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AGENDA
THE UNIVERSITY OF TEXAS SYSTEM
BOARD OF REGENTS RETREAT
HEALTH INSTITUTIONS

Monday, March 18, 2002 - 3:00 p.m. to 9:00 p.m.
Tuesday, March 19, 2002 - 9:00 a.m. to 3:00 p.m.
The Houstonian
Houston, Texas

The format of the Retreat is designed to provide an initial presentation on the topic by
one individual, brief comments as appropriate by the Presidents, followed by a free-
range question-answer-discussion period with the Regents. Additional discussion of
federal and state legislative issues are scheduled for the working dinner.

Monday 1. Welcome and Opening Remarks Chairman Miller
3:00 p.m.
305p.m. 2. Overview of the U.T. Health Components Dr. James Guckian (20 min.)

and Environmental Assessment

3:25p.m. Discussion
3:45p.m. 3. Federal Funding
e Research Grants and Contracts Dr. John Mendsisohn (15 min.)
- Facilities
- Capital Equipment
- Faculty
Bioterrorism Dr. John Stobo (5 min.)
Medicare, Medicaid, SCHIP and Graduate  Mr. Mike Hudson and
Medical Education, and Earmarks Mr. Bill Shute (10 min.)
4:15p.m. Discussion
4:45p.m. 4. State Funding Dr. Kern Wildenthal (25 min.)

Formula Funding

Exceptional Item Funding and RAHC

Graduate Medical Education

Nursing Schools Dr. James Willerson (5 min.)

5:15p.m. Discussion

545p.m. Break




6:15 p.m. to Pre-dinner Reception Chairman Miller’s Home

7:00 p.m.

7.00 p.m. to Working Dinner — Legislative Issues The Houstonian

9:00 p.m.

esday 5.  Biotechnology, Intellectual Property and Dr. James Willerson (20 min.)

9:00 a.m. Commercialization, Including Commission
Draft Recommendations
¢ Institutional Initiatives Presidents (10 min.)

9:30 a.m. Discussion

l/TO-*OUVa-m- 6. Enhancing Collaboration, Strategic Dr. Francisco Cigarroa (20 min.)

Partnerships and Alliances
s+ K-16 Student Programs
» Teacher Programs
¢ Research and Clinical Trials
« [nstitutional initiatives in felemedicine Presidents (10 min.)

10:30 a.m. Discussion

‘yffﬁa-m- 7.  The Institute of Medicine (IOM) Report, “To _
Err is Human: Building a Safer Health v
- System” /
e The IOM Report and the U.T. Response / Dr. Eric Thomas (10 min.}
» Examples of Institutional Initiatives \ esistant Profassor of Medicire,

- “Leapfrog Group” and Computer Order  Dr. John Stobo (5 min.)

Entry
- Robotic Pharmacy Program - Dr. John Mendelson (5 min.)
o Other Institutional Initiatives Presidents (10 min.)
:30 a.m. Discussion
12:00 p.m. Lunch
l/ﬁo/p-m- 8. Trends in Health Insurance, Reimburse- Dr. John Stobo (20 min.)
ment, and Financing of Teaching Hospitals  Dr- John Mendelsohn (5 min.)

Dr. Ronald Garvey {5 min.)

\)30 p-m. Discussion
_ 9. “Centers of Excellence”: Leveraging /I/g?Kem Wildenthal (10 min.)
Scarce Resources to Build Excellence r. John Stobo (10 min.)
‘/87' John Mendelsohn (10 min.)

““““ 2:30 p.m. Discussion

3:00 p.m. 10. Closing Remarks Chairman Miller
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SUMMARY
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Health Institutions Summary
Programs in Health Science Centers
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Health Professions Students
Total Fall Enrollment
Number of Graduates
Tuition Fees, Medical and Dental
Medical Schools
1. Applicants and Enrolled Students, U. T. System and U. S.
2. Academic Performance: Comparison of U. T. System with U.S. Medical Schools
3. The University of Texas System Medical Schools Admission - MCAT and GPA Scores
4. Applicants by Ethnicity - 1993 to 2001
5. Percent of Applicants Receiving Offers - 1993 to 2001
6. Percent of Offers Accepted - 1993 to 2001
7. Matriculated Students by Ethnicity - U. T. and U. S., 1996 to 2001
8. Percent of Graduates Entering Primary Care - Aggregate for U. T. System
Dental Schools
1. First Year Applicants and Enrolled U. T. and U. S.
2. Matriculated Students by Ethnicity U. T\ and U. S.
Nursing Schools
1. Gender of Students by Degree Level U. T. System
2. Average GPA of Applicants and Enrollees by Degree Level and Number of
Qualified Applicants Not Enrolled
3. Selected Accountability Measures

FACULTY
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Faculty

Tenured and Tenure-Track Faculty by Institution

Faculty Salaries U. T. and U. S. Medical Schools

Faculty Salaries U. T. and U. S. Dental and Nursing Schools
Total Faculty by Ethnicity and Gender 1996 to 2001
Faculty by Institution by Ethnicity and Gender 2001
Faculty by School by Ethnicity and Gender 2001

Honorific Awards
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Health Professional Workforce
Enrolled First Year Medical Students by Selected States 1994 to 2000
Resident Physicians In Training in Selected States per 100,000 Population 96 vs. 98
Resident Training Programs in Texas an Number of Residents Fy - 98
Practicing Physicians in U.S. per 100,000 Population, 1998
Physicians Licensed in Texas, January 2002
Population, Graduates, and Physicians
Population, Graduates, and Dentists
Hospital Vacancy Rates for: Nurses, Pharmacists and Imaging Technicians

10. Demand for Hospital Workers in All Positions, 1999 - 2001
11. Dramatic Growth Funds Appropriated by the 77th Legislature to Support

Enrollment in RN Programs, 2001 - 2002

RESEARCH
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Research

Total Research Expenditures

Research Expenditures by Institution

Expenditures for Research and Development, Texas Public Health Related Institutions
Federal Research Expenditures

Federal Research Expenditures by Institution

NIH Awards to Medical Schools, FY 2001

Total NIH Support to Texas Health Institutions

Federal and Private Sponsored Research Expenditures at State Health Centers

10 Indirect Cost Recoveries Earned for the Year Ending August 31, 2001
11. Net Intelectual Property Income

PRACTICE PLANS

1.

Faculty Practice Plans

1. Total Revenue and Other Additions
Total Revenue and Other Additions by Institution
Summary of Operations by Institution Year Ending August 31, 2001
Source of Revenue, FY 97 to FY 01
Income from Managed Care and Percent of Revenue from Managed Care
Budgeted Professional Income, FY 89 and FY 01
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HOSPITALS

A A

U. T. Hospitals

Hopitals Inpatient Data, 1994 to 2001

Total Inpatient Admissions by Institution, 1997 to 2001
Total Patient Bed Days, 1997 to 2001

Hospitals Outpatient Data

Total Clinic Visits for the Years 1997 to 2001




HOSPITALS (Continued)
7. Net Patient Service Revenues by Hospital
8. Collections by Source

9. Operating Revenue vs. Operating Expenses
10. Financial Health of Hospitals, 2001

FINANCE
1. Finance Information
2  Where the Money Comes From, FY 2002
3. Where the Money Comes From - Institutions With Hospitals, FY 2002
4. Where the Money Comes From - Institutions Without Hospitals, FY 2002
5. Institutional Budgeted Resources, FY 1989 and FY 2001
6. Institutional General Revenue Appropriations, FY 89 and FY 2001
7. Governmental Payers: Medicare and Medicaid, FY 2001
8. Federal Funding Issues
9. Medicare Indirect Education Payments for Texas Teaching Hospitals
10. Federal Medicaid Disproportionate Share Hospital (DSH) Payments for Texas
11. Medicare Physicians Reimbrusement for Texas Physicians
12. Projected FY 2002 - 2003 Medicaid Expenditures in Texas
13. Tobacco Fund Endowments
14. Permanent Funds for Health-Related Institutions Endowment Appropriations and

Fy 2000 and FY 2001 Distributions
15. Permanent Fund for Higher Education Nursing, Allied Health, and Other Health-
Related Programs Award Recipients
16. Permanent Fund for Minority Health Research and Education Award Recipients
17. Budget Uses of Tobacco Settlement Proceeds - FY 2002
18. Actual Uses of Tobacco Settlement Proceeds - FY 2001

GIFTS AND GRANTS
1. Gifts and Grants
2. Private Gifts and Grants
3. Endowed Positions
4. Endowment Market Values

INDIGENT CARE

1. Indigent Care

2. National Health Expenditures

3. U.'T. System Hospitals Value of Unsponsored Charity Care

4. U.'T. System Physician Practice Plans Unsponsored Charity Care
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Health Professions Students

. About 9,500 students are enrolled in the professional schools of the U.T.

health components. About 77% of graduates of public health-related
professional schools in Texas are from the U.T. System (excludes Baylor
College of Medicine).

. The number of applicants to medical schools has decreased by about

24% since 1996, but the quality of applicants and matriculants has not
changed; the decrease in number of applicants is slightly more
pronounced for Asian Americans and Whites than for African Americans
and Hispanics. The number of applicants to dental schools decreased
16% since 1997.

. The percent of African American and Hispanic applicants offered

admission to U.T. medical schools decreased after “Hopwood”, but has
subsequently returned to “pre-Hopwood” levels.

. The percentage of African American students enrolled in U.T. medical

schools is lower than the national mean, but the percentage of Hispanic
students is greater than the national mean.

. The proportion of graduating medical students opting for a career in

primary care has fallen from 58% in 1996 to 47% in 2001, this change
reflects a national trend and “market forces” perceived by graduating
students.

. The U.T. health component nursing schools could accept many more

qualified students if they had the resources to do so. With these
resources, the nursing schools could be more effective in ameliorating the
nursing shortage.

. Graduates of the U.T. health professional schools perform exceedingly

well on licensing and certifying exams.

F:\users\hao\terri-icg\healthstudent3-5-02









ANNUAL TUITION AND FEES

U.T. SYSTEM COMPARED TO U.S.

U.S. Median*
Private
Resident
Non-Resident
Public
Resident
Non-Resident
U. T. System
Resident
Non-Resident

U.S. Mean**

UT System
Resident
Non-Resident

315102
JCG/mf

MEDICAL SCHOOLS

TUITION FEES TOTAL

- - $ 29,736

- - $ 30,063

- - $ 11,530

i - $ 25774

$ 6550 $ 7,800 $ 14,350

$ 19,650 $ 7,800 $ 27,450 -
DENTAL SCHOOLS

TUITION FEES TOTAL

$ 14,312 $ 6,953 $ 21,265

$ 5400 $ 8500 $ 13,900

$ 16,200 $ 8500 $ 24,700

*Source: AAMC January 2001
**ADA, 1998-99 Survey of Pre-Doctoral Educational Institutions

fAusers\hao\maggie\excelichtt us compare med den
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NURSING SCHOOLS






THE UNIVERSITY OF TEXAS SYSTEM HEALTH
COMPONENT INSTITUTIONS*
NURSING SCHOOL APPLICANT AND ENROLLEE DATA
FALL 1998 THROUGH FALL 2001 - ALL STUDENTS

BACCALAUREATE # QUALIFIED
PROGRAM APPLICANTS
AVERAGE GPA NOT
ENROLLED
Applicants Enrollees
Fall 1998 3.13 3.33 640
Fall 1999 3.12 3.32 653
Fall 2000 3.14 3.30 671
Fall 2001 3.18 3.34 369
MASTER’'S PROGRAM # QUALIFIED
AVERAGE GPA APPLICANTS
Applicants Enrollees ENI?C())I;II'_ED
Fall 1998 3.18 3.25 171
Fall 1999 3.19 3.29 220
Fall 2000 3.28 3.50 207
Fall 2001 3.26 3.36 199
DOCTORAL PROGRAM # QUALIFIED
AVERAGE GPA APPLICANTS
Applicants Enrollees ENR"QC())LTLED
Fall 1998 3.42 3.50 18
Fall 1999*** 3.72 3.80 11
Fall 2000 3.60 3.74 11
Fall 2001 3.61 3.62 17

“Includes: UTMB-Galveston, UTHSC-Houston, & UTHSC-San Antonio

**Part-Time Defined As: For Baccalaureate - Less Than 12 Hours Per Semester For Graduate
Programs - Less Than 9 Hours Per Semester

“**Does not include UTHSC-San Antonio

Prepared By: U.T. System Office of Health Affairs, Source: Institutional Submissions

3/4102
JBPImf
f\users\hao\charts\wpS1\charts\nrs-tot 10f2



SELECTED
ACCOUNTABILITY MEASURES
FROM GENERAL APPROPRIATIONS BILL
ACTUAL ANNUAL NUMBERS
FISCAL YEAR 2001

. Percent of medical students passing parts 1 and 2 of the licensure
examination on the first try.

