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State of Wisconsin \  LEGISLATIVE AUDIT BUREAU

JANICE MUELLER
STATE AUDITOR

22 E. MIFFLIN ST., STE. 500
MADISON, WISCONSIN 53703
(608) 266-2818

FAX (608) 267-0410
Leg.Audit.Info@legis.state.wi.us

June 21, 2001

Senator Gary R. George and

Representative Joseph Leibham, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator George and Representative Leibham:

Asrequired by s. 13.94(1)(0), Wis. Stats., we have completed an evaluation of the implementation and
operating agreements between the University of Wisconsin (UW) and the UW Hospital and Clinics
Authority. The Authority is an independent, nonprofit entity established by the Legislature in 1996 to
operate the 536-bed hospital and a number of clinics on the UW-Madison campus, as well as other
outpatient clinics and facilitiesin the Madison area. In fiscal year (FY) 1999-2000, the Authority had
revenue of $400.0 million and operating expenses of $395.0 million; in September 2000, it employed
4,263 full-time equivalent staff.

The Authority was created to allow increased management flexibility in hospital operations and greater
competitiveness in a changing heath care environment. Although it has not engaged in networking
activities to the extent that had been envisioned at the time it was established, it has established
relationships with a number of health care entities. It has also used the $106.5 million in bonding
authority authorized by the Legislature to engage in an aggressive building program, including
construction of two outpatient clinics in Madison.

The Authority’s financial performance, like that of other academic medical centers, has been mixed.
Revenue in excess of expenses declined from $13.8 million in FY 1996-97, the Authority’ sfirst year of
operation, to $5.0 million in FY 1999-2000; however, it increased during the first ten months of

FY 2000-01.

The Authority is generally fulfilling its statutory mission of delivering comprehensive, high-quality
health care, including charity care; providing medical instruction; sponsoring and supporting health care
research; and providing medical outreach services statewide. In FY 1999-2000, the Authority transferred
$16.3 million to UW medical, nursing, and pharmacy schools and spent directly another $14.7 million in
support of medical education.

We appreciate the courtesy and cooperation extended to us by the Authority. The Authority’ s response
isAppendix 5.

Respectfully submitted,

Janice Mueller
State Auditor
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Summary

The University of Wisconsin Hospital and Clinics Authority isan
independent, nonprofit public entity that was established in 1996 to
allow the University of Wisconsin Hospital and Clinics (UWHC) to
operate with increased flexibility. The Authority operates a 536-bed
teaching hospital and a number of clinics that had been operated as
part of the University of Wisconsin (UW)-Madison, as well as other
outpatient clinics and facilities in the Madison area. Its four-part
statutory mission includes patient care, medical education, research,
and public service. In fiscal year (FY) 1999-2000, the Authority’s
revenue was $400.0 million and its expenses were $395.0 million.
In September 2000, it employed 4,263 full-time equivalent staff.

1995 Wisconsin Act 27, which created the Authority, also required it

to enter into a series of agreements with the Board of Regents, including
an affiliation agreement that defines the relationship between the
Authority and UW-Madison, and alease that allows the Authority to
use state-owned property. In addition, the two parties entered into a
conveyance agreement that transferred various assets and liabilities
from UW-Madison to the Authority, and an operating and services
agreement. Statutes require the Legidature’ s Joint Committee on
Finance to review the affiliation agreement and the lease before

June 29, 2001, to determine whether these agreements should be
continued or modified. They also direct the Legidative Audit Bureau to
conduct an evaluation of the agreements. Therefore, we determined
whether the Authority and the Board of Regents have adhered to the
agreements they signed; reviewed the Authority’ s networking activities
and its capital acquisition, personnel, and purchasing practices,; and
examined the Authority’ s financial and operational performance.

The agreements have resulted in significant ongoing cash transfers
between the Authority and UW-Madison. For example, in

FY 1999-2000, the Authority paid $32.9 million to UW-Madison,
including funds to support medical education. Similarly, UW-Madison
paid the Authority $12.5 million for various supplies and services, as
well as salaries for staff of the Authority who provide servicesto
UW-Madison. Officials of the Authority and UW-Madison are generally
satisfied with the agreements and the working relationship the
agreements define, and except in afew minor instances they have
complied with the agreements' requirements.

To compete in the health care market more effectively, the Authority
has established relationships with a number of entities that operate under
the name UW Health, including approximately 50 outpatient clinics.




Among these are clinics that had been operated by Physicians Plus
Medical Group, S.C., a225-member physician practice plan that was
acquired by the UW Medical Foundation in 1998 and currently operates
as a separate division within it. The Joint Committee on Finance
recently voted to make tax-exempt, beginning in January 2002, property
owned or leased by the UW Medical Foundation.

Although it has devel oped relationships with other entities, the
Authority has not engaged in networking activities to the extent that
had been envisioned at the time of its creation. On the other hand, the
Authority has taken advantage of itsincreased operational flexibility to
engage in an aggressive building program. Statutes allow the Authority
to issue up to $106.5 million in bonds for any purpose. As of

March 2000, the Authority had issued bonds to the full extent allowed
by statutes. The Governor’s 2001-03 Biennial Budget Proposal
recommends increasing the Authority’s bonding limit to $175.0 million.

Despite its nonprofit status, the Authority must maintain a strong
financia position to operate effectively in a changing health care
environment and support amission that includes medical education,
research, public service, and charity care. To date, its financial
performance, like that of other academic medical centers, has been
mixed. Total revenue has exceeded expenses in each year since the
Authority’s creation, but operating revenue has increased less rapidly
than operating expenses. As aresult, revenue in excess of expenses, or
“profits,” declined from 4.3 percent of revenue in the Authority’ sfirst
year of operation to 1.3 percent in FY 1999-2000. However, these
“profits’ increased to 4.9 percent of revenue in the first ten months of
FY 2000-01.

The Authority’ s cash reserves exceeded the level that had been
maintained at the time of its creation but have fallen since June 1997.
Statutes require the Authority to retain aminimum level of cash reserves
recommended by an independent auditor. However, the Authority’s
auditor has declined to recommend a specific level of cash reserves;
instead, it has suggested a range based on other hospitals' reserves.
Authority officials indicate they try to maintain the Standard & Poor’s
median for hospitals rated “A.” While the Authority’ s cash reserves are
within the range suggested by its auditor, they have declined in three of
the last four years. If the cash reserves were to fall below the
recommended range, the Authority’ s creditworthiness would be
affected, which would in turn affect its ability to finance facility and
equipment improvements.

In contrast to declinesin profitability and cash reserves, the number
of inpatient admissions to UW Hospital increased 5.0 percent from
FY 1995-96, the year before the Authority was established, through
FY 1999-2000. During the same period, UW Hospital’ s average daily
census remained relatively constant, ranging from 337 patientsin




FY 1997-98 to 352 in FY 1998-99. Its occupancy rate during this
period ranged from 71.7 percent to 76.4 percent. Outpatient clinic visits
increased from 342,405 in FY 1995-96 to 442,339 in FY 1999-2000,

or by 29.2 percent; net revenue from outpatient services represented
35.8 percent of net patient service revenuein FY 1999-2000, compared
to 28.7 percent in FY 1996-97.

Although there have been mixed trends in the Authority’s financial

and operational performance during the first four years, officials believe
that overal performance will improve and that the Authority iswell-
positioned to compete in the health care market. Nevertheless, these
mixed trends in financial and operational performance suggest that
continued scrutiny by the Legislature may be warranted to ensure the
Authority continues to meet its statutory mission.

A variety of measures indicate that the Authority is maintaining the high
level of service that UWHC had provided when it was operated by
UW-Madison. As part of its mission to provide patient care, the
Authority reduces or forgives the cost of medical servicesto certain
qualified individuals. In FY 1999-2000, this charity care totaled

$7.3 million and had increased 15.9 percent from the level provided
before the Authority was established. The proportion of gross patient
revenue the Authority has devoted to charity care in recent yearsis
comparable to charity care levels at 12 other large Wisconsin hospitals.

The Authority also appears to have maintained and in some cases
increased its support of medical education at UW-Madison. Deans of
the medical, nursing, and pharmacy schools are satisfied with the level
of financial support, which includes direct transfers that increased from
$13.1 million in FY 1996-97 to $16.3 million in FY 1999-2000,

and direct expenditures for medical education that increased from
$12.7 million to $14.7 million in the same period. The Authority

also transferred $6.3 million to support capital expenditures of the
UW Medical School. It pays $79,864 annually to lease property from
the UW Medical School and provides additional indirect support, but
officials do not maintain the records needed to determine the value of
this support.

Officias of the Authority and of UW-Madison indicate that support for
medical research has been maintained at the same level provided when
UWHC was operated by UW-Madison. The Authority does not provide
asignificant amount of direct funding for health care research, but it
does provide research space and services. For example, it operates a
genera clinical research center where studies funded by the National
Science Foundation are conducted, as well as aclinic that houses the
Women’s Health Initiative, which conducts research on breast cancer
and osteoporosis. Medical professionals at UWHC also conduct clinical
trials of new drugs, technology, and procedures. We were unable to
guantify the overall value of outreach activities sponsored by the




Authority, but officials believe they are at |east maintaining the level of
effort that had been provided in the past.

In advocating for the Authority’ s creation, UWHC officials had
contended that the hospital’ s operations were constrained by excessive
oversight, especialy related to capital acquisition, personnel, and
purchasing. Capital acquisition procedures have changed considerably
since the Authority’ s creation. Now, the Authority can complete
projects on state-owned land if they cost less than a specified
threshold—which was $277,800 in FY 2000-01—without obtaining
outside approval and review. Initsfirst four years of operation, 103 of
the Authority’s 109 projects fell below the threshold. Projects on state-
owned land that cost more than the threshold continue to require review
by UW-Madison, the Board of Regents, and the Department of
Administration.

The Authority also gained considerable flexibility in personnel
management, which officias indicate has addressed many concerns that
were raised before the Authority’ s creation. For example, the Authority
now has responsibility for recruiting and supervising al UWHC staff. It
also assigns employees to specific job classifications, and it bargains
separately with represented employees’ unions. Staff increased from
3,803 in September 1997 to 4,263 in September 2000, or by

12.1 percent. Under a contractual services agreement, 1,917 blue-collar,
technical, and administrative staff remain employees of a state agency
that receives its entire budget—3$67.5 million in FY 2000-01—from the
Authority.

The Authority was able to promptly negotiate three of its four union
contracts for 2001-2003, but negotiations for the nurses contract have
been protracted, and the nurses' union filed an unfair labor practices
complaint with the Wisconsin Employment Relations Commission on
May 15, 2001. While issues between the Authority and the nurses
union are complex, many appear to be influenced by the difficulty the
Authority has had in employing and retaining a sufficient number of
nurses, especialy inpatient nurses.

Authority and union officials have separately indicated that currently,
salaries overall are generally competitive and that recruitment and
retention difficulties are caused, in part, by a general shortage of nurses
nationwide. However, union officials aso cited the greater use of forced
overtime at the Authority as afactor contributing to retention
difficulties. Nurses' union data, which we adjusted to reflect differences
in staff sizes, indicate the Authority required extra shifts four times
more often than extra shifts at UW Hospital were required by Meriter
Hospital in 2000. The Authority indicates that its nurses worked

2,598 mandated extra shiftsin 2000, which is an average of

3.35 mandated extra shifts per nurse. It should be noted that because
some hospital and clinic units may require mandated overtime more




frequently than others, the experience of an individual nurse may vary
considerably from the average. For example, information from the
Authority indicates that 12 percent of nurses had six or more mandated
shiftsin the prior 12 months, while 88 percent had five or fewer such
shifts.

Authority officials indicate they are continuing to take steps to lower
their nurse vacancy rate, which should reduce the need for mandatory
extra shifts. The vacancy rate has declined from 21.0 percent in

July 2000 to 11.6 percent in May 2001. Nevertheless, the officials
indicate that because of the large number of specialty beds they have,
they need to recruit relatively larger numbers of nurses with specialized
training than surrounding hospitals. Consequently, recruitment and
retention will continue to be challenging.

*kk*k
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Introduction

The University of Wisconsin Hospital and Clinics Authority isan

The Authority isan independent, nonprofit public entity that was created on June 29, 1996,
independent public to allow the University of Wisconsin Hospital and Clinics (UWHC) to
entity that began operate with increased flexibility. The Authority operates a 536-bed
operation on teaching hospital and a number of clinics that had been operated as part
June 29, 1996. of the University of Wisconsin (UW)-Madison, as well as other

outpatient clinics and facilities in the Madison area. Its four-part
mission, which is mandated in statutes, includes patient care, medical
education, research, and public service. In fiscal year (FY) 1999-2000,
the Authority’ s revenue was $400.0 million, and its expenses were
$395.0 million. In September 2000, it employed 4,263 full-time
equivalent (FTE) staff. The Authority is governed by a 15-member
board of directors, which appoints the chief executive officer.

Appendix 1 describes the board’ s membership, which includes members
of the Legislature, the Board of Regents, and gubernatorial appointees.

The Authority was created in 1995 Wisconsin Act 27, the 1995-97
Biennial Budget Act, in response to concerns that if UWHC could not
respond rapidly to changes in the health care market and compete
successfully with other local and regional medical facilities, its ability
to continue to deliver high-quality patient care and to provide continued
financial support for medical education at UW-Madison would be
jeopardized. UWHC officials also asserted that their purchasing,
personnel, and capital acquisition activities were excessively
constrained by state and university oversight requirements.

