Many

of these results confirm previously less tangible notions about where our

strengths and weaknesses lie. This information will be essential to the

second and upcoming phase of our planning process, major strategy development.
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The Board of Governors have not been considering this planning process to be
.

an achievement of our objectives in and of itself, but, rather, a means to an

end. The advertisements represent one visible outcome. As our planning

process progresses, we look forward to sharing other similar developments with

you.

Helicopter

Toward the end of June, the Hospitals will begin transporting patients via air

ambulance. This represents the product of several efforts over the course of

the past months.

In the fall of 1984 Abbott-Northwestern, St. Paul Ramsey and the University of

Minnesota Hospitals first considered a cooperative venture. By March, 1985

the three had formed Critical Care Services, Inc. for the purpose of acquiring

BioMedical Research Associates.

1985.

That acquisition took place on April 24,

When delivering patients to the University, the helicopter will land on the

top of the East River Road Parking Ramp B. When Unit J is operationalized

next year, the helicopter will be landing on that roof top.

Medical Staff Initiatives

Physicians at the Hospitals recently made a significant change in their

organizational structure. The physicians felt that the development of

contractual relationships for the provision of patient car.e called for an

ability to act quickly and collectively. Consequently, the Chiefs of the
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Clinical Services have incorporated as a group with the primary intent of

bringing together a group of physicians who will be responsible for

representing their respective services in such negotiations. Tne name of the

Chiefs organization is University of Minnesota Clinical Associates, Inc.

Secondly, you may recall that about a year ago the Board of Governors approved

the establishment of a development fund that would award seed money to new

clinical programs that would attract new or incremental patients care volumes

to the Hospitals. A number of proposals were reviewed by a panel of

physicians in much the same way that a NIH grant would be reviewed. At the

May Board of Governors meeting, approval was granted to proceed with

allocations to nineteen physicians or teams of physicians whose proposals had

been recommended.

Job Evaluation and canparable Worth

In April, following a period of thoughtful analysis and consideration, the

Board of Governors approved a comparable worth plan for the Hospitals. That

plan basically commits to pay equity in compensation practices, confirms that

certain adjustments may be necessary based on the findings of the job

evaluation stUdy, endorses a specific five point implementation plan and

instructs Hospital Administration to incorporate the comparable worth plan

into the financial planning process for the next fiscal year.

In recognition of the fluidity of this issue, the Governors included a

statement in the comparable worth resolution instructing Hospital

Administration to continue to provide the Board with information and

~ recommended modifications to the plan, if appropriate, based on Federal or
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state action -, action by the Regents, results of the comparative Hospitall

University job evaluation study or other factors which might arise in the

future.

We will continue to follow the comparable worth issue with a great deal of

interest.

Other

As you may know, the second phase of the refinancing of the 1982 Series Bonds

was executed as planned in April with the issuance of $65 million in variable

rate demand bonds. The project toward which this funding is applied, Unit J,

has become a source of enthusiasm for all of us. The building interior is

beginning to take final form and the plans for moving to the facility are

~ underway.

The Hospitals continue, as we move toward the end of the fiscal year, to

experience lower than anticipated patient volumes. National and regional data

indicate that, in general, fewer patients are being admitted to hospitals.

This trend is particularly evident in the state of Minnesota. OUr Hospitals

have been no exception. Expenditure levels throughout the year have been

closely monitored and the Hospitals' financial position continues to be a

positive one. More detailed information will be provided to you in our budget

presentations at the June and July Regents meetings.

The overall purchasing activities during-the months of February through April,

1985 were slightly elevated due primarily to the acquisition of some computer

, support equipment. The Board of Governors did review and revise three
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~ Purchasing Policies this quarter. These policy changes can be characterized

as being limited in nature, useful to the Hospital staff and in line with

current University policy.

Special Note

The Board of Governors wish to formally congratulate the Regents and Kenneth

H. Keller on the appointment of Dr. Keller as University President. We are

hopeful for an era of prosperity for the University and remain ready and

willing to lend support when needed.

Barbara O'Grady
Chairman, Board of Governors
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UNIVERSITY OF MINNESOTA University Hospitals and Clinics
TWIN CITIES 420 Delaware Street S.E.

Minneapolis, Minnesota 55455

June 21, 1985

TO:

FROM:

SUBJECT:

Members, Finance Committee
Members, Board of Governors

C. Edward Schwartz //~~/~/r
Hospital Director ~---~~/

1985-86 Budget and Rate Increase.

"

,

Over the past two months the Finance Committee and Board of Governors have
reviewed budget materials for fiscal year 1985-86. That review has
included demand assessment, reimbursement projections, manpower and salary
forecasts, other expense projections, non-operating revenue estimates, and
consideration of price increase options. Earlier discussions led to Board
approval of Rate Review submission with a maximum 4.9% rate increase.