SWMC UTMB Houston HSC San Antonio HSC
96.0% 87.7% 91.0% 92.0%

. Percent of Allied Health graduates licensed or certified in Texas.

SWMC UTMB Houston HSC San Antonio HSC
90.0% 88.0% 96.7% 95.3%

. Percent of Allied Health graduates passing licensure or certification exam
on the first try.

SWMC UTMB Houston HSC San Antonio HSC
95.0% 93.0% 97.4% 93.4%

. Percent of BSN nursing graduates who are licensed in Texas.

SWMC UTMB Houston HSC San Antonio HSC
N/A 94.0% 92.2% 95.5%

. Percent of BSN nursing graduates passing national licensure exam on the
first try.

SWMC UTMB Houston HSC  San Antonio HSC
N/A 90.0% 94.0% 91.0%




6. Percent of dental students passing parts 1 and 2 of the licensure exam on
the first try.

SWMC UTMB Houston HSC San Antonio HSC
N/A N/A 96.5% 97.0%

7. Percent of dental school graduates licensed in Texas.

SWMC UTMB Houston HSC  San Antonio HSC
N/A N/A - 88.7% 87.0%

8. Percent number of Public Health graduates going into employment in
Texas.

SWMC UTMB Houston HSC San Antonio HSC
N/A N/A 68.2% N/A

9. Nursing: Percent of MSN graduates granted advanced practice status in
Texas.

SWMC UTMB Houston HSC  San Antonio HSC
N/A 86.0% 66.0% 85.0%

Source: Institution’s Annual Outcome Measure Report, Submitted to Legislative
Budget Board and Governor’s Office Fiscal Year 2001

2127102
HIP/mf
fusers\hac\maggie\data book\selected accountability measures with #
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FACULTY INFORMATION

e
P




Faculty

1. Of the 5,550 faculty members in FY 2001, 28% are tenured.

2. Faculty salaries generally are a bit lower than the 75" percentile for similar
positions in the U.S.

3. While progress is slow, more ethnic minorities and women are joining the
faculty. The highest percentages of women faculty members are in the
schools of nursing and allied health.

4. The quality of the faculty is outstanding, as measured by honorific awards.

Five Nobel laureates and 13 members of the National Academy of
Sciences are on the faculty of U.T. health components.

F:users\haotterri-jcg\faculty3-5-02

























GRADUATE MEDICAL
N (GME) AND

HEALTH PROFESSION
WORKFORCE




Health Professional Workforce

1. The number of medical and dental students accepted in and graduating
from Texas schools remains relatively unchanged. Unless there is a
dramatic decrease in the number of physicians/dentists immigrating to
Texas from other States and Countries, Texas probably needs no more
medical schools or dental schools and no more medical/dental students.
This topic likely will be hotly debated. Presently, 35% of physicians
licensed and practicing in Texas are graduates of U.S. medical schools
outside of Texas and 20% from foreign medical schools.

2. The Health Institutions and their hospital partners may need to expand
resident training programs in selected specialties other than primary care.
The need and demand for family practitioners has abated with the demise
of managed care and “gatekeepers”, whereas the need for
anesthesiologists, general internists, cardiologists, gastroenterologists and
others has increased. Federal funding of residents has been capped,
however, so that institutions sponsoring resident programs may not be
willing to increase the number of residents in some programs without
decreasing the number in other programs.

Producing more physicians, however, will not solve the maldistribution of
physicians in Texas.

3. The number of nurses in Texas is far less than is needed; the shortage is
impacting negatively the quality and cost of care. While the State
legislature recognized the issue and funded expansion of nursing school
classes, the funding was far iess than needed and was less effective than
anticipated. Nursing schools in academic medical centers increased their
classes far more than other nursing schools but were funded the least per
student for their efforts. This unintended consequence of funding should
be addressed in the next Legislature.

4. There also is a shortage of laboratory technologists, imaging technologists
and other health professionals in Texas.

F\users\hac\terri-jcg\healthprof3-4-02




ENROLLED FIRST YEAR MEDICAL STUDENTS
(ALLOPATHIC ONLY) BY STATE

1994 AND 2000
NUMBER PER

NUMBER 100,000 POPULATION

1994 2000 1994 2000
Texas 1,083 1,182 6.2 5.9
New York 1,448 1,325 9.4 7.2
California 2,093 1,919 7.0 5.7
Pennsylvania 705 645 9.1 5.2
linois 883 864 9.1 6.9
Ohio 804 758 7.6 6.6
Massachusetts 405 388 9.6 6.0
Florida 528 567 25 3.8
Michigan 561 553 5.8 5.5
TOTAL 16,307 16,301 6.3 5.9

Source: AAMC; January 2001

3/11/02
JCG/mf
Musersthao\maggie\cht\enrolled first year medical allopathic only













211/02
JCG/mf
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PHYSICIAN LICENSED IN TEXAS

JANUARY 2002

MD
DO

TOTAL

Texas Graduates
US Graduates
Foreign Graduates

Male

White

African American
Hispanic

Asian

American Indian
Unknown

*( ) = Percentage

33,536
2,082

35,618

16,103
12,331
7,184

27,997

25,246
1,261
3,594
4,679

65
773

Source: Texas State Board of Medical Examiners

(45) -
(35)
(20)

(79)

(71)
(4)
(10)
(13)
(1)
(2)









HOSPITAL VACANCY RATES FOR:
NURSES, PHARMACISTS, AND

IMAGING TECHNICIANS
Mean

Position Vacancy Rate
Registered Nurses 13.0%
Imaging Technicians 15.3%
Pharmacists 12.7%
Licenced Practical Nurses 12.9%
Nursing Assistants 12.0%
Laboratory Technicians 9.5%
Billers/Coders 8.5%
IT Technologists 5.7%
Housekeeping/Maintenance 5.3%

Source: Survey of 6,000 hospitals, August 2001, First Consulting Group

3/5/02
JCG/mf

FAusers\hao\maggic\excel\data book\hospital vacancy rates










RESEARCH GRANTS

AND EXPENDITURES




Research

1. Research expenditures by the U.T. health components continue to
increase and was $748 million in FY 2001.

2. Federal research expenditures also continue to increase and account for
about 60% of the health components research expenditures.

3. The U.T. health components are effective in leveraging State funding into
enhanced extramural funding for research.

4. Indirect cost recoveries from research grants are an important revenue
source for the health components, exceeding $135 miilion in 2001.

5. Net intellectual property income contributes a minor, but increasingly
important part of the institutions’ revenue.

F:users\hao\terri-jcg\research 3-5-02



























INDIRECT COST RECOVERIES EARNED
FOR THE YEAR ENDING AUGUST 31, 2001
SOURCE: AFR, 2001, SCHEDULE B-4

TOTAL 2001
UT SOUTHWESTERN MEDICAL CENTER AT DALLAS $43,043,980
UT MEDICAL BRANCH AT GALVESTON $18,330,134
UT HEALTH SCIENCE CENTER AT HOUSTON $25,186,868
UT HEALTH SCIENCE CENTER AT SAN ANTONIO $19,011,751
MD ANDERSON CANCER CENTER AT HOUSTON $32,175,460
UT HEALTH CENTER AT TYLER $762,104

TOTAL , $138,510,297

2/5/02
JBP/mf
f:wsers\hao\maggie\excelichtiindirect cost recoveries eamed
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PRACTICE PLAN INFORMATION
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Faculty Practice Plans

1. Faculty practice plan income continues to increase, exceeding $775
million in FY 2001. It is a major source of funding of the missions of the
health components, and is the major source of contingency reserves.

2. Managed care contracts and institutional contracts account for a major
portion of practice plan revenue.

F:wsers\hao\terri-jcg\facultyprac3-4-02










The University of Texas Systemn 2002 Key Statistical Report
Section I Financial Managerment

Summary of Operations
Medical Services, Research and Development

Programs, Physician Referral Service
Year Ending August 31, 2001
(in thousands)

9/1/2000 $ 159,407 42 430 41,705 20,518 01,999 2,638 358,698
Gross Charges 557,041 268,397 259,447 228,887 361,706 29,016 1,704,494
Less:

Unsponsored Charity Care 234,939 66,909 90,024 © 60,603 30,774 4,992 488,241
Contractual Adjustments 123,169 88,829 68,693 24,101 156,206 11,988 473,077
Bad Debt Write-offs 13,722 15,678 17,015 15,777 17,105 2,053 81,350
Other Unreimbursed Medical Costs 11,164 10,012 6,881 3,164 3,043 288 35,152
Clunge inAccountsReceivable 16984 1226 3000 25255 0 0 4665
Net Collecnons 157 063 85,743 73,372 09,898 153,978 9,695 579 748
Investment Revenues 3,181 1,761 1,623 1,021 4,976 45 12,607

Other Additions (2) 80,016 40,117 44,865 13,732 2,995 1,646 183,371

Expenditures and Other Deductions:

Faculty Salaries 80,523 38,565 45,653 35,065 55,270 7,271 262,348
Staff Salaries 39,236 30,786 18,181 6,756 22,225 2,300 119,484
Resident Salaries 0 3,950 0 0 0 0 3,950
Fringe Benefits 28,620 22,060 16,443 12,553 49,443 1,086 130,805
Maintenance and Operations 36,124 19,068 23,946 44,059 17,517 1,594 142,309
Professional Liability Insurance 4,807 5,720 2,558 2,815 2,917 461 19,278
Debt Service 3,054 0 0 0 0 0 3,054
Travel 2,169 1,776 614 964 4,700 167 10,390
Capital Outlay 6,518 1,884 871 1,073 1,777 21 12,144
Official Functions 0 207 753 256 426 0 1,642
Other 0 0 0 1,094 (156) 159 1,097
New Programs:

Transfer to Endowment 675 0 0 . 0 0 0 675

Other o520 2609 783 0 0 0 s2014
Total New Programs. . = SR o

Excess of Revenues and Other e
Additions Over Expenditures and
Other Deductions (10,988) 994 10,058 10,016 7,830 (2,273) 15,637

Net Change in Accounts Receivable 2,875 o] 0 0] 13,289 0 16,164

End.lng FundBa.lanpc, 8/31/2001;

Note Includes Contractual income from affiliated hospitals and organizations, other mrsoellaneous income, and transfers from non-
practice plan funds.

Source: U.T. System Office of Health Affairs
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U. T. SYSTEM PHYSICIAN PRACTICE PLANS
SOURCE OF REVENUE

MILLIONS
$200
W FY 97
$175
mFY98 I
$150
$125
$100
$75
2
$25 2
| x . i ‘3 I
Commercial Commercial Commercial Medicaid Medicald Medicare Medicare Patient State/ Institutional
FFS FFSMMCO  Capitation FFS Capitation FFS Capitation Federal Contracts Al Other
3/4/02
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U. T. SYSTEM PHYSICIAN PRACTICE PLANS

INCOME FROM % OF REVENUE FROM
miuions VIANAGED CARE* MANAGED CARE*
$250 55%
50%
;1997
5200 45% 1998 -
B 1999 %
0% 3 2000 8
| 2001 £
35% ¥
$150 :
30%
5%
$100
20% A
15% -
$50 10% -
5% -
$0 - 0% :
UTSMC UTMB UTHSCH UTHSCSA UTMDACC TOTAL UTSMC UTMB UTHSCH UTHSCSA UTMDACC TOTAL
Institutions Total
*Includes commercial managed care fee-for-service and capitation and capitated Medicaid
;gé?,ﬁ] ] and Medicare contracts; does not include Medicaid fee-for-service case management.

fusersthao\maggie\graphics\millon%01



The University of Texas System
Health Institutions

BUDGETED PROFESSIONAL INCOME

PERCENT

FY1989 FY2001 INCREASE
UTSWMC-Dallas $85,979,841 $213,764,054 148.6%
UTMB-Galveston $45,119,950 | $127,561,002 182.7%
UTHSC-Houston $85,605,042 $104,279,371 21.8%
UTHSC-San Antonio $32,684,952 $84,568,000 158.7%
UTMDACC-Houston $101,539,481 $152,478,064 50.2%
UTHC-Tyler $9,569,712 $12,581,518 31.5%
Total $360,498,978 | $695,232,009 92.9%

Source: Operating Budget Summary and Annual Financial Reports



HOSPITAL INFORMATION

U. T. Medical Branch - Galveston

U.T. M. D. Andeéon Cancer Center

s

U. T. Health éenter - Tyler

Harris County Psychiatric Center




U.T. Hospitals

. The number of hospital operating beds, occupied beds and hospital days
decreased from 1995 to 2000 (managed care), but all have increased in 2001.

. The number of hospital admissions and hospital days have leveled off at UTMB
since 1999 (control of the number indigent patients cared for), but all have
slightly increased at U.T.M. D. Anderson.

. The volume of outpatient care remains exceedingly high.

. Net patient service revenues have increased remarkably at U.T.M.D. Anderson,
but have remained essentially unchanged at the other U.T. hospitals.