The legidation that created the Authority also required it to enter into
an affiliation agreement with the Board of Regents that definesthe
relationship between the Authority and UW-Madison and specifies the
amount of annual financial support the Authority will provide for
medical education at UW-Madison, as well as alease that allows the
Authority to use state-owned property and specifies the amount the
Authority will pay the State to lease the Clinical Sciences Center, which
houses the hospita, clinics, and other facilities on the UW-Madison
campus. Statutes also provide the Authority with the ability to issue
bonds for any purpose up to alimit established by the Legidlature,
which is currently $106.5 million.

In addition, statutes require the Joint Committee on Finance to review
the affiliation agreement and the lease before June 29, 2001, and every
five years thereafter, to determine whether these agreements should be
continued or modified. Section 13.94(1)(0), Wis. Stats., directs the
Legidative Audit Bureau to conduct an evaluation of the agreements.




Therefore, we:

determined whether the Authority and the Board of
Regents have adhered to the primary provisions of
the affiliation agreement and lease, as well as other
agreements they signed,

reviewed the Authority’ s networking affiliations
with other health-related organizations;

examined the Authority’ s financial and operating
performance and the extent to which it has fulfilled
its statutory mission; and

examined whether the restructuring has allowed the
Authority to improve its capital acquisition,
personnel, and purchasing processes.

In conducting this evaluation, we spoke with officials of the Authority
and the University, including the deans of the UW Medical School, the
UW School of Nursing, and the UW School of Pharmacy; reviewed the
contracts and agreements between the Authority and the Board of
Regents; reviewed available data and other information concerning the
Authority’ s finances and operations, including the amount of support it
provides for medical education; analyzed comparative data for other
Wisconsin hospitals; and reviewed statistics on academic medical
centers nationwide.

*kk*k
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Agreements with the University of Wisconsin Board of Regents

In addition to the affiliation agreement that defines the relationship

Several agreements between the Authority and UW-Madison and alease that allows the
define the relationship Authority to use state-owned property, the Authority and the Board of
between the Authority Regents have entered into a conveyance agreement that transferred
and UW-M adison. various assets and liabilities from UW-Madison to the Authority, and

an operating and services agreement. The affiliation agreement and the
lease include al statutorily required provisions, and officials of the
Authority and UW-Madison are generally satisfied with al of the
agreements and the working relationships the agreements define.
However, the Authority has not complied with asmall number of
technical requirements.

Affiliation Agreement

The affiliation agreement, which was signed in 1996, helpsto ensure

An affiliation agreement that the Authority fulfillsits statutory mission, including maintaining the
stipulatesthe Authority’s level of financial support for medical education at UW-Madison that
support for medical had been provided by UWHC before June 1996. The agreement has a
education at term of 30 years and is automatically extended for 1 year each July 1
UW-M adison. unless termination procedures are exercised. Section 233.04(7m),
Wis. Stats., requires the affiliation agreement to contain provisions that
ensure:

» the Authority financially supports UW-Madison’s
medical educational, clinical, and research activities;

» the Authority maintains cash reserves at alevel
recommended by an independent auditor;

» the Authority develops standards for the selection
and financing of any corporation or partnership that
provides health-related services, and these standards
are consistent with the Authority’ s and the Board of
Regents' missions; and

» the Board of Regents establishes reasonable charges
for any servicesthat it provides the Authority.

In addition to these statutory provisions, the affiliation agreement sets
forth the broad principles that govern the relationship between the
Authority and the Board of Regents, including recognition of how each
entity’ s planning efforts can affect the other. For example, the Authority

11



The Authority hassigned
a 30-year leasefor all on-
campusfacilitiesit
occupies.

and the Board of Regents have each agreed to consider the effect of
their plans on the other’ s mission and to cooperate in conducting
research.

The affiliation agreement also specifies the responsibilities of the
Authority and the Board of Regentsin such areas as personnel,
education, research, and external relations. For example, the Authority
and UW-Madison fund ajoint public affairs office in order to present a
unified image to the public. Each must also notify the other regarding
changes to personnel policies. Finally, because UWHC had previously
used the UW Foundation—an independent, nonprofit, tax-exempt
corporation that attempts to secure private financial support for
UW-Madison—for its fund-raising efforts, it was agreed that the
Authority would continue to do so.

Lease

Construction of the 480,000 square foot Clinical Sciences Center, which
contains the 536-bed UW Hospital, outpatient clinics, and other
facilities, was completed in 1979 at a cost of $101.5 million. It was one
of the most ambitious capital construction projects ever undertaken by
the State. A |ease between the Authority and the Board of Regents was
executed in 1996 to protect this investment and other on-campus
facilities the State owns. Statutes allow alease term of up to 30 years.
Like the affiliation agreement, with which it runs concurrently, the lease
isautomatically extended each July 1 for an additional year unless
termination procedures are exercised by either party. Statutes stipulate
that the lease contain other provisions requiring:

» the Authority to pay annual rent of $1.00 plus an
amount equaling the debt service on all outstanding
bonds issued by the State to finance the construction
of the Clinical Sciences Center and other on-campus
facilities that the Authority |leases;

» the State to own any facility that the Authority
constructs on state-owned land, as well as any
modifications the Authority makes to on-campus
facilities; and

» the Board of Regentsto be protected from all
liability associated with the Authority’ s management
and use of the on-campus facilities.

In addition to the required provisions, the lease contains provisions to
protect the State’ sinterest in its property. Under these provisions, the
Authority must:

12



The Authority leases

58 per cent of the Clinical
Sciences Center on the
UW-M adison campus.

» usethe Clinical Sciences Center and other on-
campus facilities to further its statutory mission;

» furnish the State Building Commission with the
opinion of a nationally recognized bond counsel if it
sublets any portion of the leased facilities, because
subletting a significant portion of the building could
affect bondholders’ financial interests and the
Authority’ s tax-exempt status; and

* pay maintenance expenses for interior common
space within the Clinical Sciences Center, based on
the proportion of space it occupies.

Since the Authority’s creation, it has leased 58 percent of the Clinical
Sciences Center. UW-Madison occupies the remaining 42 percent, using
it for instruction, research, and laboratory work that supports medical
education.

Authority and UW-Madison officials believe that the terms of the lease
have worked well, and both parties have complied with it substantialy.
However, we noted a few minor instances in which the Authority and
UW-Madison have not complied with some requirements. For example,
the Authority did not obtain the opinion of bond counsel when it sublet
352 sguare feet in the Clinical Sciences Center to University Health
Care, Inc., anonprofit corporation that is partially controlled by the
Authority, or 458 square feet to Ameritech for telephone wiring.
Authority officials did not obtain the bond counsel’ s opinion because
they considered the subleases a continuation of arrangements that
predated the Authority’ s creation, and the amount of space that was
sublet was insignificant.

In addition, the Authority did not charge UW-Madison for its share of
mai ntenance expenses for the interior common space within the Clinical
Sciences Center from June 1996 through October 2000. Under the terms
of the lease, we estimate UW-M adison should have paid approximately
$189,350, or 42 percent of total maintenance costs incurred by the
Authority from FY 1996-97 through FY 1999-2000, based on the
proportion of space UW-Madison occupiesin the building. Authority
officials attributed this oversight to improper computer coding and
indicated that UW-Madison was properly charged for maintenance
expenses beginning in November 2000.
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Conveyance Agreement

To facilitate the June 1996 restructuring, the two parties entered into a

A conveyance agreement conveyance agreement that transferred from UW-Madison to the
transferred assets and Authority UWHC's:

liabilitiesto the

Authority. + assetsand liabilities;

» tangible persona property, including UWHC patient
and financial records,

» contracts, including leases for all equipment used by
UWHC; and

*  Personnel Commission cases, unemployment
compensation claims, and other pending personnel
matters.

Asshownin Table 1, the $103.0 million transferred from UW-Madison
to the Authority included $101.2 million that had previously been
managed by the State of Wisconsin Investment Board. State funds
shown in the table are the unencumbered balance of UW-Madison’s
1995-96 appropriation for UWHC, which 1995 Wisconsin Act 27
required to be transferred to the Authority. Act 27 also required UWHC
to transfer $15.0 million to the General Fund.

Tablel
Assets Transferred to the Authority
1996

Type of Asset Amount
Investments* $101,195,288
State Funds 1,362,906
Gifts and Grants 399,262
Student Loans 45,932

Total $103,003,388

* These investments, which consist of various marketable securities used for capital replacement, bond
indenture, and debt retirement purposes, had been managed by the State of Wisconsin Investment Board
and are now managed by the UW Foundation.
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An operating and services
agreement addresses
various aspects of the
Authority’s operations.

The Authority paid
$32.9 million to
UW-Madison in
FY 1999-2000.

The Authority is permitted by 1995 Wisconsin Act 27 to enter into

Operating and Services Agreement

agreements with the Board of Regents asis necessary or convenient for

its mission. Accordingly, in June 1996 the parties entered into an
operating and services agreement that addresses such areas as.

Execution of these agreements has resulted in significant ongoing cash
transfers between the two parties. As shown in Table 2, the Authority
paid UW-Madison $32.9 millionin FY 1999-2000 for its share of the
services provided under the various agreements. All amounts the
Authority pays UW-Madison are reflected in state appropriations.

security, landscaping, and snow removal;

Authority employees’ access to the University’s
facilities, such as sports complexes and libraries;

the use of trade names, trademarks, service marks,
and logos,

payment of utility expenses, such as el ectricity,
water, and sewer services,

parking arrangements and the use of the University’s
fleet vehicles; and

the use of the University’s state and federal
environmental permitsfor the Authority’s
operations.

Transfer s between the Parties

15



Affiliation Agreement

Operating and Services
Agreement

Other**

Total

Table2

The Authority’s Paymentsto UW-Madison*
FY 1996-97 through FY 1999-2000

(in millions)
Percentage
Change
FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000  for Period
$13.1 $14.5 $18.4 $18.5 41.2%
10.5 10.6 10.4 10.9 3.8
2.5 3.1 3.1 3.5 40.0
$26.1 $28.2 $31.9 $32.9 26.1

* The Authority also pays the Department of Administration for the debt service on all outstanding bonds issued
by the State to finance the construction of the Clinical Sciences Center. Debt service was approximately
$4.0 million annually from 1997 through 2000.

** |ncludes funding for services not stipulated in any agreement, such as for services provided by the State
Laboratory of Hygiene and other UW-Madison laboratories.

Similarly, the Authority receives payments from UW-Madison for
various services that it provides. As shown in Table 3, UW-Madison
transferred $12.5 million to the Authority in FY 1999-2000, including
payment for services the Authority provides in support of
UW-Madison’ s research grants and for supplies.

Before the 1996 restructuring, general purpose revenue (GPR) funded
143.0 FTE staff positions at UW-Madison that aso provided servicesto
UWHC. When the Authority was created, an agreement was reached
that divided compensation responsibility between the Authority and
UW-Madison for these positions, which include specified clinical
pharmacist, medical technician, and custodian positions. UW-Madison
agreed to fund 91.27 FTE positions, and the Joint Committee on
Finance reduced UW-Madison’s GPR position count by 91.27 FTE
positions. While the staff in these positions continue to provide services
to UW-Madison, they are now employed by the Authority and the

UW Hospitals and Clinics Board, a state agency that was created at the
time of the restructuring and that has the same board of directors as the
Authority. Included in the $12.5 million that UW-Madison paid the
Authority in FY 1999-2000 is approximately $4.0 million in GPR to
help fund these positions, and this amount is reflected in state
appropriations.
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Salaries and Fringe Benefits
Research Grants and Services
Supplies

Other

Totd

Table 3

UW-Madison Paymentsto the Authority
FY 1996-97 through FY 1999-2000
(in millions)

Percentage
Change
FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000 In Period

$6.4 $ 73 $ 87 $ 9.0 40.6%
0.8 1.2 1.2 1.7 1125
0.7 0.6 0.7 0.6 (14.3)

1.3 1.2 1.0 1.2 (7.7)

$9.2 $10.3 $11.6 $125 35.9

It should be noted that nonstatutory provisions in 1995 Wisconsin

Act 27 required the Board of Regents to submit areport on savings
resulting from the transfer of UWHC' s operations to the Authority. The
report indicated UW-Madison would save approximately $175,600 each
year in GPR that had previously been used to provide unreimbursed
administrative, legal, human resources, and facilities planning and
management services to UWHC. In 1996, the Joint Committee on
Finance, using an estimate of higher savings, reduced the University’s
annual budget by $237,700 and deleted 2.12 positions to reflect these
savings.

Although we found general compliance with the terms of all agreements
between the Authority and the Board of Regents, documentation for the
amounts transferred from the Authority to UW-Madison could not be
completely reconciled to the University’ s accounting records, and
portions of the annual amounts to be transferred under the agreements
are frequently provided after the year has been completed. However,
officials of both the Authority and UW-Madison are generally satisfied
with the terms of the agreements and the process for negotiating the
annual adjustments, and they believe no significant changes are needed.

*kk*k
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_____________________________________________________________________________________________________________|
Relationships with Health Care—Related Entities

In the early 1990s, officials of UW-Madison and UWHC believed that
in order to compete in the health care market, UWHC needed to form
networks with other health care-related entities, such as managed care
organizations, in order to share information, financial support, and
patients. At the time, officials believed these networks would provide
educational opportunitiesto medical students and provide revenue to
ensure UWHC' s financial success.