We are requesting approval of the Hospitals' budget at the June meetings of
the Finance Committee and full Board. The critical question relates to the
size of the price increase which the Board should authorize. Attached
please find a summary schedule, identifying the 1984-85 projections, the
1985-86 projected bUdget with a 4.9% price increase, and the 1985-86
projected budget with a 2.9% increase. Total cash available from
operations with a 4.9% increase is $18,497,800, while total cash available
from operations with 2.9% increase is $17,575,200.

The attached schedule was developed with the same assumptions that were
used in earlier budget presentations, in terms of demand, reimbursement,
expense levels, etc. The exception here relates to the size and timing of
our legislative appropriation. We had earlier assumed a 5% increase in the
appropriation, with receipt of the funds to be spread throughout the year.
It now appears that there will be 3% increase in the appropriation, with
receipt of the funds in full to occur at the beginning of the fiscal year.
As a result of these changes, total projected non-operating revenue
increases by $179,300 compared to that identified in earlier presentations.

HEALTH SCIENCES



1985-86 Budget/Rate Increase
Page two

It is our assessment that the critical variable to be considered in
recommending a price increase is the marketplace reaction (this presumes,
of course, generation of adequate cash flow under all options). From that
standpoint, there is advantage to a 2.9% increase, compared to 4.9%. That
advantage takes the form of a favorable comparison to general inflation
rates, and a favorable comparison to local hospital price increases. Our
current and new term future negotiations with HMOs will also be assisted by
the lower price increase. Further, there may be public relations value in
the lower price increase, which may also translate into a more favorable
presentation of University Hospitals in the various price comparison
studies being done throughout the community.

The above considerations lead us to a recommended 2.9% price increase for
fiscal year 1985-86. This will, as noted earlier, lead to cash flow from
operations of $17,575,200, a level adequate to meet our debt service
obligations and other capital needs.

We look forward to discussion of this recommendation at the upcoming
meetings.

/jem
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University of Minnesota EbSPita~& Clinics
Summary Statement of Operations and Operating Cash Flow
For Fiscal Years 1984-85 and 1985-86

1984-85
Projection

1985-86
Budget

4.9% Increase

1985-86
Budget

2.9% Increase

• Gross Patient Charges $ 185,486,700 $ 189,050,100 $ 185,477,700

•
•

Deductions from Charges

Other Operating Revenue

Total Revenue from Operations

24,912,800

4,140,800

$ 164,714,700

31,304,800

4,231,000

$ 161,976,300

29,439,500

4,201,800

$ 160,240,000

Total Cash Available from Operations $

Revenue Over/CUnder) Expenses $

Add Non-Cash Outlays:
Depreciation $
Campus Administration Expense
K.E. Utilities
Increase in Accrued Expense
Increase in 3rd Party Payable
Decrease in Prepaid Expenses
Investment Income Held by Trustee

$ 5,568,700

17 ,575,200
============

$ 79,823,100
14,244,500

8,859,600
27,010,200

5,926,200
7,422,400
1,063,000

27,595,700

$ 171 , 944 ,700

$ -11,704,700

$ 20,488,700

$ 8,784,000

$ 4,736,100

$ -77 ,700
34,300

179,400
191,900

3,633,400
77 4,800

$ 7,422,400
5,826,200

161,900
1,008,900

774,800
138,000

-1,804,900

$ 22,311 ,300

$18,497,800
============

$ 7,422,400
5,826,200

161,900
1,008,900

793,700
138,000

-1,804,900

$ 79,823,100
14,244,500

8,859,600
27,010,200

5,926,200
7,422,400
1,063,000

27,595,700

$ 10,520,300

$

$ 736,000
34,300

179,400
191,900

3,633,400
793,700

$ 171,944,700

$ -9,968,400

$ 20,488,700

$ 24,066,500

29,089,200

22,426,300

6,910,400
5,444,000

138,100
-86,100
771,000
135,300

-1,784,000

============

$ 163,779,600

$ 77 ,660,000
13,706,700
8,424,200

25,685,600
5,644,000
6,910,400
1,079,200

24,669,500

$ 21,491,200

$ 33,955,000

$ 3,995,300
-114,500

198,900
15,100

o
771,000

$ 935,100

$ 4,865,800

Total Expenditures

Total Funds Provided

Total Funds Applied

Net Revenue from Operations

Expenditures
Salaries
Fringe Benefits
Contract Compensation
Medical Supplies, Drugs, Blood
Campus Administration Expense
Depreciation
Interest Expense
General Supplies & Expense

Total Non-Operating Revenue

Funds Applied:
Increase in Accounts Receivable
Increase in Accrued Revenue
Increase in Deferred 3rd Party
Increase in Inventories
Increase in Interest Payable
Transfer to Reserves - 3rd Partye-.;

•

•

•
•
•

•

•

•
•

•
•

•
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UNIVERSITY OF MINNESOTA
TWIN CITIES

Office of the Hospital Director and
Assistant Vice President for Health Sciences

University Hospitals and Clinics
B-313 Mayo Memorial Building, Box 604
420 Delaware Street S.E.
Minneapolis, Minnesota 55455