. The “payer mix”, that is the source of revenue, varies greatly among the
hospitals. Government payors (Medicaid and Medicare) and commercial
managed care contracts are the major payors.

. In 2001, hospital operating revenues exceeded expenses at U.T. Medical
Branch, UTHC — Tyler and HCPC. U. T. M. D. Anderson experienced a slight
loss. The hospital operating margin improved at U. T.Medical Branch, UT HC —
Tyler and HCPC in 2001, while U. T. M. D. Anderson remained slightly
negative.

. The financial health of U.T. hospitals varies. U.T.M. D. Anderson maintains a
strong position.
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U. T. SYSTEM HOSPITALS INPATIENT DATA

BEDS BEDS OCCUPIED
1,800 1,300
1,750 - 1,250 -
gt & By o [
1600 - 1,150 - |
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1,450 - T T T T 1,000 -
1994 1995 1996 1997 1998 1999 2000 2001 1994 1995 1996 1997 1993 1999 2000 2001
ADMISSIONS HOSPITAL DAYS
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61,000 _
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60,000 -
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56,000 - 350,000 -
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Source: Annual Hospital Report
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HOSPITAL REPORT COMPARATIVE SUMMARY SERVICE LEVELS
TOTAL INPATIENT ADMISSIONS
FOR THE YEARS 1997-2001
40,000

35,000

30,000

25,000
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15,000

10,000

1997 1998 1999 2000 2001

—— UTMDACC UTMB —— UTHC-TYLER —— HOUSTON HCPC

2119/02 Source: Annual Hospital Report
JCG/mf
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HOSPITAL REPORT COMPARATIVE SUMMARY SERVICE LEVELS
TOTAL PATIENT BED DAYS
FOR THE YEARS 1997-2001

250,000
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2/19/02 Source: Annual Hospital Report
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U. T. SYSTEM HOSPITALS OUTPATIENT DATA

THOUSANDS
TOTAL VISITS
1600 $430 COST/VISIT
1,400 $380
1,200 $330 -
$280 -
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HOSPITAL REPORT COMPARATIVE SUMMARY SERVICE LEVELS
TOTAL CLINIC VISITS
FOR THE YEARS 1997-2001
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U. T. SYSTEM HOSPITALS
NET PATIENT SERVICE REVENUES

MILLIONS
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U.T. SYSTEM HOSPITALS

MILLIONS COLLECT'ONS BY SOURCE
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U. T. HOSPITALS

OPERATING REVENUE VS. OPERATING EXPENSES

MILLIONS MILLIONS
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Financial Health of Hospitals, 2001

California us UTMB UTMDACC UTHC-T
(1999) (1999)

Median Operating Margin (%)’ 0.33 0.4 -0.4 2.4 0.8
Operating Revenue/Day ($)° 1,189 - 1,711 9,061 2,153
Operating Expense/Day ($)° 1,1212 - 1,610 8,844 2,135
Debt Service Coverage (High/Low)* 2.81/0.35 - 7.47 13.7 Low
Day’s Cash (High/Low)® 41.13/27.88 46.7 278 33.33
Sources: California Office of Statewide Planning and Development; Health Affairs 21:118, 2002.

U. T. Institutional Statistical Report

Definitions

1. Operating revenue less operating expenses as a % of operating revenue (Operating revenue does not include investment income

or retroactive contractual adjustments)

mRhwN

marketable securities

3/6/02
JBP/mf
f\usersihao\maggie‘\cht\financial health of hospitals 2001

Operating revenue per patient day (Patient days exclude observations)
Operating expense per patient {Patient days exclude observations)
Measures the number of times that cash flow {tota! margin less depreciation and interest expense) will cover debt service payments
Measures the number of days of average cash expenses (operating expenses less depreciation) that are maintained in cash and
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Finance Information

. The sources of revenue for the U.T. health components vary greatly

because of varying missions and operations. Patient revenue and general
revenue appropriations for hospitals -- U.T. Medical Branch, U.T.M.D.
Anderson, and U.T. Health Center-Tyler -- make comparison of them with
the other components and with other medical schools in the U.S difficult.

. General revenue appropriations have increased 10.5% for the health

components from 1989 to 2001, adjusted for inflation.

. Medicare and Medicaid are important payers for the health components,

both reimbursement for patient services and for graduate medical
education. This source of revenue is at risk because of federal cuthacks.

. Tobacco fund proceeds have provided important “seed” funds for research

and education; $35.4 million were expended in The U. T. System in 2001
from this source.

F:\users\haoterri-jcg\budget3-4-02
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THE UNIVERSITY OF TEXAS SYSTEM
HEALTH INSTITUTIONS

WHERE THE MONEY COMES FROM - FY 2002
(Millions)

Gifts & Grants
Sponsored $77.7 2%
Research $567.6 General Revenue
14%

$820.8 20%

Awdllary
Enterprises $59.8
1%

) Education &
Desgnated General Funds (1)
Activities $462.7 $172.6 4%
11%

(1) Tuition & fees $26,985,038
(2) HCPC funding $24,820,485;
State grants & contracts

$29,324,030
Professional Health Hospital II:II'JOIIE
Care Fees $769.8 from Patients
19% $1,072.7 26%
Other Sources (2) .
$65.2 2% Total $4.07 Billion
3/8/02
e Source: U. T. System Operating Budget

F:usersthao\maggie\graphics\ut system § 2002
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THE UNIVERSITY OF TEXAS SYSTEM HEALTH

INSTITUTIONS WITH HOSPITALS
WHERE THE MONEY COMES FROM - FY 2002

Gifts & Grants $29.3
Sponsored Research 2% Spomsored  Gifts & Grants
$804 6% Ganarsl Revenus Resoarch $89.7 $14.1 1%
Auxiliary Enterprises $147.8 11% A ry 8%
$222 2% Education & Genersl Enterprises $6.4 Ganeral Revenua
Dul::;t;d A;t;llu Rinds $47.1 4% 1% $260.1 4%

Professional Health
Care Fess $171.5
13%
Acﬂflh:. :;:9 1 Education &k
Other Sources $5.0 8% Ganeral Funds(1)
0% $24.2 2%
(1) Student tuition and fees: $5,844 83
ncome from ncome from
Patients §773.1 Professional Health Pationts $247.9
59% Care Fees $126.4 23%
12%
Othar Sources $7.9
UT MD Anderson Cancer Center Soonsores Ressach Gita 8 oot 41 o UTMB. Galvest
i AuxWary Enterprises  $5.5 5% alvesion
Total $1.32 Billion T e

Total $1.1 Billion

Designated Activities
$5.2 5%

General Revénue
Professionai Health $35.7 33%
Care Fees $14.9

14%

Other Sources $1.0
1%

Education & General
Funds $0.9 1%

UT Health Center-Tyler
Income from Total $107.1 Million

Patlents $41.9

3/6/02 3%

JCG/mf -
fusersthao\maggic\graphics\ut with hospitals Source: U. T. System Operating Budget



THE UNIVERSITY OF TEXAS SYSTEM HEALTH

INSTITUTIONS WITHOUT HOSPITALS
WHERE THE MONEY COMES FROM - FY 2002

Gifts &k Grants $21.1 Gifts & Grants $4.4

3% Genoral Revanue 1%
$103.5 16%

Sponsored
Research $115.7
3% General Revenue

$137.1 28%

Education & Genecul

Sponsoved Ressarch Funds{1) $46.8

$180.3 27% 7%
Other Sourcas
$10.5 2%
Awndiiary
Enterprises $16.5
%
Auxillary Entesprises Dasignated Education &
$11.0 2% Activities $34.4 Genersl Funds (1)
7% $326 %
Incorme from
Designated Activities Patients $9.1
$47.4 7% Professional Health %
Care Fees $235.4 /
36% Professlonal Health Other Sources (2)
Gifts & Grants $7.8 Care Fees $111.8 $343 7%

% 23%
UT Southwestern Center-Dallas

Total $655.9 Million
(1) Student tuition & fees: $5,653,800

UT Health Science Center-Houston
Total $496.0 Million

G;;‘;;'_:““;‘;"q:‘ (1) Student tuition and fees: $7,334,388
(2) H.C.P.C. funding: 524,820,485

Sponsoied Rasearch
$96.0 231%

Auxillary Enterprisas
$2.9 1%

Dasignated Activities
$33.8 B%
UT Heaith Science Center-San Antonio

Education & Genaral

. Funds (1) $21.9 Total $415.1 Million
Source: U. T. System Operating Budget 5% y
Other Sources $6.5 (1) Student tuition & fees: $7,938,885
2%

Professional Healkh
3/6/02 Care Fees $109.7
JCG/mf 6%

fAusers\hao\maggie\graphics\ut without hospitals



The University of Texas System
Health Institutions

INSTITUTIONAL BUDGETED RESOURCES

PERCENT

FY1989 FY2001 INCREASE
UTSWMC-Dallas $249,506,343 $593,898,416 138.0%
UTMB-Galveston $471,207,001 | $1,021,162,717 116.7%
UTHSC-Houston $254,441,605 $454.,947,186 78.8%
UTHSC-San Antonio $180,699,056 $357,367,893 97.8%
UTMDACC-Houston $473,937,177 | $1,230,201,382 159.6%
UTHC-Tyler $52,194,596 $97.919,111 87.6%
Total $1,681,985,778 | $3,755,496,705 123.3%

Source: Operating Budget Summary — FY 2001




The University of Texas System
Health Institutions

INSTITUTIONAL GENERAL REVENUE APPROPRIATIONS
Percent
Percent Adjusted
FY1989 FY2001 Increase for Inflation

UTSWMC-Dallas $59,224,685 $90.,830,704 53.4% 11.0%
UTMB-Galveston $165,241,115 | $240.,834,815 45.7% 5.5%
UTHSC-Houston $88,886,955 | $124,864,978 40.5% 1.7%
UTHSC-San Antonio $73,183,660 | $127,125,913 73.7% 25.7%
UTMDACC-Houston $92,652.908 | $139.,511.,244 50.6% 9.0%
UTHC-Tyler $14,782,130 $30,618,306 107.1% 50.0%
Total $493.971.,453 | $753.785,960 52.6% 10.5%

Source: Operating Budget Summary - Y 2001



U. T. SYSTEM GOVERNMENTAL PAYERS

FY 2001
(Millions)
Medicare ’ Medicaid

Institution Hospital Physicians Hospital Physicians
UTSMC $ 186 (B)* $ 23 (10)*
UTMB $ 914 (3D § 106 (8) $ 81.8@28* § 145 (11)
UTHSC-H [§ 33(G2** § 126 (11) $ 23 (3 $ 123 (10
UTHSC-SA $ 07 (V) $ 108 (12
UTMDACCI|$ 925 (14) $ 165 (11) § 149 (2 $ 11 )
UTHC-T |$§ 15.7 (36) $ 45 (3 $ 43 (10 $§ 09 (8
TOTAL $ 202.9 (20) $ 695 (9) $ 103.3 (10) $ 62.6 (9)

*( ) = Percent of hospital/practice plan collections

** HCPC

Source: Institutional Reports

3/6/02
}CG/mf
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FEDERAL FUNDING ISSUES
Medicaid Disproportionate Share Hospital (DSH) Payments

All states with hospitals caring for a disproportionate share of low-income patients receive Federal
Medicaid DSH payments. Nearly 200 Texas institutions rely on these payments to provide services
for the uninsured, the underinsured, and Medicaid patients. The Balanced Budget Act of 1997 (BBA)
reduced Medicaid DSH payments by over $10 billion. The Benefits Improvement and Protection Act
of 2000 (BIPA) provided some temporary relief from spending cuts by freezing scheduled reductions
for FYs 2001 and 2002 at the FY 2000 level. Beginning in October 2002, deep cuts in Medicaid
DSH payments will resume absent further Congressional action. Texas is estimated to lose $55.4
million in Medicaid DSH payments in FY 2003 alone.

Sharp Medicaid DSH payment reductions would make it more difficult for UT and all Texas
institutions to sustain their commitment to provide care. These reductions will impose a heavy
financial burden on hospitals struggling to survive and care for the poor. The cuts also come at a
time when the number of uninsured is rising. Many of these individuals depend on safety net
providers and public hospitals as their sole source of health services. Adequate Medicaid DSH
payments are necessary to ensure that the poor will continue to have access to medical care.

Medicare Indirect Medical Education (IME) Payments

Teaching hospitals receive IME payments from Medicare for the higher costs of caring for more
complex cases and of operating graduate medical education programs. IME payments are percentage
add-ons to the basic patient care payments received by hospitals. They are based on the IME
adjustment set in statute and each institution’s intern-resident to bed ratio. The Benefits
Improvement and Protection Act of 2000 (BIPA) froze the IME adjustment at 6.5% for FYs 2001 and
FY 2002 and reduced it to 5.5% for FY 2003 and later years. Beginning in October 2002 (FY 2003),
when further reductions again take effect Texas is estimated to lose $115.5 million in Medicare IME
payments over 5 years, absent further Congressional action

Cuts in IME payments will exacerbate the financial burden on all institutions already facing growing
financial pressures on operating margins and a weaker economic outlook. These payment reductions
would undermine the level of support that teaching hospitals can dedicate to their education, patient
care, and research missions.