While the Authority has relationships with a number of entities that
operate under the name UW Health including approximately

50 outpatient clinics, it has not engaged in networking activities to the
extent that was envisioned at the time of the restructuring because the
Authority concluded that other strategies were more effective. Instead, it
has used available bonding authority to engage in an aggressive building
program to increase the size of its outpatient clinics. In addition, the
UW Medical Foundation’s acquisition of the 225-member Physicians
Plus Medical Group, S.C., has made it unnecessary for the Authority to
consider joint ventures with other physician providers.

UW Health
The Authority and several other health-related entities collectively use
The Authority and the name UW Health for marketing and public relations purposes.
several other entities UW Health is aregistered trademark of the Board of Regents, which has
oper ate collabor atively granted the Authority and other participating parties aroyalty-free
as UW Health. license for its use. Figure 1 shows the current entities associated with

UW Health and their organizational relationships with the State and the
Board of Regents. These entities collaborate in the delivery of patient
care and the pursuit of their educational and research missions. All of
the outpatient clinics currently operating under the name UW Health are
listed in Appendix 2.
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Figure 1

Entities Associated with UW Health
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The UW Medical
Foundation handles
billing for all physician
Services.

The UW Medical
Foundation paid the
UW Medical School
$56.1 million in 1999.

UW Hospital, which is the 536-bed teaching hospital, and a number of
clinics housed in the Clinical Sciences Center serve as the primary
teaching facility for the UW Medical School, UW School of Nursing,
and UW School of Pharmacy. In addition, the Authority is responsible
for graduate medical education, which includes training approximately
440 residents each year. The 797 physicians who are members of the
UW Medical School faculty serve as the medical staff at UW Hospital,
outpatient clinicsin the Clinical Sciences Center, and other clinics
operated by the Authority. Medical faculty provide patient care and
teaching services, and they conduct research.

UW Medical Foundation

The UW Medical Foundation, whose creation in 1995 was authorized
by the Board of Regents, is a nonprofit, tax-exempt foundation that
operates as amedical education, research, and patient care organization.
The UW Medical Foundation functions as the clinical practice plan for
the member physicians, handling billing for al physician services
provided to patients.

Before May 1995, each of 14 UW Medical School departments was
responsible for providing financial support to the UW Medical School
from its patient revenue, as well as for managing its own clinical
practice. As aresult, each department had a medical faculty practice
plan to collect physician fees from patients and distribute them among
member physicians. In May 1995, the Board of Regents and the

UW Medical Foundation entered into an agreement to replace the

14 plans with 1 plan. Under this agreement, the UW Medical
Foundation operates exclusively in support of the UW Medical School
and contributes a portion of its annual patient revenue generated by
medical faculty physicians to the UW Medica School.

The agreement provides for three types of financial support to the
UW Medical School:

* operating expenses, which are used primarily for
faculty and support staff compensation that is not
fully funded by UW-Madison;

» themedica school development fund, whichis
controlled by the dean of the UW Medical School
and supplements state and federal appropriations;
and
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» the departmental research and development fund,
which is controlled by departmental chairs and used
by each department within the UW Medical School
to support research and programmatic expenses.

Asshown in Table 4, the UW Medical Foundation’s support for the
UW Medical School increased from $36.5 million in 1997 to
$56.1 million in 1999, the most recent year for which data are available.

Type of Support

Operating Expenses

Table4

UW Medical Foundation Support for the UW Medical School

(in millions)

Percentage
1997 1998 1999 Change

$19.7 $31.7 $34.9 77.2%

Medica School Development Fund 115 12.8 141 22.6
Departmental Research and

Development Fund 5.3 6.4 7.1 34.0

Tota $36.5 $50.9 $56.1 53.7

The UW Medical
Foundation is
attempting to have
clinicsit purchased
exempted from local
property taxes.

In the mid-1990s, one of the trendsin medical care was an increased
emphasis on primary care. To increase revenue by expanding the
number of physicians at the UW Medical Foundation, as well asto
increase the number of primary care physicians available to teach at the
UW Medical School, the UW Medical Foundation purchased the
225-member Physicians Plus Medical Group in February 1998. This
purchase, which included all Physicians Plus clinics, made the

UW Medical Foundation the largest medical group in the state and the
eighth-largest in the nation.

Although the purchase of the Physicians Plus Medical Group was
completed in 1998, the UW Medical Foundation has experienced
operating and other difficulties with the merger, and Physicians Plus
continues to operate as a separate division within the UW Medical
Foundation. Currently, the UW Medical Foundation plans to integrate
Physicians Plus fully by June 30, 2001, although whether it will be able
to do so by that date is uncertain. The UW Medical Foundation has also
filed alawsuit in Dane County Circuit Court against nine communities
in south-central Wisconsin over the tax status of the Physicians Plus
Medical Group clinicsit acquired in 1998. The UW Medical Foundation
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University Health Care
negotiates health care
contractswith insurers
and others.

is attempting to have the clinics removed from local property tax rolls,
but the communities have refused. It should be noted that the
Legidature’ s Joint Committee on Finance recently voted to make
tax-exempt, beginning in January 2002, property owned by or leased to
the UW Medical Foundation. Furthermore, like other UW Medical
School physicians, the former Physicians Plus physicians are insured by
the State against mal practice claims because they are considered faculty
members of the UW Medical School.

University Health Care, Inc.

University Health Care, Inc., and its related subsidiaries provide the
main networking relationships of both the Authority and the

UW Medical Foundation. University Health Care is a nonstock,
nonprofit, tax-exempt corporation originally created in 1983 under the
direction of the Board of Regents. Before the Authority was created,
UWHC participated in networking activities with University Health
Care and its subsidiary, Health Professionals, Inc. However, in 1994
(report 94-5), we found that UWHC and University Health Care were
inappropriately using state funds to create a health care network. The
Attorney General subsequently concluded in June 1994 that University
Health Care’ s creation was improper because the Board of Regents did
not follow statutory procedures; exercise final authority over University
Health Care’ s operations; or impose minimum controls over University
Health Care, such as compliance with open meetings and public records
laws. Moreover, the Attorney General believed that the activities of
Health Professionals, including its acquisition of medical practices, were
not authorized or controlled by the Board of Regents. As aresult, the
Attorney General determined that it was improper for Health
Professionals to receive public funds because the necessary
accountability of those funds could not be assured. 1995 Wisconsin

Act 27, which created the Authority, removed the legal impediments to
UWHC’ s subsidizing, with hospital revenue, the activities of University
Health Care and its subsidiaries, because this revenue was no longer
considered state funds.

University Health Care' s board of directors currently consists of the
Authority’ s chief executive officer, the UW Medical Foundation’s
president, the UW Medical School’s dean and physician-in-chief, and
University Health Care' s president. University Health Care now fulfills
two roles. First, because insurers, employers, and health maintenance
organizations often prefer to negotiate health care contracts with one
entity, University Health Care is under contract with the Authority and
the UW Medical Foundation to act as their authorized agent in the
negotiation of contracts for the provision of hospital and physician
services. As of February 2001, University Health Care had entered into
approximately 70 of these health-service contracts. Second, University
Health Care assists in the development of aregional health care delivery
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University Community
Clinics purchases and
administersphysician
practicesfor UW Health.

system. For example, it coordinates the schedules of UW Medical
Foundation physicians who provide services at clinics located
throughout the state.

University Community Clinics, Inc.

University Health Care' s subsidiary, Health Professionals, was
subsequently renamed University Community Clinics, Inc. This
nonstock, nonprofit corporation purchases and develops local and
regiona physician practices for UW Health by acquiring, managing, and
providing administrative services such as billing, recruitment, and
management services. As of June 2001, University Community Clinics
operated ten clinicsin south-central Wisconsin. University Community
Clinicsis apartial owner, aong with Blue Cross & Blue Shield United
of Wisconsin, of Health Professionals of Wisconsin, Inc., afor-profit
corporation. Health Professionals of Wisconsin ownsthe real estate of
two University Community Clinics clinics. In 2000, University
Community Clinics made $78,120 in lease payments to Health
Professionals of Wisconsin for these two clinics. University Community
Clinics board of directorsincludes University Health Care' s board of
directors, University Community Clinics medical director, amember
appointed by the UW Medical Foundation, and a physician employed by
University Community Clinics.

The Authority and the UW Medical Foundation—but not the

UW Medical School— provide financial support to University Health
Care and University Community Clinics. Their contributions fund the
administrative costs that University Health Care incurs during its
negotiation of health care contracts, as well as those that University
Community Clinicsincurs during its acquisition of clinical practices.
The debt that University Community Clinicsincurred in acquiring
clinics was acumulative $3.4 million in 2000.

The contributions are made through University Health Care, which
annually requests funds from the Authority and the UW Medical
Foundation on behalf of both itself and University Community Clinics.
The Authority and the UW Medica Foundation provide the funds to
University Health Care, which subsequently gives a portion to
University Community Clinics. As aresult, neither organization
contributes directly to University Community Clinics. Asshownin
Table 5, support by the Authority and the UW Medical Foundation for
University Health Care and University Community Clinics increased
from $5.3 millionin FY 1996-97 to $6.1 million in FY 1999-2000.
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Table5

Support for University Health Care and University Community Clinics,

University Health Care:
Authority
UW Medical Foundation

Subtotal

by Sour ce*

FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000

$ 785417 $1,087,300 $1,087,300 $1,087,300

University Community Clinics.

Authority
UW Medical Foundation

Subtotal
Totd

755,000 750,000 750,000 750,000
1,540,417 1,837,300 1,837,300 1,837,300
2,063,759 3,100,000 3,100,000 3,100,000
1,649,780 1,200,000 1,200,000 1,200,000
3,713,539 4,300,000 4,300,000 4,300,000

$5,253,956 $6,137,300 $6,137,000 $6,137,000

* The UW Medical Foundation’s fiscal year corresponds to the calendar year, while the Authority’s fiscal year

follows the State’s.

As noted, the Authority’ s arrangements with University Health Care and
University Community Clinics, including its financial contributions, are
now permitted by statutes, and responsibility for managing and
overseeing the two entitiesis shared by the Authority, UW Medical
Foundation, and UW Medical School. In addition, UWHC entered into a
joint venture in 1994 with Chartwell Midwest, an Illinois genera
partnership, to provide home infusion services, and the Authority has
maintained this arrangement. However, the Authority has not exercised
its networking authority to the extent permitted by, for example,
entering into new arrangements with other health-related entities, such
asjoint ventures to provide home health care and long-term care for
patients who no longer need hospital services but who cannot live
independently.

I ssuance of Bonds

Since its creation, the Authority has used its ability to issue bonds for
any purpose, as provided by s. 233.20, Wis. Stats., to complete a
number of projects, including construction of two outpatient clinicsin
Madison: UW Health-East, and UW Health-West. These projects allow
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The Authority hasissued
$106.5 million in bondsto
fund construction
projects.

the Authority to serve additional patients, accommodate new physicians,
and compete in the health care market with other providers.

1995 Wisconsin Act 27 limited the Authority to issuing $50.0 million
in bonds, but thislimit was increased by $56.5 million in 1999. As of
March 2000, the Authority had issued bonds to its full limit of

$106.5 million. As noted, under its lease with the Board of Regents, the
Authority is also responsible for debt service on al outstanding bonds
issued by the State to finance construction of the Clinical Sciences
Center. The debt service for all of these bondsisincluded in

Appendix 3.

The Authority’ s bonds are not considered a debt of the State.
Nevertheless, it should be noted that to help the Authority purchase
bond insurance, the Board of Regents passed a resolution stating that it
would not terminate the affiliation agreement or the lease unless the
Authority substantially violated either agreement. Further, statutes
indicate that in the event of the State terminating the agreements,
adequate protection must be provided to the bondholders, which could
mean assuming responsibility for any outstanding bond debt.

Asshown in Table 6, the Authority used the proceeds from its

April 1997 bond issue of $50.0 million to complete seven projects worth
$54.6 million. Officials explained that they used interest from the bond
proceeds and other income to fund the costs in excess of $50.0 million.

Table6
Projects Funded with April 1997 Bond Revenue
(in millions)
Project Cost
UW Health-West Clinic (June 1999) $17.3
UW Health-East Clinic (November 1999) 154
Outpatient Treatment Center at Clinical Sciences Center 8.8
Purchase of University Station Clinic 6.9
Portion of Medical School Addition at Clinical Sciences Center 3.6
Linear Accelerator for Radiotherapy Department 0.8
Cardiac Intensive Care Unit at Clinical Sciences Center 0.7
Bond Issuance Costs 11
Tota $54.6
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In March 2000, the Authority issued an additional $56.5 millionin
bonds. As shown in Table 7, the Authority plans to fund severa projects
with the proceeds from this bond issue.