June 24, 1985 •

CONFIDENTIAL

CONTAINS TRADE SECRET INFORMATION

Members, Board of Governors

Barbara O'Grady, Chair
Robert Latz, Vice Chair
Phylli s Ell is
S. Albert Hanser
George M. Heenan
Bradley H. Hillstrom
B. Kristine Johnson
Davi d Li lly
J •E. Meil ahn
Vi rgil Moli ne
James Moll er
Robert S. Nickoloff
Roby Thompson
Neal A. Vanselow

Dear Board Members:

This letter contains trade secret information, as defined in the Minne­
sota Government Data Practices Act. Pursuant to the statute, this
i·nformation is non-publ ic and must be kept confidential!

I am very pleased to tell you that we have successfully competed for and
have signed a purchase option agreement to join Whitehead Associates,
Inc. in acquiring 85 percent of the shares of Primary Care Network
Management Company, Inc. (the "Primary Care Network" or "PCN"). This
purchase option will afford us a sixty day period of analysis and fact
finding to determine whether or not we wish to actually consummate a
purchase of the shares. While I have talked with virtually all of you
in telephone conversations during the past weeks, I thought that it
might be helpful if I wrote to apprise you of the situation.
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•The Primary Care Network is a for-profit firm owned by ten primary care
physicians who reside and practice in Minnesota. The Primary Care
Network has a management contract with a nonprofit organization, PCN­
HMO, which is organizing a health plan intended to operate under the
laws that govern Health Maintenance Organizations in the State of
Minnesota. This for-profit/nonprofit corporate arrangement is typical
of most HMO's in the state at this time. The for-profit firm has a
multi-year contract to operate the health plan. While PCN-HMO has
enrolled 1,200 physicians in Minnesota to provide care to its clients,
it has not yet achieved licensure status as an HMO in the state and
therefore does not have any official enrollees. The single obstacle to
acquiring a licensure relates to the need for the firm to provide
adequate reserves. When it was originally formed, the ten owning
physicians provided $30,000 each to capitalize the corporation and
since that time, PCN has encountered debts of approximately $550,000
above and beyond the capitalization. The reason that stock in PCN is
available for sale-at this time concerns its need to acquire additional
capital, establish the appropriate reserve and then obtain licensure
for the HMO.

There were four firms from across the country that were interested in
acquiring PCN. Of course, our joint venture with Whitehead Associates,
Inc. was one of the four. Whitehead Associates, Inc. is owned by Mr.
Jack Whitehead who is a successful businessman in manufacturing and
selling high tech health products. He recently sold the firm which he
managed and owned, Technicon, Inc., and is an active venture capitalist
in the health care field. Actually, Mr. Whitehead had made the first
contact with PCN through Dr. Paul Ellwood and it was Mr. Whitehead who
indicated an interest in the University joining him in potentially
acquiring a purchase option.

The purchase option agreement was finally entered into on Tuesday, June
11, between Whitehead Associates, Inc. and PCN. The University Hospi­
tals role in the purchase option is defined in an agreement between the
University and Whitehead Associates. I will provide you with copies of
both of these documents as soon as they are in final and executed form.
Generally speaking, the agreement between Whitehead and PCN establishes
a purchase option for 85 percent of the shares of PCN with a payment of
$100,000 by Whitehead for the option. The option provides Whitehead
with complete access to all PCN work plans and financial statements and
provides an exit agreement should PCN not be able to deliver free and
clear 85 percent of the shares for purchase. The agreement between
Whitehead and the University provides that we will provide half of the
$100,000 fee or $50,000 and that we will maintain a prorata share of the
exit clauses defined in the Whitehead/PCN agreement.
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•Should the University Hospitals choose not to exercise its purchase
option agreement during the sixty day period, we have the option of
selling our share of the option agreement to Whitehead or, following his
refusal, to sell it to any reputable buyer. Whitehead has a similar
option to sell his share to the University Hospitals should he elect not
to go through with the purchase. The agreement further provides that
should we proceed to purchase PCN, that Whitehead will own 51 percent of
the shares, the University 34 percent and the original ten investors
will retain 15 percent of the shares. Whitehead and the University
would provide equity and credit line provisions to capitalize the
corporation in proportionate share to their percent of ownership. For
the University Hospitals~ it would mean that we would provide approxi­
mately $900,000 to accomplish the purchase.

It is my opinion that we have moved very quickly to acquire an option
that has not been available to us in the past. It is critical that we
continue to explore the potential that is available to us through this
option with the members of the University of Minnesota Clinical Associ­
ates. As you would expect, I have been in close contact and have had
several meetings with them while we considered the purchase option and
we will continue that posture.

If you have any questions regarding the steps that we have taken, please
do not hesitate to call.

Sincerely,

~~~
C. Edward Schwartz
Hospital Director

CES:jmp

cc: Members, University of Minnesota Clinical Associates Executive
Committee