Medicare Physician Reimbursement

Medicare physician payments are updated annually using a formula known as the sustainable growth
rate system (SGR) that limits the growth in total Medicare physician spending. The SGR compares
Medicare’s historical actual expenditures for physician services to an expenditure target. The
expenditure target fluctuates based on growth in the Gross Domestic Product (GDP). If actual
expenditures fall below the target, physician payment updates are set at a positive value. If actual
expenditures exceed the target, physician payment updates are set at a negative value to offset the
excess spending. This SGR update methodology does not reflect the true costs of physician services
and produces extremely volatile updates for physician payments from year to year. The physician
payment update for 2001 was +4.5% while the update for 2002 is —5.4%. Negative physician
payment updates are projected through 2005. The negative updates for 2002-2005 are due to



unexpectedly higher Medicare physician spending and declines in GDP growth that lower the
physician expenditure targets. For the calendar year 2002 alone that began in January, Texas is
estimated to lose $139.4 million in Medicare physician payments, absent further Congressiconal
action.

The drastic cuts in Medicare physician payment updates impose a significant financial burden on
physicians and institutions. The payment cuts make it increasingly difficult for physicians to
continue caring for Medicare patients, thus jeopardizing access to basic medical care for the elderly
and disabled.

Medicaid Assistance

Texas, like other states across the country, is experiencing large declines in state revenues from an
ongoing economic downturn. The state confronts a $5 billion budget shortfall over the next 2 years.
Meanwhile, the number of Medicaid eligibles is rising and Medicaid costs continue to grow
dramatically. At a time when Texas most needs federal assistance, however, federal support for Texas
Medicaid will be reduced. The federal Medicaid matching rate, known as the Federal Medical
Assistance Percentage (FMAP), is based on states’ per capita income data from the 3 most recent
calendar years where such data is available. The FY 2002 FMAP for Texas is based on data from
1997, 1998, and 1999, when the economy was much stronger. The FY 2003 FMAP likewise will be
based on data from the stronger economy in these previous years. Consequently, the FY 2002 and
2003 FMAPs for Texas do not reflect the recent, ongoing economic downturn and will require the
state to assume a greater share of Medicaid costs than it can afford. Without Congressional action
this year, Texas could be forced to enact sweeping cuts to the Medicaid program that irreparably
harm the poorest and the sickest.

State Children’s Health Insurance Program (S-CHIP)

The S-CHIP program helps states provide health insurance coverage for uninsured, low-income
children. States receive an enhanced federal Medicaid matching rate for S-CHIP program
expenditures. The Balanced Budget Act of 1997 gave states 3 years to use each year’s allotment of
S-CHIP funds. Any funds remaining at the end of 3 years were to be recouped and redistributed to
states that had expended their fuil allotments. In his FY 2003 budget, the President proposes
extending the availability of $3.2 billion in unexpended S-CHIP funds that would have been recouped
and redistributed in 2002 and 2003. States with those unexpended funds would be permitted to retain
and use them until 2006. The Administration also continues to support giving states more flexibility
in designing their S-CHIP programs to achieve expanded health insurance coverage for the
uninsured. For example, several states have received waivers allowing them to extend their S-CHIP
programs to cover the parents of children enrolled in S-CHIP.
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Medicare Indirect Medical Education (IME) Payments for Texas Teaching

Hospitals
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Federal Medicaid Disproportionate Share Hospital (DSH) Payments for Texas
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Medicare Physician Reimbursement for Texas Physicians
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Projected FY 2002-2003 Medicaid Expenditures in Texas

- = A = =
o =~ N W M
1 L 1 A L

N W A O OO N O O
! . ] J ] ) 1 !

$13.8 billion

A Senate economic stimulus bill would
have provided Texas with $895 million in
Medicaid assistance for FYs 2002 and
2003. $895 million would have paid for
nearly 20% of Texas' $5.3 billion in
Medicaid costs over the next 2 years.

$5.3 billion

$895 million

FY 2002-2003 Total Medicaid
Spending

-

FY 2003-2003 Texas Share of FY 2003-2003 Medicaid Assistance
Medicaid Spending Provided under Senate Proposal




TOBACCO FUND ENDOWMENTS

Permanent Health Fund for Higher Education

Annual Distributions ($ in thousands)

FY 2000 FY 2001 FY 2002
U. T. SWMC Dalias $ 2,055 $ 2,101 $ 2,171
U. T. MB Galveston 2,008 2,052 1,997
U. T. HSC Houston 1,745 1,784 1,789
U. T. HSC San Antonio 1,634 1,670 1,641
U. T. MD Anderson 1,632 1,668 1,730
U. T. HC Tyler 1,154 1,180 1,215
Texas A&M HSC 1,172 1,198 1,238
Univ. of North Texas HSC 1,156 1,182 1,207
Texas Tech HSC 1,403 1,434 1,461
Baylor College of Medicine 1,791 1,831 2,001
TOTAL $15,750 $16,100 $16,450

$350 Million Endowment




Permanent Funds for Health-Related Institutions

Endowment Appropriation and

FY 2000 and FY 2001 Distributions

($in ($ in thousands)
millions)
Endowment FY FY
FY 2002
Principal 2000 2001

U. T. SWMC Dallas $ 50 $2,250 $2,300 $ 2,350
U. T. MB Galveston 25 1,125 1,150 1,175
U. T. HSC Houston 25 1,125 1,150 1,175
U. T. HSC San Antonio 200 9,000 9,200 9,400
U. T. MD Anderson 100 4,500 4,600 4,700
U. T. HC Tyler 25 1,125 1,150 1,175
U.T. RAHC 20 Q00 920 940
U.T. El Paso 25 1,125 1,150 1,175
Texas A&M HSC 25 1,250 1,250 1,125
Univ. of North Texas

25 1,250 1,093 1,117
HSC
Texas Tech HSC- El

25 1,250 1,250 1,125
Paso
Texas Tech HSC 25 1,250 1,250 1,125
Baylor College of

25 1,125 1,125 1,125

Medicine




Permanent Fund for Higher Education Nursing, Allied
Health, and Other Health-Related

Programs Award Recipients
($ in thousands)

2000-01 2002-03
Biennium Biennium
BASIC BASIC INNOVATION
GRANTS

U. T. Arlington $ 48
U. T. Austin $ 496

U. T. Dallas 230

U. T. El Paso $ 262

U. T. Tyler 44
Texas A&M University 393

Texas A&M—Corpus Christi 48
West Texas A&M Univ. 397

Lamar Univ.-Beaumont 464 48
Midwestern State Univ. 242 124

Univ. of North Texas 356 261

Stephen F. Austin St. Univ. 510 165

Texas Woman’s Univ. 409 163
Southwest Texas St. Univ. 555 157

U. T. MB Galveston 219
U. T. HSC Houston 47
Texas Tech HSC 265
Community Colleges 1,295
Univ. of Incarnate Word 48
Texas Christian Univ. 167

$45 Million Endowment




Permanent Fund for Minority Health Research and Education

Award Recipients

(% in thousands)

2000-01 2002-03 Biennium

Biennium

U. T. Austin $ 241
Prairie View A&M University 177 $ 319

Texas Southern University 199
U. T. SWMC Dallas 372 337

U. T. MB Galveston 259
U. T. HSC Houston 111
U. T. HSC San Antonio 580
U. T. MD Anderson 188 301

U. T. HC Tyler 274
Texas A&M HSC 308
Texas Tech HSC 188 331

Baylor College of Medicine 353

$25 Million Endowment



The University of Texas System
Budget Uses of Tobacco Settlemant Proceeds — FY 2002

Budget
U.T. El Paso
Interdisciplinary Biomedical and Heatlh Science Research Program $ 1,125,000
U. T. Southwestern
Eminent Scholar Program 4,305,375
U. T. MB Galveston
Program in Neurosciences 410,000
Sealy Center for Environmental Health and Medicine 1,729,356
Bioinformatics 573,768
Matching for Genomics-Related Research Programs 497,983
3,211,107
U. T. HSC Houston
Research Faculty Recruitment and Infrastructure 1,465,000
Prevention Education and Health Promotion 1,632,660
2,997,660
U. T. HSC San Antonio
Children's Cancer Research Center 19,193,342
Nursing School - Faculty Support and Technology Upgrades 542,300
Allied Health Department Administration 295,000
Allied Health - Establish a Center of Integrative Health Care 50,000
Institutional Research Grant Program 160,000
Innovative Teaching Grant Program 25,000
Infrastructure Support 633,900
20,899,542
U. T. MD Anderson
Lung and Cral Cancer 1,232,742
Palliative and Rehabilitative Care 1,044,845
Cancer Prevention: Behavioral Science 2,647,407
Cancer Prevention: Epidemiology 1,561,032
Genomics Core 1,566,975
Molecular Mechanisms of Tobacco Carcinogenesis 769,178
Special Projects 1,732,206
Research Equipment 1,567,076
12,121,461
U.T. HC Tyler
Clinical Operations 1,103,090
Basic Science Research 567,198
Medical Education 403,561
Clinical Research 306,443
2,380,292
U. T. Regional Academic Health Center
Planning and Implementation of Medical Education Programs 920,000
TOTAL - All U. T. Institutions $ 47,960,437

Note: Budgets may include unexpended balances carried forward from prior years and institutional funds.



The University of Texas System
Actual Uses of Tobacco Settlement Proceeds — FY 2001

Actual
Expenditures
U.T. El Paso
interdisciplinary Biomedical and Health Science Research Program $ 1,435,028
U. T. Southwestern
Eminent Scholar Program 4,369,951
U. T. MB Galveston
Genomic and Multidisciplinary Research 2,251,639
Endowment Matching 1,500,000
3,751,539
U. T. HSC Houston
Research Faculty Recruitment and Infrastructure 805,000
Prevention Education and Health Promotion 1,352,162
Cardiovascular Research (IMM) 600,000
2,857,162
U. T. HSC San Antonio
Children's Cancer Research Center 7,760,260
Health Education and Research Programs 1,535,402
v 9,205,662
U. T. MD Anderson
Lung and Oral Cancer 1,763,420
Palliative and Rehabilitative Care 641,986
Cancer Prevention: Behavioral Science 1,339,431
Cancer Prevention: Epidemiology 910,024
Genomics Core 1,143,118
Molecular Mechanisms of Tobacco Carcinogenesis 1,379,387
Special Projects 3,615,430
10,792,796
U.T. HC Tyler
Pulmonary Cutreach 481,635
Oncology Educational Enhancements 459,290
Smoking Cessation 276,858
Pulmonary Disease Research and Education 194,364
Cardiology Outreach and Research Services 561,340
Work Place Health 119,879
Pediatric Puimonary Disease Enhancements 282,790
2,376,156

U. T. Regional Academic Health Center
Planning and Implementation of Medical Education Programs 488,629

TOTAL - All U, T. Institutions $ 35,366,923
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Gifts and Grants

1. Year 2000 was a banner year for gifts to the U.T. health components.
While contributions were a bit lower in 2001, gifts still were greater than
any year except 2000.

2. The market value of endowments for the benefit of the health components
exceeds $1 billion.

Fusers\hao\terri-jcg\private gifts 3-5-02
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U. T. SYSTEM HEALTH INSTITUTIONS
PRIVATE GIFTS & GRANTS

MILLIONS
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Source: U. T. System Office of Development and External Relations

11542 Council for Aid to Education
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The University of Texas System

Health Institutions

ENDOWED POSITIONS

FALL 2000
Professorships

UTSWC - Dallas 80

UTMB - Galveston 54

UTHSC - Houston 59

UTHSC - San Antonio 34

UT MD Anderson Cancer Center 42

UTHC TYLER 9

Total 278

Chairs

151
29
31
23
45

3

282

Total
Positions

231
83
90
57
87
12

560




The University of Texas System Health Components
Endowment Market Values

January 31, 2002
Component Market Value
UT Southwestern Medical Center at Dallas $ 469,924 863 *
UT Medical Branch at Galveston 225,883,633
UT Health Science Center at Houston 66,662,825
UT Heath Science Center San Antonio 58,123,330
UT M.D. Anderson Cancer Center 180,478,782
UT Health Center at Tyler 5,303,155
Total $ 1,006,376,588

*Does not include about $343,000,000 held in UT Southwestern Foundation

Source: UTIMCO Reports 1/31/02

3/11/02
JBP/mf
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INDIGENT CARE




Indigent Care

1. Health care inflation has reappeared and likely will continue for several
years.

2. The value of unsponsored charity care reported for the health components
in 2001, in accordance with the General Appropriations Act, was $322
million for the U.T. hospitals and $476 million for physician services (total

7

$798 million). 7
Y
3. The unreimbursed cost of charity care, that is the amount that is /¢
subsidized by institutional funds, will be discussed. ﬁ
M
2 4 L .
ALt s
U‘\ | /(QC i 7,
{.,'-’ _r/(’,‘..;-‘«
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National Health Expenditures

($Billions)

% Growth

1993 2000 Since 1997
National Health Expenditures $888 $1,300 18
Physicians 201 286 18
Hospitals 320 412 12
Dental 39 60 18
Nursing Home 66 92 8
Home Health 22 32 (6)
Prescription Drugs 51 122 52
Research 16 25 32
Construction 16 19 1
Per Capita 3,381 4,637 15

Source: Health Affairs 21:172,2002.
Services, Office of the Actuary.