Table7

Estimated Cost of Projectsto Be Funded
with March 2000 Bond Revenue

(in millions)
Estimated

Project Cost
Expansion of Ambulatory Care Facilities at Clinical Sciences Center $24.4
Construction of Additional Operating Rooms at Clinical Sciences Center 17.6
Expansion of Pediatric Intensive Care Unit 59
Medica Flight Helicopter Relocation 3.7
Relocation and Equipment Costs of Projects 29
Bond Issuance Costs 20

Tota $56.5

Future Operations

All UW Health participants will benefit from a six-year Healthstar
The Healthstar initiative initiative, created in the State’s 1997-99 capital budget, which was

isasignificant capital designed to improve health education at UW-Madison. The initiative
building project on the includes three projects that will be located near the Clinical Sciences
UW-M adison campus. Center:

» the $45.0 million Rennebohm School of Pharmacy
building, funded by $15.0 million in bonds that will
be repaid with GPR and $30.0 million in gifts and
grants;

* the $65.9 million Health Sciences Learning Center,
including alibrary, distance education facilities, and
other instructional space, funded by $41.9 million in
bonds that will be repaid with GPR, $5.9 millionin
bonds that will be repaid by program revenue, and
$18.1 million in gifts and grants; and
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The Authority’sstrategic
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coordination with the
UW Medical School and
the UW Medical
Foundation.

« $12.0 million for utilities associated with the
initiative, funded by bonds that will be repaid with
GPR.

University officials also indicate that the Healthstar initiative may
eventually fund an interdisciplinary research complex that will conduct
molecular, cancer, cardiovascular, and other research.

Authority and UW Medical Foundation officials indicate that
restructuring and consolidation of operations of the various clinics owed
by the partnersin UW Health will be necessary in the future. They note
that University Community Clinics acquisitions, along with the

UW Medical Foundation’s purchase of the Physicians Plus Medical
Group and its clinics, resulted in too many primary care clinics,
including several with overlapping service areas. Therefore, University
Community Clinics closed and consolidated four primary care clinics
between 1999 and 2001, leaving it with eight primary care and

two alcohol and drug treatment clinics. Authority officials have stated
that University Community Clinics' $3.4 million debt is being reduced
by closing clinics, consolidating operations with Physicians Plus clinics,
and implementing administrative changes such as reductionsin clinic
expenditures. They anticipate that the debt will be eliminated within
two years.

Some UW-Madison officials believe greater integration and
coordination is needed in managing UW Health clinics. Coordinating
patient billing, admissions, and records, for example, would improve
efficiency in the clinics' operations. In addition, these officials believe
that patient service would be improved if appointment scheduling,
admissions information, and other medical records were shared more
efficiently when patients are referred among clinics or to UW Hospital,
the 536-bed hospital operated by the Authority.

Improved coordination among the participants in UW Health is reflected
in the Authority’ s updated strategic plan, which was adopted by its
board of directorsin April 2001. The plan emphasizes integration and
coordination with the UW Medica School and the UW Medical
Foundation and reflects all three organizations' goals. Strategiesin the
new plan include:
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aligning the strategic, operational, and
organizational interests of the Authority, the

UW Medical School, and the UW Medical
Foundation to ensure a coordinated market
approach, including integration of clinic facilities,
patient registration and scheduling, and information
servicesto limit duplication, as well as promotion of
the UW Health name to minimize confusion
regarding patient services,

devel oping management and organi zational
structures to reinforce the Authority’ s commitment
to high-quality customer service;

adopting a position concerning the Authority’s
relationship with Meriter Hospital, the Madison
hospital at which some Physicians Plus physicians
practice, including initiating discussions regarding
the need to improve communication and
collaboration; and

positioning the Authority as the preeminent regional
referral source through the development of tertiary
servicesin geriatrics, women's services, and
children’s servicesthat focus on clinical programsin
transplants, cardiology, oncology, neuroscience, and
trauma-critical care.

These goals are similar to those articulated in the UW Medical School’s

1998-2000 strategic plan, which identified efforts to integrate planning,
management, and communication among the three primary members of
UW Health: the Authority, the UW Medical School, and the

UW Medical Foundation.

*k*k*k
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_____________________________________________________________________________________________________________|
Financial and Operational Performance

To continue its mission of providing high-quality health care and

The Authority’s supporting medical education, the Authority must maintain a strong
financial and operational financial position. Like academic medical centers nationwide, the
performance has been Authority’ s financial performance has been mixed. Revenue in excess of
mixed. expenses declined from $13.8 million in FY 1996-97, the Authority’s

first year of operation, to $5.0 million in FY 1999-2000, but it increased
during the first ten months of FY 2000-01. Various measures of
operating performance were generally positive during the Authority’s
first four years, but they declined during the first ten months of

FY 2000-01.

I ssues Facing Academic Medical Centers

Like other operators of academic medical centers, the Authority faces
Academic medical centers  financial and operational issues that typically do not affect other types
face challengesthat other of hospitals. Academic medical centers often provide highly specialized
hospitals do not. care and services that may not be readily available elsewhere. They also
conduct medical research and provide medical education, and they tend
to serve patients with more complex medical needs and conditions. The
health care environment has been particularly challenging for academic
medical centersin recent years, as costs have outpaced reimbursements
from government programs and managed care organizations. Asa
result, a number of academic medical centers nationwide have suffered
financialy.

Nationwide, occupancy rates have fallen at all types of hospitals since
the late 1980s, in part because new technology alows many services
that once required hospitalization to be provided on an outpatient basis.
In addition, more individuals now receive health care through managed
care organizations, which try to limit hospitalization costs. Finally,
health care providersin many local markets have begun to compete
more aggressively for patients, resulting in fewer patients for some
hospitals.

In response to this changing health care environment, many academic
medical centers have tried to generate revenue by adding staff and
inpatient beds, opening primary care clinics, merging with other
hospitals, or purchasing physicians' practices. However, these strategies
have not always been successful. One study found that almost half of
750 hospital mergers between 1993 and 1997 had not resulted in the
expected economic advantages. For example, the Allegheny Health,
Education, and Research Foundation in Pennsylvania grew from a
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The Authority’s
profitability declined to
1.3 percent of revenuein
FY 1999-2000.

740-bed hospital with $195 million in revenue in 1986 to a consortium
of 14 hospitals with 4,601 beds and $2.2 billion in revenue in 1997.
However, it accumulated $1.3 billion in debt and declared bankruptcy
in 1998.

Academic medical centers faced reductions in Medicare and Medical
Assistance reimbursements when the federal Balanced Budget Act of
1997 reduced Medicare funding by $116 billion and Medical Assistance
funding by $15 billion from 1998 to 2002. Some funding cuts, such as
reductions in inflation updates for M edicare patient service payments,
affected al hospitals. However, academic medical centers were
specifically affected by others, such as reductions in payments for
graduate medical education. In FY 1996-97, the Authority received
32.9 percent of its net patient revenue from Medicare, and 5.0 percent
from Medical Assistance. In FY 1999-2000, Medicare provided

27.8 percent of net patient revenue, while Medical Assistance provided
3.8 percent.

To help mitigate funding reductions, the federal Balanced Budget
Refinement Act of 1999 provided $7.3 billion in additional revenue
to hospitals. As aresult, the Authority estimates it will receive an
additional $3.2 million from Medicarein FY 2000-01.

Financial Trends

As shown in Table 8, both operating revenue and expenses increased in
each of the four years since the Authority assumed responsibility for
UWHC at the close of FY 1995-96. Net operating income generally
declined, reaching alow of -$2.2 million in FY 1999-2000. With the
addition of non-operating revenue, which is primarily investment
income, the Authority’ s revenue in excess of expenses, or “profit,” was
$5.0 million, or 1.3 percent of revenue, in FY 1999-2000. In contrast,
revenue in excess of expenses was $13.3 million, or 4.3 percent of
revenue, the year before the Authority assumed responsibility for
UWHC. However, during the first ten months of FY 2000-01, the
Authority’s “profit” was 4.9 percent of revenue, whileits goal for the
year is 4.0 percent.
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Operating Revenue
Operating Expenses

Net Operating Income
Non-operating Revenue

Revenue in Excess of
Expenses

“Profit” as aPercentage
of Revenue

Table 8

The Authority’s Revenue and Expenses
(in millions)

FY 1995-96* FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000

$300.3 $313.1 $329.2 $355.9 $392.8

292, (306.4) (322.1) (352.0) (395.0)
7.6 6.7 7.1 3.9 (2.2)
5.7 71 75 7.3 7.2

$ 13.3 $ 13.8 $ 14.6 $ 11.2 $ 50
4.3% 4.3% 4.3% 3.1% 1.3%

* Before June 29, 1996, UWHC operated as part of UW-Madison.

Although it isanonprofit entity, the Authority must maintain sufficient
resources to support a statutory mission that includes medical education,
research, public service, and charity care. We note its ability to maintain
resourcesis similar to that of other academic medical centers
nationwide. The Council of Teaching Hospitals and Health Systems,
which is part of an organization that represents more than 500 major
teaching hospitals and medical schools, surveyed 103 academic medical
centers and found that their median “profit” was 2.0 percent of operating
revenue during FY 1998-99, the most recent year for which data are
available.

Officials provided several reasons for the Authority’ s declinein
profitability, including the opening of two outpatient clinics—

UW Health-West in June 1999, and UW Health-East in

November 1999—that involved large initial expenses officials believe
will eventually be recouped. In early 2001, the two clinics were
operating at only 40 percent of their capacities. Further, as already
noted, Medicare and Medical Assistance reimbursements have not kept
pace with inflation or cost increases. Staff salaries and the cost of drugs
and other medical supplies have also increased significantly in recent
years.
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The Authority isworking
toincreaseitsrevenue.

The additional $3.2 million in Medicare funding that the Authority
expectsto receivein FY 2000-01 will help to ensure profitability. In
addition, officials:

* increased the base hospital room and board rate for
FY 2000-01 by 9.6 percent from the FY 1999-2000
rate (the daily room and board rates since the
Authority’s creation are listed in Appendix 4);

* implemented a plan to reduce projected FY 2000-01
costs by $6.0 million by, for example, initiating drug
cost-containment programs and reducing the costs of
conducting medical tests; and

* areimproving the accuracy of billing procedures to
overcome past problemsin realizing full
reimbursement amounts in some instances.

Asshown in Table 9, the Authority’ s total revenue increased from
$320.2 million in FY 1996-97 to $400.0 million in FY 1999-2000, or by
24.9 percent. However, as shown in Table 10, expenses increased from
$306.4 million to $395.0 million, or by 28.9 percent, during the same
period. Purchased services expenses, which include expenses for
contract nurses, increased 45.6 percent, while expenses for salaries and
fringe benefits increased 25.7 percent. During the four-year period, the
Authority’ s total expenses increased by 7.2 percent annually, on
average.

Net Patient Service Revenue
Other Operating Revenue

Operating Revenue

Non-operating Revenue

Totd

Table9

The Authority’s Revenue
(in millions)

Percentage
FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000 Change
$306.1 $321.6 $347.7 $384.3 25.5%
7.0 7.6 8.2 8.5 214
313.1 329.2 355.9 392.8 255
7.1 7.5 7.3 7.2 14
$320.2 $336.7 $363.2 $400.0 24.9




Salaries
Employee Fringe Benefits

Subtotal

Medica Supplies and Materials
Purchased Services*

Other Expenses**

Depreciation and Amortization
Bad Debt

Interest Expense

Totd

Table 10

The Authority’s Expenses
(in millions)

Percentage

FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000 Change

$122.2 $128.9 $140.1 $153.3 25.5%
40.2 43.7 46.4 50.8 26.4
162.4 172.6 186.5 204.1 25.7
57.8 60.8 69.4 80.0 38.4
34.0 379 43.2 495 45.6
26.3 25.8 27.9 29.9 13.7
17.0 164 17.0 17.9 53
6.5 6.0 55 9.9 52.3
24 2.6 2.5 3.7 54.2
$306.4 $322.1 $352.0 $395.0 28.9

* Includes services provided by UW Medical School personnel and nurses hired from private firms, as well as laundry,
snow removal, and groundskeeping services.

** |ncludes repair and maintenance, utilities, malpractice insurance, and transportation.

Section 233.04(7m)(a), Wis. Stats., requires the Authority to retain cash
reserves at or above alevel recommended by an independent auditor,
and the affiliation agreement requires the Authority to notify the Joint
Committee on Financeif its cash reserves fall below the specified level
on other than a short-term basis. Further, the covenants of the

$106.5 million in bonds that the Authority has issued to date require it to
maintain 75 days cash on hand. If it does not, it must hire a consultant
to assess its cash flow situation and suggest waysto improve it. If the
Authority had less than 45 days' cash on hand, the bonds would bein
default.

The Authority’ s independent auditor has declined to recommend a
specific cash reserves level, citing the difficulty of determining the
Authority’ s future cash needs in an uncertain and changing health care
environment. Instead, the auditor has encouraged the Authority to
maintain cash reserves within arange that has asits minimum the
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The Authority’s cash
reserves have generally
been lower than those of
similar hospitals.

median number of days' cash held by hospitals with a credit rating of
“A-," and as its maximum the median number of days cash held by

hospitalsrated “AA.” In 2000, this range was 213 days for hospitals

rated “AA,” and 117 days for hospitalsrated “ A-.”

Authority officials have stated that they attempt to maintain cash
reserves at the Standard & Poor’s median for hospitalsrated “A.” As
shown in Table 11, the Authority has been below itstarget since 1998.
However, it has stayed within the range recommended by its
independent auditor.

Table 11

The Authority’s Cash Reserves

Number of
Days of
Cash Reserves Median* Difference
June 1996 138 n.a n.a
June 1997 179 174 5
June 1998 164 189 (25)
June 1999 159 186 (27
June 2000 142 162 (20
April 2001 152 161 9

* For hospitalsrated “A” by Standard & Poor’s.