Centers for Medicare and Medicaid

F:\wsersihaolterri-jcg\national health expenditures1-28-02
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U. T. SYSTEM HOSPITALS
VALUE OF UNSPONSORED CHARITY CARE*

MILLIONS
$300
$250 YEAR TOTAL
m1991 198
m1993 279
1994 278
$150 m 1995 269
01996 304
m1997 309
$100 m 1998 366
m1999 334
02000 318
50
$ m2001 322
$0

UTMB UTMDAC UTHC-TYLER HCPC-HOUSTON

*Charges attributed to charity care, not cost.

3/4/02

ICG/mf Source: Annual Hospital Report
f\users\hao\maggie\graphicsiucc01
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U. T. SYSTEM PHYSICIAN PRACTICE PLANS
UNSPONSORED CHARITY CARE*

MILLIONS

$500
$450
$400
$350
$300
$250
$200
$150
$100
$50
$0

UTSMC UTMB UTHSC-H UTHSC-SA UTMDACC UTHC-T TOTAL

}gé?i ¢ *Does not include bad debt, contractual adjustments, or other deductions

f\usersthao\maggie\graphs/pppuccO] Source: Institutional Reports
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UT Southwestern

UT Medical Branch

UT Houston

UT San Antonio

Texas A&M University
University of North Texas

Texas Tech

UT MD Anderson

UT Tyler

(Figures Listed in Appropriations Bills)

Combined

Difference
FY1999* FY2001** (Diff) FY2003** (Diff) 1999 to 2003 (% Diff)
$ 80.2m $ 874m (+7.2m) $ 98.9m {+11.5m) +18.7m  (+23%)
209.5m 231.8m (+22.3m) 244 8m (+13.0m) +353m  (+17%)
107.2m 116.5m (+9.3m) 127.2m (+10.7m) +200m  (+19%)
105.1m 119.9m (+14.8m) 127.3m (+7.4m) +222m  (+21%)
31.5m 50.2m (+18.7m) 57.7m (+7.5m) +26.2m  (+83%)
32.1m 40.5m (+8.4m) 44.1m (+3.6m) +12.0m  (+37%)
65.6m 78.8m (+13.3m) 90.6m (+11.7m) +25.0m  (+38%)
127.4m 136.7m (+9.3m) 143.1m {(+6.4m) +15.7m  (+12%)
22.6m 30.8m (+8.2m) 34.7m (+3.9m) +12.1m  (+54%)

*Last year of pre-formula, pre-tobacco, and pre-lottery.

“*With formula, tobacco, and lottery.
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HEALTH SCIENCE CENTER

ENROLLMENT FORMULA CALCULATIONS - FY2002

Medical

UT Southwestern

UT Medical Branch

UT Houston

UT San Antonio

Texas A&M University
University of North Texas
Texas Tech

Biomedical Science

UT Southwestern

UT Medical Branch

UT Houston

UT San Antonio

Texas A&M University
University of North Texas
Texas Tech

Allied Health

UT Southwestern

UT Medical Branch

UT Houston

UT San Antonio

Texas A&M University
University of North Texas
Texas Tech

Nursing

UT Medical Branch
UT Houston

UT San Antonio
Texas Tech

Public Health

UT Houston .
Texas A&M University
University of North Texas

# Students $ $ / Student
824 $46,122,253 $55,974
810 $45,338,622 $55,974
817 $45,730,437 $55,974
824 $46,122,253 $55,974
270 $17,742,674 $65,714
455 $25,467,991 $55,974
484 $29,883,476 $61,743
426.44 $5,112,357 $11,988
290.89 $3,487,322 $11,988
483.34 $5,794,500 $11,988
264.27 $3,168,189 $11,988

91.64 $2,050,223 $22.373
128.96 $2,462,163 $19,092

62.66 $1,611,769 $25,722
399.88 $4,709,179 $11,776
455.31 $5,361,949 $11,776
108.21 $2,267,593 $20,955
516.62 $6,083,965 $11,776

72.50 853,795 $11,776

75.58 $1,830,432 $24,218
521.57 $8,796.861 $16,866
456.41 $6,116,640 $13,402
568.70 $7,621,509 $13,402
477.76 $6,402,765 $13,402
287.14 $4,449,226 $15,495
561.17 $13,110,764 $23,363
100.00 33,026,732 $30,267

84.25 $2,682,716 $31,842
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Graduate Schools {(Current Formula) -
Base rate $ = 11,988.455 |
Base calculation = 11,988.455 x FTE
Small class supplement = # x (1#/200) x $20,000 B
Theoretical Size Base Suppl Total $IFTE
40 479,538 640,000 1,119,538 27,988
: 80 959,076 B 960,000 1,919,076 23,988
B 100 1,198,846 1,000,000 2,198,846 21,988
120 1,438,615 960,000 2,398,615 19,988
160 1,918,153 640,000 2,558,153 15,988
2000 2,397,691 0] 2,397,691 11,988
Actual Size Base Suppl Total $/IFTE
78| TAMU 935,099 951,600 1,886,699 24,188
128.96|UNT 1,546,031 916,132 2,462,163 19,092
62.66|TT 751,197 860,572 1,611,769 25,722
[ >200!all others 11,988
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STATE COSTS OF EDUCATING NURSING STUDENTS

* State cost of providing funding for 40 nursing students utilizing existing major health
science center campuses, at current formula rates:

$536,080 per year ($13,402 per student)

* State cost of providing funding for 40 nursing students at a “small” health science center
campus, at current formula rates:

$536,080
+ 640,000 "small class supplement”

$1,176,080 per year ($29,402 per student)

+ State cost of providing funding for 40 nursing students utilizing existing general academic
campuses, at current formula rates:

$361,640 ($9,041 per student)

+ State cost of providing funding for 40 nursing students at a new general academic campus,
at current formula rates:

$361,640
+ 0 “small class supplement”

$361,640 per year ($9,041 per student)

* For $1,176,080, Texas could train 87.75 additional nursing students at an existing health
science center campus, 130 additional nursing students at a general academic campus,
or 40 additional nursing students at a new health science center campus.
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STATE COSTS OF EDUCATING MEDICAL TRAINEES

» State cost of providing funding for 120 medical students (30 students per year in each
entering class) utilizing existing major campuses, at current formula rates:

$6,716,880 per year ($55,974 per student)

+ State cost of providing funding for 120 medical students (30 students per year in each
entering class) at a “small” campus, at current formula rates:

$6,716,880
+ 1,440,000 “smali class supplement”

$8,156,880 per year ($67,974 per student)

+ State cost of providing funding for 120 medical residents, at recommended GME formula
rates:

$1,679,280 ($13,994 per resident)

* State cost of providing funding for 480 medical residents, at recommended GME formula
rates:

$6,717,120 ($13,994 per resident)

- State cost of providing funding for 582 medical residents, at recommended GME formula
rates:

$8,144,508 ($13,994 per resident)

* For $8,156,880, Texas can train 120 medical students at a new medical campus,
145 medical students at an existing campus, or 582 medical residents.
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NURSING SCHOOL
DRAMATIC GROWTH FUNDING
SHORTFALL FOR FY2002 AND FY2003

77" Legislature chose the “Dramatic Growth Fund” as the funding methodology to address the
nursing shortage as a way to assist the health related institutions nursing programs that experience
dramatic rates of growth in student full-time equivalents during the 2002/2003 biennium. These
funds were “trusteed” to the Coordinating Board based on calculations prepared by the Legistative
Budget Board staff. The health related institutions for whom these funds were intended include
the University of Texas Health Science Centers at Houston and San Antonio, the University of
Texas Medical Branch at Galveston, and Texas Tech Health Science Center.

The funding for FY2002 is to be calcutated based on the increase in the number of student fur]l-
time equivalents in RN professional nursing courses greater than 3 percent between Fall 2000 and
Fail 2001 semesters. Funding for FY2003 is to be calculated based on the increase in student full-
time equivalents greater than 6% between Fall 2000 and Fall 2002 semesters,

Based on the formula, the calcuiation shouid have resulted in an increase of 13210 full-time
equivalent students. Further, based on 132.10 full-time equivalents, the funding formula should
have resulted in a funding base of $1,770.284 per year.

However, an error was made in estimating the enroliment growth for FY 2002 The number of
full-time equivalent students was underestimated by 150%. The growth rate calculated by the
Legislative Budget Board was 52.84 fuli-time equivalent students. This number was used as the
basis to calcnlate the amount of funding for the 2002/2003 biennjum, or $723,719 per year. The
above error created a funding shortfail in the Appropriations Bill of $1,046,565 per year,

To further compound the funding shortfall, the actual increase in full-time equivalent students at
the 4 health-related institutions for Fall 2002 was 183, or 3 ¥ times the number originally
estimated by the LBB for funding purposes.

Therefore, the real difference in the amount of funding appropriated by the 77" Legislature for
FY2002 (8723,719), and that amount which the formula actually produces based on the increase in
actual full-time equivalent students, ($2,449,408), is $1,725,689, broken down as follows:

UT HSC San Antonio 3 696,946
UT HSC Houston $ 705,176
UTMB Gaiveston $ 74,647
Texas Tech HSC - $ 248,920

The amount of the shortfall is actually double the above amounts when considering that no
additional funding was appropriated in FY2003.



ER LY LR L (I .

T e Loy

DRAMATIC ENROLLMENT GROWTH NURSING
HEALTH-RELATED INSTITUTIONS

Semester Credit

Semester Cradit

Lo L N ]

Hours Reported Fall  Hours Reported Percent
2000 . Fall 2001 Change
Texas Tech HSC 2,376 2,761 16.20%
UT HSC-San Antonio 4,374 5,398 23.41%
UT Houston HSC 2,123 3,091 45.60%
UT MB Galveston 2,522 2,691 6.70%
Amts Per Percent of
Summary of Funding: Calculation Funding Aliocation
Texas Tech HSC $ 353,280 14.42% $ 104,360
UT HSC-San Antonio 989,184 40.38% 282,238
UT Houston HSC 1,000,960 40.87% 295,784
UT MB Galveston 105,984 4.33% 31,337
3 2,449,408 100.00% $ 723719
Percent of Growth Funded 29.55%,
U. T H3C  Heot~
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Dramatic Growth Funds Allocated to Support Enrollment Increases in RN Programs
—STATEWIDE ALLOCATIONS BY TYPE OF INSTITUTION—

TABLE 1

(School Year 2001 — 2002)

February 20, 2002 -

Number of Programs'
Type of Total Enrollment Total Nursing Percentage
Institution Available? Growth’ Allocated Allocation of Formula
(%) (as %o of total funds Allocation
available) Funded
Total # of # Reporting | # of Schools
Institutions Enrollment Receiving
with RN Increases Funding
Programs
Community
College 42 30 27 $5,000,000 82 $1,803,950 36 100
General
Academic 16 12 9 5,574,094 52 817,914 15 100
Health Science
Center 4 4 4 723,719 22.3 723,719 100 29.6*
Totals 62 46 40 $11,297,813 8.0° $3,345,583 29.6 n/a

' The differences between the second and third columns below result from some schools’ having had increases that did not meet the threshold required for funding.

? The Legislature gave public programs that prepare students for initial RN licensure first claim to $22.6 million in dramatic growth funds for the 2002 ~ 2003 biennium (or
$11.3 million per year).
* Enrollment growth is measured, not by head count, but by increases in the number of semester credit or contact hours generated in professional nursing courses preparing
students for initial RN licensure. Percentages here reflect total enrollment growth, not just growth above the threshold amounts required to qualify for dramatic growth

funding.

4 Full formula funding for enrollment growth in RN programs at health science centers totaled $2,449,408, but the Legislature capped funding for these programs at

$723,719.

5 This is average enrollment growth statewide. See Table 2 for details



NURSING-SPECIFIC FUNDS APPROPRIATED BY 2001 LEGISLATURE

Teowet

Amount of Funds

Divided Evenly Between
FY02 and FY03

P
Lodisges 2

Who Can Access

How Access

Priorities

E Cormment

Dramatic Growth Fund
Ponins 4+ o0 |

Increase RN graduates by
encouraging increased
enroliments in RN programs by
reimbursing institutions for growth
above a certain threshold

Nursing school growth

The dramatic growth fund was the
funding methodology the Legislature
chose to use to address the nursing
shortage rather than fund the Nursing
Shortage Reduction Program creat
by SB §72. . -

THECR will have to make some
decisions about details such as what
courses constitute "professional nursing
courses.”

$10.0 mil

Yes. $5.0 mil each year

Community Colleges

Automatically distributed by
THECB to qualifying schools
based on actual increase in
contact hours in professional
nursing courses. Growth is
based on increase in contact
hours over fall 2000 as base
semester. For fall 2001 only
growth above 5% threshold is
funded and for fall 2002 growth
above 10%.

$11.0 mil

Yes. $5.5 mil each year

Four- Year Public
Colleges and Universities

Automatically distributed by.
THECB to qualifying schools
based on actual increase in
weighted semester credit hours
(WSCH). Growth is based on
increase in WSCH over fall 2000
as base semester. For fall 2001
only growth above 3% threshoid
is funded and for fall 2002 growth
above 6%.

$1.44 mil
3 (=¥ B

} - Did 't
Conados Sovearns |

Se UW"O.

Yes. $723,000 each year

L AR . oL S /&’
A e i

Health Science Centers

Automatically distributed by
THECB 1o qualifying schools
based on actual increase in
nursing FYSEs in professional
nursing programs. Growth is
based on increase in FTSEs over
fall 2000 as base semester. For
fall 2001 only growth above 3%
threshold is funded and for fall
2002 growth above 6%,

WINAMAIN\DATADocuments\imGAC Shortage Funds Availability Options As Passed 2.doc 05/30/01 5:21 PM
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Nursing, Allied Tobacco
Setttement Fund Income
$4.05 mil

No, Can be distributed in
difterent amounts in
FY02 and FY03

increase RN graduates
1. Encouraging innovation in
recruitment and retention of

Public and private
programs preparing
students for initial

Grant application process to '

THECB,

Mandated Priority
-elnnovation
s Teaching overloads

THECB will likely need is to adopt rules
or policies governing details of how will
be implemented,

students and faculty licensure as RNs Permitted Priority
2. Supporting teaching sMatching funds Dedication of i income fo address
overloads. P nursing shortage expires at end of
aTHIcH $o, 7Y 2002-03 biennium. - - L
RN Financial Aid Program Yes. $400,000 each year | Financial aid for RN stud%ts Nursing students and Application to THECB Financial aid SB 572 gave THECB more flexibility in
$0.8 mil. certain faculty. administering this program. Also s
expanded program to mcludepnvate
Public and private higher colleges and to permit mastersor

education institutions

doctorate-prepared faculty to
participate in loan repayment program.

Nursing Workforce Data
Center
Estimated $1.0 mil.

NOT FUNDED

Establish nursing workforce data
center

NOT FUNDED

The reason why the nursing workforce
data center was not funded is unknown
since there had been no opposition to
the center and it was to be funded by
RN and LVN license renewal fees.

Resident tuition for non-
resident RNs in postgraduate
education preparing to teach
in nursing program.

No funding requested

Authorizes (but doesn't require)
institutions to charge non-resident
postgraduate RNs in-state tuition
if they intend to teach nursing.

Nonresident RNs in
posigraduate programs
preparing to teach in
nursing programs.

individual institutions develop
policy.

Increase pool of
qualified nursing school
faculty

Institutions will have to cover any costs
associated with permitting non-
residents to pay in-state tuition.

TEXAS Grant Program
Tuition Equalization Grant

Although these programs are not nursing specific, they are being listed because they may be a source of financiat aid to nursing students. Funding for both programs was significantly increased this
biennium. The TEXAS Grant Pregram was also expanded to include community colleges. There maybe other specialized financial aide programs available such as ones for rural communities that
might benefit nursing students.

WTNAMAINDATADocumentsUim\GAC Shortage Funds Availability Options As Passed 2 doc 05/30/01 5:21 PM
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1) BIOTECHNOLOGY INITIATIVES

Develop Biotechnology Research Parks

(Houston area initiatives)

e UTHSCH Research Park
e MD Anderson / BlO-Houston Research Park

UTHSC-H Research Park Objectives:

Developing interactive  resource-sharing research  centers in
cardiovascular diseases, neurosciences, orthopedics and sports medicine,
and immunology/cancer. The emphasis will be on translational research,
bioinformatics, proteomics, and regeneration techniques, such as
embryonic stem cells, cloning, and gene therapy.

To work with the UT System in planning and developing the use of the
land and proposed buildings to asist private entities and our own research
entrepreneurs succeed in biotechnology.

Identify and develop solid partnerships that will afford buildings or lease
space for the purpose of biotechnical research in the strategic areas
emphasized by the University. The University will consider taking
equity stakes in start-up The identification of anchor tenants
currently falls into the following categories: pharmaceutical, medical
device, and diagnostic or imaging companies.



2) INTELLECTUAL PROPERTY/TECHNOLOGY TRANSFER ISSUES

These are KEY Recommendations put forth to the Board of Regents from the Technoiogy
Transfer Commission

The Technology Transfer Commission (TTC) was established in 2001 at the direction of the
Board of Regents and placed under the auspices of the Office of Business Affairs of U.T. System
for the purposes of (1) reviewing and assessing the needs and performances of technology
management activities within U.T. System and (2} developing recommendations to the Chancellor
of U.T. System for methods that would lead to improvements in technology commercialization
activities within U.T. System.

TECHNOLOGY TRANSFER COMMISSION

Paulette Braeutigam, J.D.
Director, Technology Licensing and Inteilectual Property
U.T. Austin

Bruce D. Butler, Ph.D.
Director of Office of Technology Management
U.T. Health Science Center at Houston

William Doty
Managing Director of Technology Development
U.T. M. D. Anderson Cancer Center

Georgia Harper, J.D. - Secretary
Manager, Intellectual Property Section
Office of General Counsel

U.T. System

Leon Leach
Executive Vice President
U.T. M. D. Anderson Cancer Center

Robert Lovitt'
Senior Vice President for Business Affairs
L. T. Dallas

Dennis K. Stone, M.D. - Chairman

Vice President for Technology Development
U.T. Southwestern Medical Center at Dallas

Key Recommendations (selected from UT System Report of the Technology Transfer Commission)

A. MAKE COMMERCIALIZATION OF TECHNOLOGIES A SYSTEM-WIDE
PRIORITY

Rationale

The component institutions of U.T. System comprise the dominant
technology generator within the state of Texas. This core of intellectual
property, properly commercialized, can drive the development of an entirely new
industry within our state, an observation that has recently resulted in




significant support for this initiative by the legislative and executive
branches of the Government of the State of Texas.

{{(note: James Willerson, MD is a member of the Governor's Task Force on
Biotechnology))

U.T. System needs to join with state and local initiatives to promote and facilitate
a significant revenue stream to components that foster intellectual property.

Currently, the degree of commitment to technology development by
components of the U.T. System is highly variable and needs to be
emphasized as a System-wide priority.

1. Add technology development to the expressed missions of U.T.
System and its components.

B. ENABLE ADDITIONAL FREEDOM TO OPERATE AT THE COMPONENT
LEVEL

Rationale

Modification of many of the existing rules, regulations, policies and
guidelines governing technology development activities would allow
component TTOs to operate in a timely and business-like manner in startup
launches.

1. Allow component institutions to have final signatory authority for
licenses exceeding $1mm in upfront payments, licenses to foreign
entities, and management of conflict of interest in equity-based
licenses, provided that such agreements have been reviewed and
approved by appropriate authorities at U.T. System and designated
component officers.

« Currently, final approval of these particular items requires approval
at quarterly meetings of the Board of Regents

« The timing of the need to execute documents necessary for the
launch of startup companies and major license agreements
frequently is not coincident with the scheduled meetings of the
Board of Regents. This can result in lost interest in the case of
major license agreements, and also jeopardize closure of the deals
themselves.

2. Modify and ciarify outside employment and leave of absence policies
to better enable faculty and staff to facilitate transfer of university
technologies to commercial entities.



3. Encourage and facilitate the creation of privatized corporations for
the purpose of managing technology commercialization at
components with advanced technology transfer programs.

Housing TTO activities within a 501c3 corporation would enable such
activities, provide liability protection for U.T. System and its
components, and permit the effective launch of companies in a timely,
business-like manner. [t is expected that the sponsoring institution
would negotiate a contract with its respective 501c3 for the purpose of
managing technology development activities and that compensation
from these activities would continue to be directly received by the
sponsoring institution. '



APPENDIX: SUPPLEMENTAL INFORMATION
Item 1:
From: Arthur Anderson Report to Technology Transfer Commission

UNIVERSITY OF CALIFORNIA TECHNOLOGY TRANSFER PROGRAM

The University of California Technology Transfer Program has historically been
considered as a potential paradigm for the organization of technology transfer
activities within UT System and its component institutions. In this regard, UC
components generated over $66 million in gross income in £Y 2000, and less
qualitatively, it is believed that inventions from UC campuses have spawned over
100 companies within California.

Performance by U.T. System and its components compares very favorably
with that of UC component offices

In FY 2000, UC components in aggregate generated over $66 million in
gross revenues, whereas U.T. components generated slightly more than
$20 million in gross revenues. This clearly indicates that U.T. component
technology transfer activities lag considerably behind those of UC, at least with
respect to gross revenues. However, further evaluation of the performances of
these two systems reveals that the performance of U.T. components, when
normalized for gross research expenditures, equals, and in some instances,
exceeds, that of UC.

When gross revenues are expressed as a percentage of research expenditures,
U.T. component TTOs generated a 2% return, whereas that of UC components
was 2.2% - a highly favorable comparison, given the relative maturity of the UC
technology transfer enterprise. Most strikingly, U.T. System’s revenues were
derived from 202 active license agreements, whereas those of UC were
derived from over 1,200 active license agreements, indicating that, on
average, more income is derived, per technology, by U.T. component TTOs
than those of UC System offices.



Table 1 Comparison of Technaology Transter Offices from The University of Texas System vs. The University of California System

Net License What %

Full-Time Income or (Loss) Researc

Empioyees in Licenses [Adjusted Gross Expenditu

Technotogy Invention U.S. Patent Licenses and  and Options Adjusted  License Income  is Adjuste

Research Transfer  Disciosures Applications U.S. Patents Options Yielding Gross License minus Direct Licens

Component Institutions Expenditures Office Received Filed Issued Executed Income Income Expenditures] Income

UT AUSTIN $272.811,000 8 ar 60 28 42 21 $1.513,838 $647,794 0.6

UT SOUTHWESTERN $189,218,000 11 90 68 az 32 58  $8,632,139 $7.421,198 48

UTHSC HOUSTON LY ; ' : ' 2 T

UTMB $97,896,000 5 69 74 13 18 30 $955,793 $251,793 1.0

UTHSC SAN ANTONIO $103,824,000 10 28 17 13 5 32 $2,162,647 $1,288,683 21

UT MD ANDERSON $182,1986,000 84 82 50 19 12 30 $6,030,388 $4,812,566 33

UT DALLAS $15,684,000 1 20 20 4 2 11 $128,645 (561,350) 0.8
UT EL PASC $20,877,000 1 2 0 0 . 0 0 30 (533,963)

UT ARLINGTON $10,723,000 0.5 6 5 2 2 4 $76,617 $5,750 0.7
' 14,655,842

UCBERK $518,514,000 98 43 48 67 179 $5,079,000 $4,620,000 1.0

LCSF* $443,013,000 144 64 85 51 205 $33,683,000 $25,172,000 7.6

UCDAVIS $364,789,000 83 37 38 a3+ 421 $6,219,000 $3,871,000 1.7

UCLA $530,826,000 144 78 51 18 97  $7,435,000 $5,870,000 1.4

UCRIVER $83,580,000 31 25 9 17 124 $808,000 $348,000 1.1

ucsh $518,558,000 192 92 61 52 164  §5417,000 $4,167,000 1.0
ucsc $56,212,000 32 9 2 0 2 $0 {$126,000)

ucsB $118,154,000 74 53 17 10 26 $605,000 ($96,000) 0.5

UCIRV $158,437,000 60 29 19 10 37 $1,920,000 $1,363,000 1.2

*DOES NOT INCLUDE ONE-TIME INFRINGEMENT SETTLEMENT OF $200,000,000
**INCLUDES PLANT LICENSES (84 FOR UCD; 15 FOR UCR)
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Federal Funding of the National Institutes of Health and the National
Cancer Institute

National Institutes of Health (NIH) (in billions)

FY 1998 - $13.658
FY 1999 - $15.602
FY 2000 - $17.794
FY 2001 - $20.298
FY 2002 - $23.542
FY 2003 - $27.3  proposed by President bush

e NIH leadership anticipates that the President’s budget request will enable the
agency to make 35,920 research project grants (RPGs), the highest annual total
ever awarded. This total includes 9,854 new grants and 26,066 continuing grants.