While the Authority’ s cash reserves are significantly greater than the
75-day minimum requirement in its bond covenants and are within the
range suggested by its auditor, they have declined in three of the last
four years. If cash reserves wereto fall below the recommended range,
the Authority’ s creditworthiness would be affected, which would in turn
affect its ability to finance facility and equipment improvements.
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Operating trends have
declined during thefirst
ten months of

FY 2000-01.

Operating Trends

During the Authority’s first four years, various measures of operating
performance, such as the number of inpatient admissions to

UW Hospital, were positive. However, during the first ten months of

FY 2000-01, the Authority did not meet its operating performance goals.

Asshown in Table 12, annual inpatient admissions to UW Hospital
increased from 19,247 in FY 1995-96 to 20,202 in FY 1999-2000, or by
5.0 percent from the year before the Authority’ s creation through its
fourth year of operations. By April 2001, however, admissions had
declined 2.6 percent from the same period in the prior fiscal year, and
they were 6.6 percent less than budgeted.

Table 12

UW Hospital’s Annual Inpatient Admissions

Fiscad Year Number

1995-96 19,247
1996-97 20,319
1997-98 20,852
1998-99 21,039
1999-2000 20,202
2000-01* 16,439

* Through April 2001

The Authority competes locally, regionally, and nationally to provide
inpatient services. Meriter Hospital and St. Marys Hospital, which are
also located in Madison and provide general health care services, are the
Authority’s primary local competitors. Regional and out-of-state
facilities such as the Marshfield Clinic and Mayo Clinic provide
specialized inpatient services to those who might otherwise have been
served by the Authority.

Authority officials had budgeted for a 3.0 percent increase in inpatient
admissions in FY 2000-01, but they acknowledge that this goal will
likely not be met. They attribute the decline, in part, to anursing
shortage that required the Authority to divert patientsto Meriter and
St. Marys hospitals. From October 1999 through November 2000, the
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UW Hospital’s occupancy
rateishigher than those
of two Madison hospitals.

Authority diverted patients from UW Hospital intensive care units an
average of 7.4 days per month, and from UW Hospital general care
facilities an average of 4.5 days per month.

We compared inpatient information for UW Hospital with information
for Meriter and St. Marys hospitals. Making comparisons is complicated
because the Authority reports data on afiscal year basis, and Meriter
and St. Marys use a calendar year. Furthermore, UW Hospital generally
admits more complex or difficult cases than the comparison hospitals
do. However, from 1997 through 2000, total inpatient discharges at
Meriter Hospital increased 9.3 percent, or from 14,158 to 15,471, while
discharges at St. Marys increased 2.8 percent, or from 14,572 to 14,986.
UW Hospital’ s discharge rate decreased 0.2 percent, or from 20,286 to
20,251 from FY 1996-97 through FY 1999-2000. Comparable data on
admissions are not collected.

Asshown in Table 13, inpatient occupancy rates at UW Hospital ranged
from 71.7 percent to 76.4 percent during the Authority’ sfirst four years
of operations. In comparison, Meriter Hospital had an occupancy rate of
approximately 53 percent, and St. Marys had an occupancy rate of
approximately 70 percent from 1997 through 1999. During the first ten
months of FY 2000-01, UW Hospital’ s occupancy rate dropped to

69.3 percent, which was 9.1 percent lower than budgeted, aswell as

8.2 percent lower than the occupancy rate during first ten months of the
prior fiscal year.

Table 13

UW Hospital’s I npatient Occupancy Rate

Fiscal Year Rate
1995-96 72.9%
1996-97 722
1997-98 71.7
1998-99 76.4
1999-2000 75.4
2000-01* 69.3

* Through April 2001.
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Asshown in Table 14, UW Hospital’ s average daily inpatient census
remained relatively constant over afive-year period, decreasing from
350 in FY 1995-96 to 346 in FY 1999-2000. During the first ten months
of FY 2000-01, however, the average daily census declined to 324,
which was 11.0 percent lower than budgeted.

Table 14

UW Hospital’s Average Daily Inpatient Census

Average
Number of
Fisca Year | npatients

1995-96 350
1996-97 344
1997-98 337
1998-99 352
1999-2000 346
2000-01* 324

* Through April 2001.

Visitsto the Authority’s
outpatient clinics
increased 29.2 per cent
since FY 1995-96.

As noted, the Authority has undertaken an aggressive building program,
including the construction of outpatient clinics and facilities that it
reportswill allow it to compete in the health care market. The
proportion of the Authority’ s net patient service revenue arising from
outpatient servicesincreased from 28.7 percent in FY 1996-97 to

35.8 percent in FY 1999-2000.

Annual outpatient visits to the Authority’s clinics have increased

29.2 percent from their levels before the Authority was created. As
shown in Table 15, 342,405 outpatients visited clinicsin FY 1995-96,
and 442,339 in FY 1999-2000. These data include outpatients at clinics
within the Clinical Sciences Center and at other clinics the Authority
owns directly, such as the UW Health-East and UW Health-West.
However, outpatients at clinics owned by the UW Medical Schooal, the
UW Medical Foundation, or University Community Clinics, Inc., are
not included in these data.
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Table 15

Annual Viditsto the Authority’ s Outpatient Clinics

Percentage

Fiscal Year Number Change
1995-96* 342,405 (2.0%)
1996-97 353,126 31
1997-98 379,997 7.6
1998-99 391,574 3.0
1999-2000 442,339 13.0
2000-01** 371,037 not applicable

* Before June 29, 1996, UWHC operated as part of UW-Madison.
** Through April 2001.

While there have been mixed trends in the Authority’ s financial and
operational performance during itsfirst four years, officials believe
overall performance will improve and that the Authority iswell-
positioned to compete in the health care market. Nevertheless, these
mixed trends in financial and operational performance suggest that
continued scrutiny by the Legislature may be warranted to ensure the
Authority continues to meet its statutory mission.

*kk*k
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_____________________________________________________________________________________________________________|
The Authority’s Mission

The Authority is
generally fulfilling its
statutory mission.

The quality of health care
that the Authority
provides hasreceived
national recognition.

In creating the Authority, the Legislature largely maintained UWHC' s
statutory mission. As set forth in s. 123.04(3b)(a), Wis. Stats., this
mission is to deliver comprehensive, high-quality health care, including
charity care to the indigent; provide a suitable environment for medical
instruction; sponsor and support health care research; and conduct
outreach activities that assist health programs and personnel throughout
the state in the delivery of health care. The Authority is generally
fulfilling its mission.

Quality Health Care and Charity Care

UWHC had along tradition of delivering comprehensive, high-quality
health care, including charity care to the indigent, and a number of
measures indicate that the Authority is maintaining the high level of
service and the reputation of UWHC when it operated as part of
UW-Madison. For example, the Authority was accredited by the Joint
Commission on Accreditation of Healthcare Organizations, effective for
three years beginning on August 21, 1999. The Authority had also been
accredited by this organization for three years beginning on

September 14, 1996. In addition, the Authority has received recognition
regarding its provision of health care servicesin recent yearsin the
national media. The July 17, 2000 edition of U.S. News and World
Report ranked the top 50 hospitalsin the nation in 16 medical
specialties. The rankings were based on a survey of 150 board-certified
specialistsin each specialty and on mortality rates and other factors. As
shown in Table 16, UW Hospital was ranked in 11 of 16 specialty areas.
No other Wisconsin hospital was ranked in more than six specialties.

41



Table 16

UW Hospital’s Rank in U.S. News & World Report,
by Area of Medical Specialty
(Among the Top 50 U.S. Hospitas, as of July 2000)

Medical Specialty Rank
Cancer 28
Digestive Disorders 24
Ear, Nose & Throat 25
Eyes 16
Heart 34
Hormonal Disorders 19
Kidney Disease 41
Orthopedics 26
Respiratory Disorders 27
Rheumatol ogy 31
Urology 26

UW Hospital was designated aLevel | Trauma Center by the American
College of Surgeonsin 1998. It was the only such facility in Wisconsin
outside of Milwaukee. In addition, according to the United Network of
Organ Sharing, which maintains the nation’ s organ transplant waiting
list, the Authority’ s transplant program was the nation’ s second-largest
in 1999. Finaly, patient satisfaction surveys conducted from

September 1999 through November 2000 by an outside firm under
contract with the Authority rank UW Hospita in the top one-third of
academic medical centersin adult inpatient satisfaction with health care
services received.

To help fulfill its mission to provide health care to the indigent, the
Authority reduces or forgives entirely the cost of medical servicesto
certain qualified individuals. Officials have been following the same
policies and procedures regarding what is commonly referred to as
charity care since before the Authority’s creation. To be eligible, a
patient’ s income must generally be less than 200 percent of the federal
poverty level, and the patient may not be covered by insurance or a
government program. Overall, staff exercise a certain amount of
judgment when deciding eligibility, which typically occurs after a
patient has received health care services.




The Authority provided
$7.3 million of charity
carein FY 1999-2000.

Asshown in Table 17, the amount of charity care provided by the
Authority increased from $6.3 million in FY 1995-96 to $7.3 million in
FY 1999-2000, or by 15.9 percent. From FY 1996-97 through

FY 1999-2000, charity care under the Authority remained relatively
consistent as a proportion of gross patient revenue, although it declined
somewhat in FY 1999-2000.

Table 17

The Authority’sCharity Care

Charity Careasa
Percentage of Gross

Fiscd Year Charity Care Patient Revenue

1995-96 $6,254,220 1.7%
1996-97 5,874,576 15
1997-98 6,002,387 15
1998-99 7,817,699 1.7
1999-2000 7,279,810 13

A large share of charity careinthe state is provided by relatively few
hospitals. In FY 1998-99, the most recent year for which data are
available, 19 hospitals provided $78.1 million of charity care, or

66.8 percent of the total provided by all Wisconsin hospitals. From

FY 1996-97 through FY 1998-99, the Authority was among the top
three providersin Wisconsin, along with St. Luke’'s Medica Center and
Froedtert Memoria Lutheran Hospital, which are both located in
Milwaukee.

Asshown in Table 18, the Authority devoted a similar proportion of its
gross patient revenue to charity carein recent years as 12 large
Wisconsin hospitals did, including 2 that are also located in Madison.
Charity care for all Wisconsin hospitals averaged 1.2 percent of gross
patient revenue in both FY 1996-97 and FY 1997-98, and 1.1 percent in
FY 1998-99.
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Table 18

Charity Care asa Proportion of Gross Patient Revenue

City FY 1996-97 FY 1997-98  FY 1998-99
The Authority Madison 1.5% 1.5% 1.7%
Beloit Memorial Hospita Beloit 2.8 3.8 3.7
Froedtert Memoria Lutheran Hospital ~ Milwaukee 1.8 20 15
Mercy Health Systems Janesville 21 12 16
Meriter Hospita Madison 11 1.0 0.8
Saint Joseph’s Hospital Milwaukee 1.7 16 14
St. Luke's Medica Center Milwaukee 14 13 12
St. Mary’s Hospital Milwaukee 16 17 14
St. Marys Hospital Medica Center Madison 11 11 16
St. Michael Hospital Milwaukee 15 18 19
St. Vincent Hospital Green Bay 1.7 22 2.3
Sinai Samaritan Medical Center Milwaukee 18 18 10
Waukesha Memorial Waukesha 12 12 1.0

UW-M adison officials
are satisfied with the
Authority’ssupport for
medical education.

Even if the Authority provides charity care for hospital charges, patients
do not automatically receive charity care for the physicians charges. As
noted, the UW Medical Foundation bills patients for physician charges
incurred while receiving medical services at UW Hospital and the
clinicsin the Clinical Sciences Center. Its procedures for providing
charity care are similar, but not identical, to the Authority’ s procedures,
and both sets of procedures require subjective judgment. Therefore, a
patient could receive charity care from the Authority but not the

UW Medical Foundation. Authority officialsindicate they are
developing policies and procedures to coordinate their charity care
procedures with the UW Medical Foundation’s procedures.

Supporting Medical Education

UW Hospital has been a setting for instructing medical professionals
since 1924. The Authority has maintained, and in some cases increased,
its financial support for UW-Madison medical education. The deans of
the UW Medical School, the UW School of Nursing, and the

UW School of Pharmacy indicated their satisfaction with the level of
financial support that their schools have received from the Authority.




Direct transfersin
support of medical
education increased
23.9 percent from
FY 1996-97 through
FY 1999-2000.

The affiliation agreement requires the Authority to base its financial
support of UW-Madison medical education and clinical programs on
FY 1994-95 funding levels, adjusted for annual faculty salary increases.
This support includes:

» annud direct transfers to Center for Health Sciences
programs, which include the UW Medica School;
the UW School of Nursing; the UW School of
Pharmacy; the Human Subjects Committee, which
ensures that research is done in accordance with
ethical principles and applicable regulations; and the
Center for Health Sciences Library;

» annual expenditures for graduate medical education,
nursing education, pharmacy residency, and other
health programs;

» capital expenditures on behalf of the UW Medical
Schooal;

» support for the lease of sites that house UW Medical
School activities; and

» annua indirect support for UW School of Nursing
programs and clinical activities of UW Medical
School faculty.