National Cancer Institute (NCI) (in billions)

FY 1998 - $2.547
FY 1999 - $2.925
FY 2000 - $3.315
FY 2001 - $3.754
FY 2002 - $4.188
FY 2003 - $4.7 proposed by President Bush

e The President’s budget request includes a total of $5.5 billion for cancer research
at NIH, including NCI and other institutes.

Congress has not passed a Budget for FY 2003.
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The University of Texas MD Anderson Cancer Center
Institutional Initiatives Committee
Research Productivity Indicators

% Increase
L Research Productivity Indicators FY 1998 FY 2001 FY98 - FY01
Total Research Expenditures (mil $) $141.2 $210.2 48.9%
Federal Grants Expended (mil $) $63.1 $99.4 57.5%
NCI Awards to MDACC (mil $) $41.5 $70.0 68.7%
Research Contracts to MDACC {mil $) $215 $42.7 98.6%
Clinical Protocols Submitted 376 717 90.7%
Clinical Protocols IRB Activated N/A 478 #REF! *
Papers Published 1,245 1,851 48.7%
Faculty
Tenure/Tenure Track 415 530 27.7%
Non-Tenure Track 208 320 53.8%
Basic 255 320 25.5%
Clinical 368 530 44 0%
Total Faculty 623 850 36.4%

* % Increase based on FY1999 vs. FY2001

[ Definitions ]

Total Research Expenditures - Includes all expenditures classified as research.

Federal Grants Expended - Amount of federal funds including subcontracts and indirect costs.

Research Contracts to MDACC - Private foundation grants, industry contracts and spensored agreements.

Clinical Protocols Submifted - All clinical freatment research protocols, psychosocial, human behavioral studies, chart reviews, and
laboratory based research on human subjects submitted during the fiscal year.

Clinical Protocols IRB Activated - Clinical research protocols that have been approved by the IRB and open for accrual during the fiscal year.

ResProd




Project MDACC External Source Amount Awarded

Grant

Amount
Role of TUP 1p homologues | $47,736 Industry $125,000
Cox 2 inhibitors and radiation | $50,000 Industry and other $364,596
for treatment of Gliomas University
Cyclin-dependent Kindase 4 $50,000 NIH and Industry §1.2M
Genetic analysis of C.elegans | $50,000 NIH, Industry and $1.36M
AIR-1 Protein Kinase Foundation
Colon cancer $50,000 NIH $680,260
chemoprevention
BZip Transcription Factor $18,000 US Army $75,000
P202 in Breast Cancer Gene $50,000 Texas Higher $175,400
Therapy Education

Commission

Examples of leveraging of MDACC start-up grants. Grants funded in 1999

$316,000 investment by MDACC yielded $3.98 M in total funding.




M.D. Anderson Research Expenditures by Funding Source

$250,000,000 - (% of total)

$210 MM

200,000,000
$ $182 MM 23,

$155 MM

$150,000,000 - $141 MM
$130 MM
$121 MM

$100,000,000

$50,000,000 -

$0
FY 1996  FY 1997 FY 1998 FY 1999 FY 2000 FY 2001

B Federal M Private [ | State [J] Institution

including Tobacco




UT M. D. Anderson Cancer Center

FYO1 Federal Awards
Direct + Indirect Costs

NIH Grants

F32 postdoc individual national research service

K01 research scientist development/training

K02 research scientist development/research

K07 academic/teacher
KO8 clinical investigator
K12 physician scientist

K23 mentored patient-oriented career development

P01 research program projects
P30 center core grant

P50 specialized center

RO1 research project

RO3 small research grants
R13 conference

R21 exploratory/development
R25 education projects

R29 first independent research support and transition

R33 exploratory/development phase I
$10 biomedical research support
T32 instituional national research service

U01 research project - cooperative agreements

U10 cooperative clinical research

U19 research program - cooperative agreements
U42 animal model, anima! and biological materials
U48 health promotion and disease prevention

Subtotal NIH Grants
% NCI/NIH

NIH Contracts

NCI Contracts

Other NIH Contracts
Subtotal NIH Contracts

Other Federal Grants
Food & Drug Administration
NASA
Nationa! Science Foundation
US Department of the Army
Subtotal Other Federal Grants

Federal Subcontracts
Federal Subcontract Grants
Federal Subcontract Contracts
Subtotal Federal Subcontracts

TOTAL FEDERAL

79,612
235,887
64,759
136,052
544,188
538,920
136,080
22,579,310
8,621,469
4,990,239
34,466,180
334,250
24,000
2,042,293
1,263,954
1,446,663
510,012
500,000
2,571,268
4,692,334
2,722,666
2,060,099
7,628,540
439,800
98,428,466

10,654,242
1,360,757
11,914,999

1,857,373
128,250
476,037

7,703,438

10,165,098

8,101,854
590,163
8,692,017

129,200,580

% Total
Federal

0.1%
0.2%
0.1%
0.1%
0.4%
0.4%
0.1%
17.5%
6.6%
3.9%
26.7%
0.3%
0.0%
1.6%
1.0%
1.1%
0.4%
0.4%
2.0%
3.6%
2.1%
1.6%
5.9%
0.3%
76.2%
70.0%

8.2%
1.1%
89.2%

1.4%
0.1%
0.4%
6.0%
7.9%

6.3%
0.5%
6.7%

100.0%
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The University of Texas M. D. Anderson Cancer Center
Research Expenditures as Reported to the THECB

FY 1996 FY 2001
Federal 42,793,595 91,543,036
Pnivate, Profit 18,270,105 26,716,915
Private, Non-Profit 21,399,844
ARP/ATP (State) grants 996,410
Appropriated — GR 16,926,225 20,911,028
Appropriated — Patient Income 30,773,221 36,946,060
Institution 12,200,842 11,723,296
Total 120,963,988 210,236,589
Increase 89,272,601
% Change 73.8%
FY 1996 FY 2001
Federal 42,793,595 91,543,036
Private 18,270,105 48,116,759
State 16,926,225 21,907,438
Internal 42,974,063 48,669,356
Total 120,963,988 210,236,589
Increase 89,272,601
% Change 73.8%
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National Cancer Institute Awards Data

Total NCI Awards FY 2001 FY 2001

(in thousands) Increase
MDACC $70,210 149%,
Dana Farber $54,538 8%
Fred Hutchinson $75,489 9%
Johns Hopkins $65,210 19%
Sloan Kettering $49,492 9%
U Penn 554,085 26%

Number of NCI Awards FY 2001

Increase
MDACC 188 4%
Dana Farber 111 -4%
Fred Hutchinson 133 18%
Johns Hopkins 151 17%
Sloan Kettering 112 0%
U Penn 146 18%

Average Dollar Value FY 2001

Of NCI Award Increase
MDACC $373 10%
Dana Farber $491 13%
Fred Hutchinson $568 -7%
Johns Hopkins $432 1%
Sloan Kettering $442 9%

U Penn

$370

7%
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MDACC Funding Source for Construction and Building Acquisition
(Includes Major Building Projects from 1997 to 2005)

(in thousands)

$400,000 -

$300,000 :

$200,000

$100,000 - !

Rotary House Faculty Center Alkek, Bertner,  Fannin/Holcombe SCRF HMB Replacement  HMB Garage
Phase 2 1leMaistre Bldg

O Clinical Rev. B Bonds & Philanthropy m PUF @ Int. on Constr.
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Funding Source for Construction and Building Acquisition
(Includes Major Building Projects from 1997 to 2005)

(in thousands)

$600,000
$500,000
$400,000
$300,000

$200,000

$ 100,000
9%
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Technology Transfer

* Goal: Convert research discoveries into
products

» Method:

— Discovery Phase
Institutional seed money

— Development Phase
Cancer Therapeutics Discovery Program
Pharmaceutical Development Center
Institutional seed money

— Business Creation Phase
Institutional seed money
BioHouston - regional collaboration

— Southeast Texas Biotechnology Park

Technology Discovery Activities

Met with internal groups/programs and faculty
Benchmarked with other institutions

Established and Implemented Technology
Evaluation and Enhancement Panel (TEEP)

Planned Applied Development Laboratory (ADL)
Proactively reviewed 54 invention disclosures

12-15 inventions initially identified, in collaboration
with OTD, with potential for TEEP presentation

First TEEP meeting held January 14
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Pharmaceutical Developmed

GOAL: To facilitate the availabilitylte :
therapies for our patients,
* Discovery

Proof of concept
Preclinical toxicology, e
Animal and human drug
Analytical methodology
Formulation/stability/delive
Clinical pharmacology (P'

Business Creation

» Since 1987...

— 12 affiliated companies raised over
$300 million on the strength of
MDACC technology

— 4 portfolio companies listed on NASDAQ
raised over $230 million and funded $25
million in sponsored research at MDACC

— Earned over $3 million from equity sales




Technology Transfer Process

Research Discovery

L

Invention Disclosure Report

TEEP Meeting

N\

i

No ADL
Support

\

Development (OTD)

Office of Technology

Tech Assessment
IP
Market

ADL Support {
A

Outsource and/or Pharmaceutical
Development Center (PDC)

Licensing
Commercialization

Therapeutic Investment Adds Value

Value
(Milion) *%° 7

$300 -

$200 |

WP 4

Discovery

Proot of IND/Phase | Phass ||
Pringipls .

Stagoes of Development

Phase il
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DEPENDENCE OF LIFE SCIENCE VC ACTIVITY ON CORPORATE/ACADEMIC PRESENCE

Number o Life Sdence VC deals per year

Austin Dallas
C—— hd 1

»
Silicon Valley

» San Diego

Los Angeles
» # & Philadelphia
Saatie

# Minneapolis-St. Paul

Rochsster  ® @ Houston

> L

Percent of total
area R&D

performed by
corporations

40-70%

¢ 200

400 600

Academic and Hospital R&D expenditures per year

$ Millions

Source: PWC Money Tree; U.S. Bureau ol the Census (County Business Paitems, 1995)
McKinsey & Company, “Sirategy 1o Accekerate Techaology Growlh in Houston ™ December 1999

Institutions:
Baylor

Memorial Hermann
Methodist

Planning BioHouston

Corporations:

Browne Penland McGregor
Stephens Architects

Cogene Bictech Ventures

NASA—Johnson Space Center  EI P@so Corporation

Rice

8t Luke's

Texas A&M

Texas Heart Institute
TSL

TIRR

UofH
UTHSC-Houston
UTMDACC
UTMB-Galveston

Earon

Gilbane Building Company
Frost National Bank
Introgen Therapeutics

JP Morgan—Chase Texas
John E. Walsh, Jr.

John L. Wortham & Son
Locke Liddell & Sapp
Reliant Energy

Southwest Bank of Texas

Southwestern Bell Telephone

Sterling Bank

Tanox

Trammell Crow Company
Turner Callie & Braden

W. J. Alexander & Associates

Organizations & Supporters:
Houston Minority Business Council
Houston Technology Center

City of Houston

Greater Houston Partnership
Harris County

METRO

Texas Medical Center
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Southeast Texas Biotechnology Park

Goal is to establish facilities to develop and
commercialize life science technologies

Up to 64 acres, 15 buildings, 2 million s.f.

Coalition of medical institutions, universities
and the public sector

Significant economic benefits for Houston
and Texas




The University of Texas M.D. Anderson Cancer Center
Robotic Pharmacy Program

Robot installed eight years ago
Uses bar-code technology

Has dispensed 5000 inpatient doses each day for the past eight years and has not yet made
one dispensing error

Dispenses outpatient prescriptions from bulk supply of 200 different medications

Increases outpatient prescription filling efficiency — Has contributed to an overall 43%,
decrease in patient waiting time

Not only safety — Staff efficiency and personnel savings (approximately $500,000 per year)

Computer Order Entry

The Division of Pharmacy and Information Systems has developed a computer order entry
system for outpatient prescriptions — Prescription-On-Line (POL), using internal e-mail

Now in use throughout the clinics and sends an electronic prescription to our clinic pharmacy
— enhances accuracy and decreases patient waiting time

Can print out a hard copy for the patient to take to home-town pharmacy

Produces a concise, formatted, and casy-to-read prescription

Additional Information

210 pharmacists on our staff (total staff is now 406 including certified pharmacy technicians).

Of the 210 pharmacists, 32 are Pharmacy Clinical Specialists (Advanced degree "Pharm.D."
with two years of post-graduate residency training).

These 32 are assigned 100% to various clinical services - especially those with high drug use
(e.g. six are assigned each of leukemia and BMT).

Approximately 33% of the remaining pharmacists' time is spent in direct patient care areas
(inpatient units and outpatient clinics) interfacing with physicians, nurses, and patients.