The affiliation agreement requires direct transfers to the Center for
Health Sciences programs to be adjusted annually, from a base of

$11.1 millionin FY 1994-95, based on increases in faculty, academic
staff, and classified salaries or other relevant increases. In addition, use
of these fundsis to be determined annually through a collaborative
planning process involving the Authority and the Center for Health
Sciences programs. The UW Medical School uses direct transfers to
fund faculty salaries for teaching and administrative services, but not for
patient care. Available information indicates the Authority’ s direct
transfers to Center for Health Sciences programs increased 23.9 percent
from FY 1996-97 through FY 1999-2000, as shown in Table 19. In
comparison, UW-Madison faculty salaries increased 19.5 percent during
the same period.
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Table 19

Direct Transfersfrom the Authority to Center for Health Sciences Programs

Center for Hedth
Sciences Program

UW Medical School
UW Schaool of Pharmacy

UW School of Nursing
Center for Health

Sciences Library
Human Subjects Committee

Totd

Percentage
FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000 Change

$12,617,437 $13,346,263 $14,938,312  $15,675,076 24.2%

224,000 228,400 231,258 270,270 20.7
209,690 205,125 226,804 231,258 10.3
65,000 80,000 80,000 80,000 231
21,444 21,444 21,444 21,444 0.0

$13,137,571 $13,881,232 $15497,818  $16,278,048 23.9

Support for graduate
medical education
increased 15.3 per cent
in recent years.

The direct transfer amounts are negotiated in detail, often in terms of
individual employees, and are documented in a base bill that is often not
completed until after the fiscal year, at which time thereis afinal
determination of the level of funding the Authority provided. However,
it should be noted that the Authority was unable to reconcile base bill
information to its accounting records for the UW School of Nursing and
the UW School of Pharmacy. Consequently, although the amountsin
Table 19 are the best available information, they can be considered only
estimates.

The affiliation agreement also established a base level of support for
direct expenditures for graduate medical education, nursing education,
pharmacy residency, and other health programs administered by the
Authority. Graduate medical education was the responsibility of UWHC
before the Authority’ s creation, and the affiliation agreement established
that the Authority would continue to fulfill this obligation.

Support for graduate medical education in the FY 1994-95 base year
was $12.5 million. As shown in Table 20, the amount spent on graduate
medical education increased 15.3 percent from FY 1996-97 through

FY 1999-2000.
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Table 20

Graduate Medical Education Costs Funded by the Authority

Percentage
Type of Education FY 1996-97 FY 1997-98 FY 1998-99 FY 1999-2000  Change
Intern and Resident $11,914,814  $12,074,260 $13,015,901 $13,604,824 14.2%
Paramedical 798,757 973,474 930,821 1,056,273 32.2
Tota $12,713,571  $13,047,734 $13,946,722  $14,661,097 153

Under the affiliation agreement, the Authority also agreed to support
$6.0 million in UW Medical School capital expenditures at the Clinical
Sciences Center, and it transferred $6.3 million in three installments
from FY 1998-99 through FY 2000-01. These amounts are included in
the payments that were shown in Table 2. In addition, the Authority
pledged to provide annual lease payments to the UW Medical School
for property in University Research Park that is used by the Authority’s
Sports Medicine Clinic. It has paid $79,864 annually since FY 1996-97
to meet this obligation. These amounts are also included in Table 2.

Finaly, the affiliation agreement estimated that UWHC provided
$509,500 in annual indirect support for UW School of Nursing
programs and $8.4 million in annual indirect support for UW Medical
School physician faculty during FY 1994-95, and the agreement
requires the Authority to maintain thislevel of support. Indirect support
is not considered a monetary transfer, but rather an estimate of the value
of the time spent by hospital and clinic staff who provide servicesin
support of those schools. For example, hospital nursing staff help teach
undergraduate and graduate students from the UW School of Nursing.
Additionally, anumber of hospital departments, such as information
systems, medical records, and patient registration, provide clinical
support to UW Medical School physicians.

The Authority has not analyzed the level of indirect support that it
currently provides, so we were unable to determine the amount.
However, the deans of the UW School of Nursing, the UW School of
Pharmacy, and the UW Medical School stated that they are satisfied
with the monetary and non-monetary support their schools have
received from the Authority, and they believe this support is the same
or greater than it was before the Authority was created.
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Support for medical
resear ch has been
maintained.

The Authority isfulfilling
itsmission of supporting
outreach activities.

Support of Research

The third part of the Authority’ s mission is to sponsor and support
research in the delivery of health care that improves the welfare of
patients and facilitates advances in knowledge that alleviate human
suffering, promote health, and prevent diseases. Officials indicated that
the Authority has maintained the same level of research support that
existed before its creation.

The Authority does not provide a significant amount of direct funding
for health care research, but it does provide the space and services
necessary to carry out such research. The exact level of support for
research is not tracked, but one example of the types of research in
which the Authority isinvolved is its operation of ageneral clinical
research center where medical research funded by the National Science
Foundation is conducted. In addition, the Authority conducts research to
prevent eye diseases that afflict the elderly, determine the factors that
lead to asthma, and study athletes’ body composition. The UW Health-
West Clinic houses the Women’s Health Initiative, where research on
breast cancer and osteoporosisis performed.

Medical professionals at UWHC also conduct clinical trials of new
drugs, technology, and procedures. Recent examples include:

e cancer drugs aimed at killing tumors;

* new breast cancer and osteoporosis drugs,

» apediatric cardiology exercise program;

e adrug toimmunize against urinary tract infections;

» theuse of radiotherapy on patients who have
undergone angioplasty; and

e adrug for aggressive treatment of heart attacks.

Outreach Activities

The fourth part of the Authority’s mission isto assist health programs
and personnel throughout the state and region in the delivery of health
care. Although we were unable to quantify the value of outreach
activities that occur or to determine whether these activities have
increased since the June 1996 restructuring, officials believe the
Authority is at least maintaining its outreach efforts.
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Various departments of the Authority engage in outreach activities,
including the Department of Outreach Education, the Public Affairs
Department, and many Center for Health Sciences programs. While
some activities are coordinated with the Department of Outreach
Education, many are provided directly by individual hospital
departments.

Asshown in Table 21, annual expenditures for the Department of
Outreach Education were relatively stable during the Authority’ s first
four years. The Department produces a quarterly publication, Health
Bound, that provides wellness information, describes various health and
fitness classes and support groups, and includes information on how
schools or organizations can schedule medical professionalsto discuss
health-related topics. The Department also produces a half-hour weekly
video program, Picture of Health, that discusses health issuesand is
shown on public access television stations throughout the state. The
Department of Outreach Education employs three full-time employees
to produce these programs, which are created and presented by medical
faculty and staff.

Table 21

Department of Outreach Education Expenditures

Fiscd Year Amount

1996-97 $393,139
1997-98 420,689
1998-99 417,973
1999-2000 406,932

The Public Affairs Department, which is jointly funded by the Authority
and the UW Medical Schoal, isengaged in marketing and public
relations activities, such as coordinating health-related interviews
between members of the media and medical professionals. It arranged
386 interviews during 2000, and every six weeks it produces health-
related videos that are sent to television stations throughout the state.
Each video contains four stories and an introductory script that can be
used as part of the stations’ news broadcasts. A recent video included
stories on an asthma study, a new cancer drug, paintball injuries, and the
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Wisconsin Alzheimer’s Foundation. The Public Affairs Department also
sponsors health and safety activities and publishes several newsletters.
Authority officials estimate that the Public Affairs Department spent
$390,000 on outreach activitiesin FY 1999-2000.

University Health Care, which negotiates contracts for the provision of
hospital and physician services for the Authority and the UW Medical
Foundation, also conducts outreach activities. It has an arrangement
with 22 Wisconsin hospitals to provide their medical staffs with
continuing medical education. From June 1, 1998 through

November 20, 2000, 251 continuing medical education courses were
presented through this process. In addition, University Health Care
contracts with 38 regional clinicsto provide allergy, plastic surgery,
pediatric cardiology, and other specialty services to under-served
communities.

*kk*k
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_____________________________________________________________________________________________________________|
Operating Issues

In advocating for the Authority’s creation, UWHC officials had
UWHC officials believed contended that hospital operations were often constrained by excessive

excessive over sight had oversight, and they cited specific concerns related to capital acquisition,
hindered their personnel, and purchasing. Authority officials believe their flexibility in
flexibility before 1996. these areas has been enhanced considerably as aresult of the

Authority’s creation, but information is not available to quantify the
savings and other benefits that resulted from the restructuring. It appears
the greatest increases in flexibility have been in capital acquisition and
personnel, although many of the efficiencies achieved in purchasing
likely would have been possible even if the Authority had not been
created.

Capital Acquisition

Capital acquisition procedures have changed considerably since the
Authority’s creation. When UWHC operated as part of UW-Madison,
its construction and improvement projects required the review and
approval of UW-Madison, UW System Administration, the Department
of Administration, and the State Building Commission. The Authority,
however, has wide latitude to plan and carry out capital building
projects, although it is subject to a $106.5 million statutory bonding
[imit. The Governor’s 2001-03 Biennial Budget Proposal recommends
increasing this amount to $175.0 million.

In the early 1990s, UWHC officials asserted that a significant reason

to restructure UWHC as a public authority wasto increase its flexibility
to complete construction and improvement projects. As a state agency,
UWHC was subject to statutory requirements that:

» alowed the Department of Administration’s
Division of Facilities Development to decide
whether bids would be solicited for projects
costing between $30,000 and $99,999;

» provided that the Division of Facilities Devel opment
would oversee construction and improvement
proj ects costing between $100,000 and $250,000,
and required UWHC to submit such projectsto the
State Building Commission for approval; and
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Approval for
construction projects
changed consider ably
when the Authority
was created.

e required projects costing more than $250,000—an
amount that was increased to $500,000 in
July 1997—to be enumerated in session law as part
of the State’ s capital budget.

The Authority’ s creation reduced the amount of outside approval that
officials were required to obtain in order to initiate construction and
improvement projects, and it resulted in increased flexibility to complete
larger projects. The 1996 |ease between the Authority and the Board of
Regents requires UW-Madison’ s Chancellor and the Board of Regents
to approve projects on state property that exceed a specified threshold,
which wasinitialy set at $250,000 and is adjusted annually for
inflation. The threshold has been $277,800 in FY 2000-2001. In
addition, the Authority must seek UW-Madison’s review and approval
for al projects that affect the hospital’s skyline, exterior, or site. The
lease al so requires the Authority and UW-Madison to exchange annual
reports of all projects that affect the hospital, although it appears neither
party has prepared such reports.

Section 16.85(14), Wis. Stats., requires the Division of Facilities
Development to ensure that projects on state-owned land that exceed the
threshold meet state specifications and minimum design standards, to
approve the Authority’ s decision to proceed with construction, and to
review progress after construction has begun. While one of the
Division’s project managers reviews the plans and specifications for the
Authority’ s projects, the Division does not have aformal process by
which it approves the Authority’ s decision to proceed with construction.
In addition, officialsin the Division have asked the Authority to review
progress after construction begins, because the Division does not
negotiate or sign contracts for the Authority’ s projects or perform
typical construction administration.

The Authority has written policies and procedures for selecting
architectural and engineering services and for awarding construction
contracts. As part of the Authority’s review and approval process,
hospital departmentsidentify projects they would like funded. Projects
costing less than $100,000 are funded at the discretion of the
Authority’ s chief executive officer, but projects costing more than
$100,000 are subject to an internal review and approval processin
which:

* the Authority’s Capital Allocation Committee makes
apreliminary determination of which projectsto
fund;

* the Authority’s chief executive officer and chief
financial officer determine project priorities and
itemize projectsin afiscal year capital budget; and
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The Authority
has completed
109 construction
and improvement
projectssince

FY 1996-97.

L arge construction
projects now take the
Authority lesstimeto
complete.

* the Authority’ sboard of directors reviews and
approves the capital budget.

The Authority completed 109 construction and improvement projects on
state-owned land from FY 1996-97 through FY 1999-2000, including

6 projects that exceeded the $250,000 threshold. These six projects
accounted for approximately $7.5 million of the $11.6 million spent on
all projects, or 64.3 percent. The other projects were typically minor
space improvements or modifications. Because the majority of the
Authority’s projects on state-owned land were relatively minor, they
would have been subject to minimal external review even if the
restructuring had not occurred. However, the Authority likely benefited
considerably from its flexibility to complete projects costing between
$100,000 and $250,000 on state-owned land, as well as projects on land
it owned regardless of project costs.

Authority officials stated that before the restructuring, projects costing
more than $250,000 typically took six to eight years to complete
because of the various external reviews and approvals required.
Currently, however, large-scale projects on the Authority’ s property, as
opposed to the State's, are not subject to review by the Board of Regents
or the Department of Administration. Authority officials noted that
construction of the UW Health-West Clinic, undertaken after the
Authority’ s creation and on land owned by the Authority, was planned,
approved, and completed in about 3.5 years. They asserted that costs
were reduced because building materials were not subject to added
years inflation and that the project design did not need to be modified
as specifications changed over time.

The Authority has likely benefited from increased flexibility in other
areas as well. For example, officials stated that restructuring allows a
design-build approach, under which the Authority signs one contract
with designers, architects, engineers, and contractors who work
cooperatively. Moretypically, state agencies|et individual contracts
sequentially for design and construction. To use the design-build
approach, state agencies must work with the Division of Facilities
Development to determine whether the approach will be advantageous
for a specific project, and then receive permission from the Building
Commission before proceeding. Authority officials stated the design-
build approach was used for construction of the UW Health-West
Clinic, and they believe the construction process for this facility was
more effective than the simultaneous construction of the UW Health-
East Clinic, for which multiple contracts were signed.

In addition, officials stated that before the Authority’ s creation, they
typically used amodel construction contract designed by the American
Institute of Architects. They indicated that this contract sometimes made
it difficult to require contractorsto rectify design or construction errors
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Authority officials
believe they have
improved their
personnd functions.

Staffing increased
t0 4,263 FTE
positionsin
September 2000.

at their own expense, and that resolution of such errors was sometimes
costly for UWHC. Since the Authority’s creation, however, it has
commissioned and typically uses a different model contract that holds
contractors financially responsible for design or construction errors.
Authority officials are satisfied with this new model contract, although
specific savings accrued as a result of its use have not been calculated.

Per sonnel

Before June 1996, UWHC followed state rules for personnel
recruitment; assigning employees to specific classifications; setting
compensation levels; and guaranteeing employees’ rights regarding
layoffs, transfers, and reinstatements. UWHC officials asserted that
operating alarge academic medical center presented staffing challenges
not typically faced by other state agencies and, as aresult, the State’s
personnel policies and procedures were not effective for UWHC. When
the Authority was created, it assumed many personnel functions that
officials believe they have been able to improve.

The Authority directly employs most hospital and clinic staff, including
nurses, who participate in the Wisconsin Retirement System but who are
not in the state classified or civil service. However, 1,917 blue-collar,
technical, and administrative staff, such as custodians, respiratory
therapists, and medical transcriptionists, remained state employees as

of March 2001, and they are employed by the UW Hospitals and Clinics
Board. The Authority executed a contractual services agreement with
the Board for the services of these employees. The Department of
Employment Relations contractually delegated responsibility for their
recruitment, selection, classification, and supervision to the Board,
which in turn delegated the responsibility to the Authority under the
contractual services agreement.

In FY 2000-01, the Board will receive its entire budget of $67.5 million
from the Authority. Authority officials stated that the Board has
increased its staff considerably since July 1998, largely as aresult of
opening the UW Health-East and UW Health-West clinics. The
Governor’s 2001-03 Biennia Budget Proposal recommends that

$79.5 million in program revenue be transferred from the Authority to
the Board in FY 2001-02, which isa 17.8 percent increase that takes
into account recent staffing increases, and that $82.7 million in program
revenue be transferred in FY 2002-03, which is an additional 4.0 percent
increase.

Table 22 shows changes in the number of UW Hospital and Clinics FTE
staff positions, including those at the Authority and the Board, from
September 1997 through September 2000. Total staffing increased

12.1 percent, from 3,803 FTE positions to 4,263 FTE positions, over
that four-year period.




Table 22

UW Hospital and Clinics FTE Staff Positions,
by Occupational Area
(As of September 30)

Percentage
1997 1998 1999 2000 Change
Administrators 41 38 36 32 (22.0%)
Pharmacy 141 139 155 167 184
Radiology 127 137 142 175 37.8
Clinical Laboratory 188 193 203 202 7.4
Other Nursing* 356 405 391 362 17
Residents 432 436 436 444 2.8
Other Technical** 587 595 618 747 27.3
Registered Nurses 865 875 953 952 10.1
Non-medical Personnel*** 1,066 1,134 1,277 1,182 10.9
Total 3,803 3,952 4,211 4,263 121
* Includes licensed practical nurses, nurse midwives, nurse practitioners, and ancillary nursing
personnel.
** |ncludes physician assistants, dieticians, physical therapists, occupational therapists, and
phlebotomists.

*** |ncludes clerical and custodial staff, facilities workers, and food service workers.

Asshown in Table 23, 797 physicians practiced in support of the
Authority’ s mission on May 4, 2001. Thisincludes UW Medical School
faculty who practicein the Clinical Sciences Center and at the
Authority’ s outpatient clinics, such as UW-Health East and UW-Health
West.
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Table 23

Physicians at the Authority
Asof May 4, 2001

Department Number
Medicine 245
Surgery 104
Pediatrics 90
Family Medicine 77
Radiology 60
Anesthesiology 47
Psychiatry 43
Ophtha mology 33
Neurology 24
Pathol ogy 24
Obstetrics/Gynecol ogy 23
Human Oncol ogy 10
Rehabilitation Medicine 9
Neurosurgery _ 8
Total 797

The Authority’s creation has addressed several personnel concerns that
UWHC officias had raised. First, officials had believed that they did
not have significant involvement in the collective bargaining process.
The Authority now bargains separately with the four unions that
represent staff of the Authority and the UW Hospitals and Clinics
Board. Asaresult, officials believe that they are now better able to
address important issues unique to the Authority’ s operations and that
they can avoid bargaining on issues that do not affect the Authority.

Second, UWHC officias had expressed concern that adhering to the
State’ s hiring process sometimes prevented them from filling positions
in atimely manner. Authority officials believe they are now better able
to recruit staff because positions employed by the Authority are no
longer subject to Department of Employment Relations rules. In
addition, the contractual services and delegation agreements give the
Authority responsibility for hiring and classifying most UW Hospitals
and Clinics Board employees. Although Department of Employment
Relations officials indicated that staffing functions could have been
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The Authority has had
difficulty employing a
sufficient number of
nur ses.

delegated to UWHC, UW System Administration had not requested the
authority necessary to do so.

Third, UWHC officials had asserted that existing state job
classifications hindered them from hiring in the particular skill areas
they needed. Since the Authority’ s creation, however, the contractual
services and delegation agreements have allowed the Authority to revise
the titles and job descriptions of numerous classifications to reflect
specific hospital duties.

UWHC officials had also cited other concerns about the State’s
personnel processes. For example, they had asserted that, as a state
agency, it was sometimes difficult to offer competitive salaries.
However, in 1994 (report 94-5), we concluded that compensation for
UWHC positions was typically competitive. UWHC officials had also
indicated that they were sometimes unable to hire experienced
individuals at rates higher than the base wage rate typically offered by
state agencies. Although state agencies were able to hire above the base
wage rate before the Authority’ s creation, and UWHC did so when
hiring certain nurses, physical therapists, and administrative assistants, it
was likely more difficult to do so at that time.

Nursing I ssues

The Authority was able to promptly negotiate three of its four union
contracts for 2001-2003, but negotiations for the nurses' contract have
been protracted, and the nurses’ union filed an unfair labor practices
complaint with the Wisconsin Employment Relations Commission on
May 15, 2001. While issues between the Authority and the nurses
union are complex, many appear to be influenced by the difficulty the
Authority has had in employing and retaining a sufficient number of
nurses, especialy inpatient nurses.

Authority and union officials have separately indicated that currently,
salaries are generally competitive overall, and recruitment and retention
difficulties are caused, in part, by a general shortage of nurses
nationwide. Nevertheless, there are additional issues that contribute to
higher nurse vacancy rates at the Authority than at surrounding
hospitals. For example, insufficient employee parking at the Clinical
Sciences Center has often been cited as a hindrance to recruitment and
retention. In addition, while nurses are no longer state employees, they
have retained their participation in the Wisconsin Retirement System,
and like classified state empl oyees they must pay the entire cost of their
health insurance during the first six months of employment.
Surrounding hospitals provide subsidized health insurance for nurses
immediately.
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UWHC officialswere
frustrated with state
purchasing requirements
before 1996.

Asof February 2001,

the Authority had

1,450 separ ate
contractsfor the goods
and servicesit purchases.

Union officials also cited the greater use of forced overtime at the
Authority, compared to a nearby hospital, as a factor contributing to
retention difficulties. Nurses' union data, which we adjusted to reflect
differences in staff sizes, indicate that in 2000, the Authority required
extra shifts four times more often than extra shifts were required by
Meriter Hospital. The Authority indicates that its nurses worked

2,598 mandated extra shiftsin 2000, which is an average of

3.35 mandated extra shifts per nurse. It should be noted that because
some hospital and clinic units may require mandated overtime more
frequently than others, the experience of an individual nurse may vary
considerably from the average. For example, information from the
Authority indicates that 12 percent of nurses had six or more mandated
shiftsin the prior 12 months, while 88 percent had five such shifts or
less.

Authority officials indicate they are continuing to take steps to lower
their nurse vacancy rate, which should reduce the need for mandatory
extra shifts. The vacancy rate has declined from 21.0 percent in

July 2000 to 11.6 percent in May 2001. Nevertheless, officials indicate
that because of the Authority’ s large number of speciaty beds, they
need to recruit relatively larger numbers of nurses with specialized
training than surrounding hospitals do. Consequently, recruitment and
retention will continue to be challenging.

Purchasing

UWHC officias believed state purchasing requirements were
burdensome and often resulted in unnecessary costs and delaysin their
operations. Authority officials believe that they have been able to reduce
costs and to sign contracts that better serve their needs. While it appears
that the Authority has achieved purchasing efficiencies, the savings have
not been quantified, and in many instancesit is unclear whether the
improvements can be attributed to increased flexibility.

Since the restructuring, the Authority has established purchasing
policiesthat officialsindicate are consistent in principle with the state
procurement manual, particularly with respect to competitive bidding.
However, they assert that they have improved the purchasing process by
simplification and the incorporation of key concepts such as contract
performance requirements.

As of February 2001, the Authority had 1,450 separate contracts for
the goods and services it purchases. Under the operating and services
agreement, the Authority can purchase goods and services through
UW-Madison, UW System Administration, Board of Regents, and
Department of Administration contracts. As of January 2001, the
Authority was using 37 university and 17 state contracts to purchase
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The amount that the
Authority’s purchasing
arrangements has saved
isunknown.

computer equipment, cellular telephone service, elevator maintenance,
and other goods and services.

In addition, the Authority is affiliated with Novation, a group
purchasing organization that includes approximately 1,400 health care
facilities nationwide and uses bulk purchasing to secure favorable prices
from vendors. The Authority currently participates in approximately
200 contracts for medical and surgical supplies through Novation, as
well as about 150 pharmaceutical contracts. Finaly, the Authority may
enter into contracts directly with vendors, independent of other entities
or purchasing arrangements. The Authority currently participatesin
about 1,050 such contracts.

It is not possible to determine the savings that have resulted from
particular contracts into which the Authority has entered. Authority
officials assert that, compared to the next-lowest cost contracts
available, their participation in Novation contracts results in average
annual savings of about 2 percent for medical and surgica supplies and
about 3 to 5 percent for pharmaceuticals. However, UWHC had
obtained awaiver from the Department of Administration that allowed it
to participate in approximately 100 contracts through a group
purchasing organization that predated Novation. As aresult, it is unclear
which Novation contracts UWHC could have participated in if the
Authority had not been created, or whether it could have realized
savings from them.

Officials cited two examples of the Authority having simplified its
purchasing process:

* Before 1998, the Authority purchased supplies for
about 1,000 cardiac catheterization procedures
performed annually and stored them until needed.
Physicians frequently required multiple suppliesto
complete a single procedure, given the complexity of
the cases treated, and the average cost per procedure
exceeded $3,500. In 1998, the Authority entered into
a contract for these supplies that has several
advantages. The new contract increased the
Authority’ s bargaining power by reducing the
number of primary suppliers from four to one. It also
decreased inventory costs by allowing the Authority
to order and stock supplies, but to not purchase them
until used, which resulted in a one-time savings of
$250,000. Finally, the contract reduced costs by
$1,125 per procedure—or $1.1 million annually—by
establishing a per procedure price, rather than a per
item price.
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*  UWHC officias purchased custom administrative
forms every six months, and they stored and
distributed the forms to hospital departments as
needed. In October 1996, the Authority began to use
the Internet to order certain forms and print them
where and when they were needed. This practice has
since expanded and has allowed the Authority to
reduce itsinventory of forms and the number of
obsolete forms; update custom forms quickly and
efficiently; and print clinic forms when patients
arrive and with the patients' demographic
information already encoded, which saves time and
reduces transcription errors. Authority officials
estimated that this arrangement saved more than
$200,000 in thefirst year after itsimplementation
and resulted in a 29 percent reduction in annual
expenditures for forms.

While these examples demonstrate effective contract management,
Some purchasing officials acknowledged that the contracts could have been structured in
improvements could have this manner regardless of the Authority’s status as a public entity, either
been achieved even under within state purchasing guidelines or with waivers from the Department
state guidelines. of Administration. Authority officials aso believe that the amount of
time necessary to purchase items has declined. However, it was not
possible to verify this because comparable data for the Authority and
state agencies are unavailable.

*k*k*k
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Appendix 1

M ember ship of the Authority’sBoard of Directors

Five ex officio members;

Joint Committee on Finance Senate co-chair
Joint Committee on Finance Assembly co-chair
UW-Madison Chancellor

UW-Madison Medical School Dean

Secretary of the Department of Administration

Three members nominated by the Governor, with the Senate’ s approval

Three members of the University of Wisconsin Board of Regents, appointed by the president of the

Board of Regents

One chairperson of a department at the UW-Madison Medical School, appointed by the

UW-Madison Chancellor

One faculty member of a UW-Madison health professions school, other than the UW-Madison

Medical School, appointed by the UW-Madison chancellor

Two nonvoting labor organization representatives, appointed by the Governor






Appendix 2

UW Health Clinics

Authority

UW Health-Dental Clinic

UW Health-East Clinic

UW Health-East Dialysis

UW Health-Oakwood Village Clinic

UW Health-Research Park (Sports Medicine Clinic)
UW Health-University Station, Internal Medicine
UW Health-Waisman Clinic

UW Health-West Clinic

UW M edical School-Department of Family M edicine

UW Health-Belleville Family Medical Clinic

UW Health-Eau Claire Family Medicine Clinic
UW Health-Fox Valley Family Practice Clinic
UW Health-Northeast Family Medical Center

UW Health-Research Park Family Medicine Clinic
UW Health-Verona Family Medical Clinic

UW Health-Wausau Family Practice Clinic

UW Health-Wingra Family Medical Center

UW M edical School-Department of Psychiatry

UW Health-Psychiatry Clinics

University Community Clinics, Inc.