In the above two bullets, pharmacists interact proactively with physicians before orders are
written to clarify and/or modify orders for a multitude of factors, and certainly including
safety. Therefore, most (well over 5 0%) orders that reach the pharmacy for dispensing have
already had pharmacist-to-physician input,

Estimate that pharmacists make between 50 and 100 calls a day to physicians to clarify and
potentially change orders - not always for safety, but many times it could be for such topics
as dose modification, frequency change, drug-drug interaction, drug incompatibilities, patient
allergies, etc.
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Computerized Prescription Order Entry
(CPOE)

« CPOE Plan

— Part of our overall Electronic Medical
Record (EMR) initiative known as
MOSAIC

- M.D. Anderson Cancer Center Oncology o
System for Ambulatory and Inpatient Care

— Comprehensive information system to
support patient care functions

— Includes ambulatory and inpatient areas

MOSAIC Goals

Support and enhance the patient care
process
Increase patient safety

Reduce costs of redundant, duplicate, and
unnecessary clinical services

Provide secure and confidential access to
patient information at the point of care




MOSAIC Strategies

Integrate all patient clinical data into
one virtual repository
— From 30+ systems into one

Provide CPOE with alerts & warnings

Distribute orders electronically to
department systems

Provide workflow support for clinical
practice

MOSAIC Technologies

* Several products integrated into one desktop

— Per-Se Patient1 for order management,
results review, and nursing documentation

~ iIKnowMed for chemotherapy orders and
physician structured documentation

— Stentor for radiology diagnostic images
— LanVision for scanned paper documents




Patient Safety through
MOSAIC

* Results Review provides:

- An integrated_ complete picture of 3
patient's current and past conditions

— Correlation between related resuits
— Ability to monitor trends over time

~ Access to different types of data
* Numbers, text, images, etc.

Patient Safety through
MOSAIC

* CPOE provides alerts for:
~ Drug-drug interactions
— Allergies and prior adverse reactions
~ Drug-disease contraindications
— Drug dosage limits (over and under)
— Duplicate therapy

— Contraindicated therapy based on Iab
values




Patient Safety through
MOSAIC

* Medication Administration using bar
codes checks for the 5 Rights:

— the right patient

— the right drug

— the right dose

— the right route of administration
— the right time of administration




Item #8, Trends in Health Insurance, Reimbursement, and F inancing of Teaching Hospitals, -

* Medicare physician reimbursement fell 5 4% in 2002. MDACC has 28% Medicare patients,
rising each year. Our Medicare payment to physicians is 25% of billed charges, with 75%
written off or uncollectable.

* Medicare hospital reimbursement for MDACC is 41% of charges, and the Medicare caseload
about 28%. Part B, physician reimbursement, coliects only 22% of charges.

The fact that the comprehensive cancer centers are exempt from the inpatient DRG
(diagnosis related groups) reimbursement system, and held harmless from the outpatient
APG (ambulatory patient groups) is of great benefit. Other academic medical centers not
only have to be subject to these payment mechanisms, but have higher Medicare loads.

* Medicaid reimbrusement for MDACC is collected at 58% of charges for the hospital, and
only 14% of charges for professional fees. The hospital number is surprising, and is because
pediatrics, which for political reasons is incentivized by the states setting the rates, make up a
significant portion of the Medicaid business.

* Managed care companies are financially challenged: reductions and delay in payments.

* Operating costs rising, especially in health care support personnel ( e.g., nurses,
technologists, physician assistants, billing clerks.

e Since September 11, roughly 730,000 laid-off workers lost health insurance The total
uninsured for 2000 were 39 million, which could increase by 6 million.

* Towers Perrin expects a 14% annual increase in insurance premiums in 2002, forcing more
employers to reduce or drop coverage.



The University of Texas M. D. Anderson Cancer Center
Estimated Reimbursement as 3 % of Charges - Fy ‘01

5%

Percentage
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BEm Hospital NN Professional

The University of Texas M. D. Anderson Cancer Center
Estimated Reimbursement as 2 % of Charges - FY ‘01
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Collaborators:
Partnering in Academic and Clinical
Activities with UTHSC-Houston

Graduate School of Biomedical
Sciences

Graduate degree in Research Nursing
Pediatric Cancer Program
Department of Dermatology

Under discussion:
Shared cyclotron for PET research
Executive Health Program

Medical Oncology

Collaborations in Biomedical Research

Gulf Coast Consortia for Computational and
Structural Biology: Baylor, UTHSC-Houston, Rice,
UTMDACC, U of H, UTMB, A&M (Keck Foundation)

Bioengineering: UTMDACC/UT Austin (Whitaker
Foundation) and UTMDACC/Rice

Pharmacology (genetics of addiction):

UTMDACC/Texas Southern University (State Tobacco
Funds)

Epidemiology:
UTMDACC/Texas Children’s Hospital/Baylor {Grants)

Biostatistics and bioinformatics: UTMDACC/Rice
(Grants)




Institute for Healthcare Excellence

*+ Aims
- improve health care service and quality
- create a model healthcare organization

» Focal Points
- continuous skills development for staff
- establish performance improvement
mindset and empower individuals
- create an academic program to teach,
effect change, and collaborate
M. D. Anderson

Institute for Healthcare Excellence
Early Accomplishments

Improvements in prescription fill times and wait times,
blood product management, Intensive Care Unit,
Diagnostic Imaging and lab services availability

Recognized by Agency for Healthcare Research and
Quality as a Center of Excellence for patient safety
and awarded $7.2M grant

Received Premier award for Quality in ICU

Recognized by Houston Better Business Bureau as
local leader in performance improvement
M. D. Anderson




Institute for Healthcare Excellence
Outcomes and Metrics

Strategy

Optimize quality patient care services

Outcome

Improvements in overall patient care
services will be achieved in quantitatively
and qualitatively

Sample Metric

Increase efficiency of each targeted MDACC
process by 15%

M. D. Anderson

Institute for Healthcare Excelience
Outcomes and Metrics

Strategy

Provide career development for employees

Qutcome

MDACC recognized as THE heaithcare
employer of choice

Sample Metric

Improve workforce retention by 3-5%. over 3-4
years

M. D. Anderson



Institute for Healthcare Excellence
Outcomes and Metrics

Strateqy

Position ourselves as the model for 5 learning
organization in healthcare and disseminate knowledge
to healthcare organizations throughout the worlg

Qutcome

Innovative practices are diffused throughout the
organization

Sample Metric

Increase number of MDACC solutions deployed to
other areas by 10% per year

M. D. Anderson



The University of Texas M. D. Anderson Cancer Center

How Decisions Are Made

UTMDACC utilizes a system of councils and committees to review and recommend
strategies, policies and procedures to the Management Committee and the President.

For academics, there are four key groups:

Education Council

Research Council ‘
Research Strategies Advisory Committee
External Advisory Board

For clinical operations, there are three key groups:

Clinical Council
Quality Council
Executive Committee of the Medical Staff

For administration and business affairs, there are six key groups:

Information Systems Steering Committee

Facilities Steering Committee

Technology Transfer Committee

M. D. Anderson Services Corporation

Board of Visitors’ Institutional Initiatives Committee
Audit Committee



MDACC Programs of Excellence:
Disease Site Centers

Bone * Leukemia
Marrow/Stem * Lymphoma
Cell

Breast
Gastrointestinal
Genitourinary
Gynecology
Head and Neck

* Melanoma/Skin

* Neuro
Sarcoma
Thoracic

MDACC Programs of Excellence:
Research Centers

Carcinogenesis Center
Metastases Center

Immunology and Immunotherapy
Targeted Therapeutics
Bioengineering




MDACC Shared Resources of
Excellence

Genomics

Proteomics

Molecular Imaging Research Facility
Biostatistics _ _
Flow Cytometry and Cellular Imaging Facility
Pharmacology and Analytical Facility
Macromolecular Analysis Facility

MDACC People of Excellence

* M. D. Anderson Research Trust
up to 24 outstanding scientists

* Physician Scientist Program
8 faculty with $1.57 M in funding

* Clinician Investigators
4 faculty with $.5M in K12 funding




Strategy for The University of Texas M. D. Anderson Cancer Center

Strategy involves designing a desirable future and identifying or inventing ways to
achieve it. This document is an outline of strategy for M. D. Anderson during the next
five years. .

The institution has grown substantially over the past five years, in spite of the dire
concerns faced in 1994. In patient care activities, most areas have increased by 40 to
50%. In research we have an enviable record of accomplishment, and unparalleled
success in capturing ever-increasing grant support. '

The aim in this strategy document is to begin the process of planning prospectively for
continued growth in each of our mission areas—to define reasonable targets, to create
the necessary facilities and infrastructure, and to recruit and retain the highly skilled
people who can make it happen.

Our success and our international stature are based on our research, which supports
our outstanding patient care. Growth must occur in a context which enables us to
continue to carry out pioneering research at all levels—basic, translational, clinical and
population, and in all aspects of cancer—pathogenesis, prevention, diagnosis and
treatment.

Strategic Goals for Future Achievement and Growth

» We will continue to be, and will be acknowledged as, the best place to receive
cancer care.

» We will aim to be the leading scientific presence in cancer and will continually
strive to increase the number of nationally recognized research leaders on our
facuity.

« We will aim to increase our research and patient care activities by up to 50%
over the next 5 years, with coordinated prospective planning for the necessary
additional people, facilities, financial resources and operating efficiencies.

» We will develop new clinical strategies through research programs in prevention,
diagnosis and treatment that target specific genetic and molecular abnormalities
and biological responses.

» We will empower faculty and staff of diverse backgrounds with increased
authority, responsibility and accountability in a multidisciplinary setting.

» We will enhance our process improvement systems to eliminate wasted time
and effort and to increase quality of clinical care and patient safety.
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DRAFKT DRAFT DRAFT DRAFT DRAFT DRAFT

March 18. 2002
The Honorable
Address
Washington, D.C.

Dear Senator/Representative

I am {We are) writing to make you aware of the critically important health care issues
confronting the University of Texas Health System (UT) and other health institutions in Texas.

Previous Congresses, in an effort to cut the rate of growth in spending for Medicare. Medicaid,
and other entitlement programs beginning with the Balanced Budget Act of 1997, enacted major
reforms that were considered necessary at the time. Today, in different and economically
challenging times for health care providers all across the country, these continued reimbursement
reductions are forcing academic health systems such as the UT System to reconsider their ability
to carry out their vital missions: high quality patient care, medical education, and research. Of
vital importance this year, our institutions and others around the country face further enormous
reductions in hospital and physician payments totaling billions of dollars. These significant
payment reductions, combined with a weakened economy and rising health care costs, will inflict
a heavy and unacceptable toll on teaching hospitals. These are the institutions on the front lines
of healthcare delivery. They are the best, and frequently, the only source of health services for
patients and communities, particularly for the indigent and the uninsured.

Congress will soon begin the year-long process of deliberating the I'Y 2003 budget, and the
President’s recommendations on health care. As you consider funding for the many competing
programs in government, we urge you to be mindful of the current law reimbursement reductions
in the Medicare and Medicaid programs we are already experiencing and those set to take effect
beginning in October. Without Congressional action, restoring these vital funds for health care,
many of our institutions will not be able to sustain our commitment to patients and to physiclan
training so vital for the future. We urge your consideration of the following priorities of
immediate concern to the UT System:

(1} Medicaid Disproportionate Share Hospital (DSH) Payments
Federal Medicaid DSH payments help support hospitals serving a disproportionate share of
low-income patients. Starting on October 1, further deep cuts in the level of Medicaid
DSH payments allotted to each state take effect Texas is estimated to lose $55.4 million in
Medicaid DSH payments in FY 2003 alone.

(2) Medicare Indirect Medical Education (IME) Payments
IME payments compensate teaching hospitals for the higher costs of caring for more
complex cases and of operating graduate medical education programs. Beginning in FY




2003, the IME adjustment will are reduced from 6.5% to 5.5%. Texas is estimated to lose
$23.1 million in IME payments in FY 2003 and $115.5 million over S years.

{3) Medicare Physician Reimbursement
Beginning this January 2002, the physician payment update was set at —5.4%, representing
a serious reduction in physician reimbursement. Negative updates are projected through
2005, In the current year alone, Texas is estimated to lose a total of $139.4 million in
physician payments.

In the absence of Congressional action stabilizing these payments to academic health institutions
n Texas and elsewhere, our institutions face the impossible challenge of preserving access to

health care services while contending with substantially diminished support from Medicare and
Medicaid.

We would be pleased to provide you or your staff with any further information about the
implications of these severe payment cuts to the UT system and to Texas. Please contact me (us)
directly or Mike Hudson in Washington at 202-547-0780.

We hope that this information will be helptul to you as you evaluate Medicare and Medicaid
policy changes for this vear.

Sincerely,

Chairman, UT Board of Regents
(All Regents?)
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