UW Health-Beaver Dam Community Clinic Internal Medicine
UW Health-Beaver Dam Community Clinic Warren Street
UW Health-Cottage Grove Community Clinic

UW Health-Crossroads Community Clinic

UW Health-Horicon Clinic

UW Health-Mazomanie Community Clinic

UW Health-Portage Community Clinic

UW Health-Stoughton Clinic

Gateway Madison

Gateway Stoughton



UW M edical Foundation

UW Health-University Physicians at the General Pediatric and Teenage Clinics
UW Health-Physicians Plus 20 South Park Street
UW Health-Physicians Plus Columbus
UW Health-Physicians Plus Cross Plains
UW Health-Physicians Plus DeForest

UW Health-Physicians Plus East Towne
UW Health-Physicians Plus Fitchburg

UW Health-Physicians Plus Fort Atkinson
UW Health-Physicians Plus McFarland
UW Health-Physicians Plus Meadowood
UW Health-Physicians Plus Middleton
UW Health-Physicians Plus Monona

UW Health-Physicians Plus Mount Horeb
UW Health-Physicians Plus Odana

UW Health-Physicians Plus Oregon

UW Health-Physicians Plus Palmyra Eagle
UW Health-Physicians Plus Sun Prairie
UW Health-Physicians Plus Verona

UW Health-Physicians Plus Waterloo

UW Health-Physicians Plus Waunakee
UW Health-Physicians Plus West Towne
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Debt Service on Revenue Bonds and L ease Payments

Appendix 3

Debt Servicefor
L eased Space Debt Service on Debt Service on Total
Year'  (Assumed Debt) 1997 SeriesBonds® 2000 Series Bonds® Debt Service'
1997 $ 3,997,352 $ 423904 $ 4,421,256
1998 4,042,858 1,803,630 5,846,488
1999 3,992,269 1,596,095 5,588,364
2000 3,961,449 1,879,973 $ 931,820 6,773,242
2001 3,995,294 1,925,579 3,511,839 9,432,712
2002 4,585,147 1,930,000 3,435,495 9,950,642
2003 4,153,162 1,930,000 3,435,495 9,518,657
2004 4,135,499 1,934,421 3,435,495 9,505,415
2005 3,815,757 1,925,579 3,435,495 9,176,831
2006 3,829,452 1,930,000 3,435,495 9,194,947
2007 3,071,592 1,930,000 4,015,495 9,017,087
2008 2,735,581 1,934,421 4,349,465 9,019,467
2009 2,536,606 1,925,579 4,553,435 9,015,620
2010 2,185,511 2,230,000 4,603,035 9,018,546
2011 2,000,917 2,418,420 4,600,710 9,020,047
2012 1,837,613 2,603,470 4,578,150 9,019,233
2013 1,430,897 2,967,812 4,621,070 9,019,779
2014 709,882 3,729,640 4,575,300 9,014,822
2015 287,346 4,156,300 4,571,115 9,014,761
2016 81,845 4,467,471 4,466,990 9,016,306
2017 0 4,652,017 4,362,865 9,014,882
2018 0 4,635,920 4,383,740 9,019,660
2019 0 4,712,400 4,301,959 9,014,359
2020 0 4,783,866 4,233,340 9,017,206
2021 0 4,939,813 4,076,965 9,016,778
2022 0 4,991,660 4,023,040 9,014,700
2023 0 5,033,400 3,984,000 9,017,400
2024 0 5,168,720 3,850,000 9,018,720
2025 0 5,288,967 3,726,620 9,015,587



Debt Servicefor
L eased Space Debt Service on Debt Service on Tota
Year' (Assumed Debt) 1997 Series Bonds 2000 Series Bonds® Debt Service’

2026 $ 0 $ 5,400,720 $ 3,618,240 $ 9,018,960
2027 0 0 9,018,930 9,018,930
2028 0 0 9,017,070 9,017,070
2029 0 0 9,016,380 9,016,380

Total $57,386,029 $95,249,777 $134,169,048 $286,804,854

! Amounts for 1997 through 2000 reflect actual payments.

2 Original principal amount of $50.0 million.

% Original principal amount of $56.5 million.

* Includes $146,339,443 million in principal and $140,465,411 in interest costs.



Appendix 4

The Authority’s Daily Hospital Room and Board Rates*

FY FY FY FY FY Percentage
1996-97 1997-98 1998-99 1999-2000 2000-01 Change

Room and Board—Semi-Private Room  $ 350 $ 350 $ 375 $ 470 $ 515 47.1%

Intensive Care Increment—Trauma 1,511 1,556 1,626 1,707 1,865 234
Intensive Care Increment—Surgical 1,511 1,556 1,626 1,707 1,865 234
Intensive Care Increment—Medicd 1,511 1,556 1,626 1,707 1,865 23.4
Intensive Care |ncrement—Pediatric 1,511 1,556 1,626 1,707 1,865 234
Intensive Care Increment—Burn Level 1 354 365 381 398 435 22.9
Intensive Care Increment—Burn Level 2 1,079 1,111 1,161 1,214 1,330 23.3
Intensive Care Increment—Burn Level 3 1,804 1,858 1,941 2,028 2,220 23.1

* Rates shown are the published rates, but they do not reflect additional cost increments, such as for nursing services.
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Hospital Administration 608.263.8000
University of Wisconsin 600 Highland Avenue 608.263.9830 Fax
Hospital and Clinics Madison, WI 53792

June 18, 2001

Janice Mueller, State Auditor
Legislative Audit Bureau

22 E. Mifflin Street, Suite 500
Madison, Wisconsin 53703

Dear Ms. Mueller:

Thank you for the opportunity to review and respond to the Legislative Audit Bureau’s (LAB)
report and evaluation of the implementation and operating agreements between the University of
Wisconsin (UW) and the University of Wisconsin Hospital and Clinics Authority (Authority) as
required by s.13.94(1) (o), Wis. Stats. I appreciate your staff’s professional and well-organized
effort. The review has been particularly beneficial to me because of my short tenure at the
Authority.

We are very proud of the continuing excellent reputation of UW Hospital and Clinics as it seeks
to fulfill its vision to be the foremost healthcare provider and employer in Wisconsin, serving as a
statewide and national leader for patient care, education, research, and community service. As
acknowledged in LAB report, we continue to meet our statutory mission to deliver
comprehensive, high quality health care, including charity care to the indigent; provide a suitable
environment for medical instruction; sponsor and support healthcare research; and conduct
outreach activities that assist health programs and personnel throughout the state in the delivery
of health care.

The following comments are intended to address some of the more significant points included in
your report.

Personnel and Employer Relations

While I believe that UWHC currently has very good relations with its employees, we always
strive to further increase employee satisfaction through a variety of means. We are asking
employees about their perspectives through formal surveys, employee forums and small group
meetings. As part of our newly developed strategic plan, one of our ten core strategies is to
“improve employee retention and recruitment.” This strategy includes initiatives to improve
employee workspace, compensation, benefits, parking, and available training. Our budget for the
upcoming year includes specific initiatives to enhance health insurance benefits, create wellness
programs, enhance child care services, expand counseling programs, improve and expand
cafeteria service, and provide on-campus personal services like laundry services and other
services.



Relations with three of our employee unions are excellent. As cited in the LAB report, we
instituted a new bargaining process called “RESOLVE.” The process worked extremely well this
last year and has allowed us to expeditiously negotiate three contracts starting in the year 2001
and extending for 2 and 3-year periods.

The bargaining process for a new contract with our nurses union has, on the other hand, extended
beyond the contract renewal date of May 1, 2001. While we have made every effort to negotiate a
new contract in a timely and collaborative manner, including the introduction of the “RESOLVE”
process which worked well with the other unions, nursing union leadership has requested many
changes. Some of the requests simply can not be economically achieved or be achieved in a short
time frame. However, many of the concerns raised by the union are appropriate, and we have
made changes to attempt to accommodate those concerns. We share, for example, their concern
about mandatory overtime. However, the size, complexity and unpredictability of our inpatient
population are greater than other local hospitals and requires us on various occasions to use
mandatory overtime. We have historically placed constraints on the use of mandatory overtime
and have extended those constraints, going so far as capping census on various occasions to
minimize mandated overtime. A mediator has been involved in the negotiation process, and we
have in every instance agreed to participate in the negotiations in a manner suggested by the
mediator. At the date of this letter we continue to be hopeful of a satisfactory resolution of the
remaining issues.

Financial and Operating Performance

Some concerns have been raised by the LAB in their report about the financial trends in the
industry and at the Authority.

Profit Trends

Most community and teaching hospitals have experienced declining profits during the years 1995
through 2000. The Authority also has experienced declining profits, especially in fiscal year
2000. For a significant time during this period the Authority also operated without a chief
financial officer; however it did hire a chief financial officer in May of 2000. It has also recently
completed a new strategic plan and is projecting a 5% margin for the current and next fiscal year.
However, the industry will continue to be challenged by rising wage, drug, technology and other
costs and third party payer reimbursement which continues to increase at a rate less than the rate
of cost increases.

Cash Reserves

The level of cash reserves was raised as a concern at the formation of the Authority and is raised
again in the LAB report. As noted in the table on page 48 of the LAB report, the decline in cash
reserves has generally occurred for all hospitals since 1997. While the level of Authority’s
reserves has fluctuated, its cash reserves as a percent of the median reserves has improved since
1998 and is now 94% of the median. Cash reserves are primarily needed for unforeseen
circumstances, including an unexpected loss from operations. Cash reserves are also needed to
demonstrate credit worthiness to lenders but are also considered in relation to the institution’s
debt to total capitalization ratio. The Authority compares favorably to the market from this
perspective. While a significant decline in existing reserves would reduce the Authority’s ability
to access the debt markets, this is not currently forecasted and the Authority plans to increase the
reserves gradually.



Legislative Oversight

The LAB report concludes that the mixed trends in financial and operational performance
suggest that continued scrutiny of the financial performance of the Authority by the Legislature
may be warranted. While we believe the LAB conclusion is appropriate, we would like to add
that the Authority's financial performance is carefully monitored by the Authority’s Board of
Directors and its Finance Committee. The State and the University appoint the Board. The two
co-chairs of the Joint Finance Committee (or their designees from among the membership of the
Committee), as well as three members of the Board of Regents and the Chancellor of UW-
Madison, are members of the Authority Board and receive all of the financial reports distributed
monthly to the Board. In addition, the firm of KPMG performs an annual external audit of the
Authority and reports its findings to the Finance Committee and the Board of the Authority. This
governance structure already provides the Legislature the ability to regularly monitor the
Authority’s compliance with its statutory mission.

Authority Debt

Lastly, the LAB report also comments on the circumstances that might cause the debt of the
Authority to be assumed by the State. We believe further comment on this point is warranted.
Credit has been extended to the Authority largely on the strength of the Authority’s financial
position and its operating results. At the time of the first bond issue, bond insurers were
concerned about a termination by the University (not the Authority) of the Lease and Affiliation
Agreements which would impede the Authority’s access to its facilities, thus leaving inadequate
provision for the repayment of the Authority’s revenue bonds. Therefore, insurers sought a
technical change and assurances from the University against a possible termination of the
agreements by the University for the 30-year term of the bonds. The authority has maintained
and will continue to maintain the terms of the Affiliation Agreement and the Lease Agreement,
and expects to maintain its favorable financial position. Accordingly, there is very little
likelihood that the State would become responsible for the outstanding debt of UWHC. Such
assumption of the debt would only be triggered by an action of the University as a result of a
substantial violation of the agreements by UWHC. Such a violation by the Authority is also
highly unlikely since the University and the State appoint a majority of the Board members, and
the Board could remedy any inadvertent action by management. The current comment in the
LAB report may cause unnecessary concern on the part of the Legislature about the borrowing
plans of UWHC. In fact, the State is in a more protected position today than when the UW
Hospital was part of the University.

University of Wisconsin Medical Foundation (UWMF)

The report expresses some concerns about the combined operations of UWMEF since the merger
with Physicians Plus. While UWMEF has had to develop common operating procedures, align
compensation formulas, create a common operating culture and struggle with other financial and
business matters, these issues were not unexpected and are being resolved. The Authority and
UWMF are working more closely together now than in the past on a variety of issues, and will
assist each other in creating a cohesive culture for the medical staff.

Another concern noted was the lack of coordination of the charity care policies between UWHC
and UWMEF. This is an appropriate concern that has recently been recognized by both parties
and will be addressed during the next twelve months.



I would like to thank you again for the thoughtful analysis provided by your staff and for the
professional and collaborative approach to the audit. It has been instructive and helpful to all
involved in the process.

Sincerely,

Amasy Hollenkogtt/

Donna Sollenberger
President and Chief Executive Officer

cc: John Torphy, Vice Chancellor
University of Wisconsin

Jack Pelisek, Chairman
University of Wisconsin Hospital & Clinics Authority
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