Approved: March 7. 2007
Date
MINUTES OF THE HOUSE GOVERNMENT EFFICIENCY AND TECHNOLOGY COMMITTEE

The meeting was called to order by Chairman Jim Morrison at 3:30 P.M. on March 5, 2007, in Room 526-
S of the Capitol.

All members were present except Representative Tafanelli, who was excused.

Committee staff present:
Mary Galligan, Kansas Legislative Research
Tatiana Lin, Kansas Legislative Research
Renae Jefferies, Office of Revisor of Statutes
Gary Deeter, Committee Assistant

Conferees appearing before the committee:
Irene Cumming, CEO and Executive Director, University of Kansas Hospital Authority

Others attending;:
See attached list.

The Chair welcomed guests and recognized conferee Irene Cumming, CEO and Executive Director,
University of Kansas Hospital Authority. Ms Cumming gave a brief history of the Hospital, which in
1998 changed from an entity under the Kansas Board of Regents to an independent hospital authority with
the mission of operating a teaching hospital, a research site, and continuing service to the uninsured
(Attachment 1 and Attachment 2). She traced the changes in culture, in technology, and in the facility to
put the patient first, changes which significantly raised the rank of the Hospital on several national
indices. She noted the increase in patient satisfaction, in percentage of nurse education level, in patient
volume, and the decrease in staff turnover. Ms. Cumming referenced several capital investments, among
them: a new heart center, a new cancer center, a trauma center, a burn center, and an organ transplant
program.

Answering questions, Ms. Cummings replied that oversight of the telemedicine program was conducted
by KUMC rather than the Hospital. She said the Hospital has a world-class heart facility, specializes in
breast cancer treatment, will soon have specialized expertise in lung cancer, and is compared favorably
with the top-rated Cleveland Clinic. Referring to Hospital support, she said each department has funding
agreements for receiving compensation. She explained that the increase in Medicare funding has allowed
state support to remain level rather than increasing. She noted the difficulty of comparing the Hospital
with other academic hospitals, since each is governed by different policies.

Ms. Cumming continued her testimony by saying that the proposed affiliation between the University of
Kansas Medical Center (KUMC) and St. Luke’s Hospital in Missouri carries significant risks for the
Hospital Authority, risks that continued negotiations have been unable to resolve. Commenting that the
Hospital is supportive of a collaborative approach, she said the most important issue is the need to define
the status of the Hospital as the primary academic, clinical, teaching, and research hospital for KUMC.
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She observed that, although affiliation of KUMC with St. Luke’s might result in millions of dollars
becoming available to the University, splitting the relationship of KUMC with the Hospital through
affiliation with a third party could harm the Hospital, especially since the Hospital views St. Luke’s

Hospital as a competitor in the Kansas City area. She stated that a consultant recommended that before an

affiliation with St. Luke’s be consummated, the Hospital and KUMC should work out a harmonious
agreement. Acknowledging that the Hospital signed a Letter of Intent on February 1 to explore an

affiliation, she expressed concern that such an affiliation between KUMC and St. Luke’s could dilute the
Hospital’s identity and diminish the market niche it has established; she noted a further concern that the

Hospital may find it more difficult to recruit physicians. She said a consultant, Chartis Group, has
recommended two proposals that offer resolution, but KUMC has asked for major revisions of the
proposals.

Ms. Cumming answered many questions from Committee members:

She replied that the Stowers Institute has urged a conclusion to the proposed affiliation, leading the
interested parties to set deadlines.

She said the proposed affiliation looks more like a merger with St. Luke’s, a merger which might
result in a decline in the number of residents assigned to the KU Hospital, might create difficulty
in recruiting the best physicians, and would blur the brand identity of the KU Hospital.

She acknowledged that there is no legal barrier to stop KUMC from affiliating with St. Luke’s
Hospital.

She noted that KU Hospital has affiliation agreements with other hospitals, but these hospitals are
not direct competitors; further, the other hospitals receive a few residents, whereas St. Luke’s
could take up to 100 residents, seriously diluting the pool of residents from which to draw.

She stated that the Hospital has no problem with KUMC affiliating with Children’s Mercy
Hospital, since the KU Hospital does not have a strong pediatric program.

She said that nationally most affiliations result in mergers.

She replied that the driving force behind the affiliation of KUMC and St. Luke’s is the Stowers
Institute in Missouri, a $2-billion investment, an entity that requires KUMC to achieve NCI
(National Cancer Institute) recognition, recognition that can be achieved by affiliation with St.
Luke’s. Because Kansas City wants Stowers to remain in the area, the community is supporting
the proposed affiliation and offering significant funding incentives.

She observed that an affiliation would offer advantages for KUMC and St. Luke’s, but not for the
KU Hospital.

A member expressed dismay that KUMC would attempt an affiliation with another hospital without

including the Hospital Authority.

Answering a question, Ms. Cumming said that a preliminary offer of $400 million in support of KUMC
had been considered by a Board committee, but that the Board had not considered it or voted on it. Betty

Keim, a member of the Hospital Authority Board, explained that the Board proposal was prematurely
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released to the press before the Board made any final decision on the proposal, but that the Board was
aware of the proposal.

The meeting was adjourned at 5:12 p.m. The next meeting is scheduled for Wednesday, March 7, 2007.

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to

the individuals appearing before the committee for editing or corrections. Pﬂg& 3



HOUSE GOVERNMENT EFFICIENCY AND
TECHNOLOGY COMMITTEE

GUEST LIST
paTe: [ ARCH S 2007
NAME / REPRESENTING
/Ué 0 W)_, Culfoes- The //Ww% ﬁ’”/e //mﬂ;&w

Brad (V. liams

YR

Amy Tordan Wosdey] KUMcC
Parlpra Myinson KUMC
ﬁé,‘zabtuf( . i KC BL&JIH:JJ \)Ou«fv—\./(
/”M\)Mk\ \ ‘3( (AN \\(AESO(
“y%r\/@/\ eIV U Wedweel (ardg 4
MW L Wbﬂ W SFein

TnSh Harlpu/

SR bels Ay Losd

i

Vit 00K [ Tnd b i [l
?)/r%mo// (Amuopﬂ/f/%m/ﬁzs%
LUt [ Ll
ey AT %%—%//wﬂwa——
%ﬂ/ @m%‘t—l,_ L/(V\ ves W oF Ka“\ifs HJSJ M
L) = A %t;ﬂ@f\l P Maqairm Cardee 2 gou&f
Mg ollpdioqr | TELCC |
\ C_ _ \ A 1 “j l/\j c\.rk(y
2 Laut
(// L‘é\[\\\”\ ‘ﬁQ\\ LoD, Don \\lll



[(8/6/°™"7) Gary Deeter - slides for March 5 2007ppt . Pagel

THE UNIVERSITY
OF KANSAS HOSPITAL
KUMED

THE UNIVERSITY

OF KANSAS HOSPITAL
KUMED

Athchwed/
GCECT 35707



(3/5/"°"7) Gary Deeter - slides for March 5 2007 .ppt

Page 2

THE UNIVERSITY

OF KANSAS HOSPITAL
KUMED

1990’s

* Declining patient volumes
and revenues

« Qutdated medical technology
« Facility in disrepair

* Low patient satisfaction

* Low morale

* Image not recovered from
heart transplant issue

« Projected loss of $20 million
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1998
» Legislature and

Governor Approved
Hospital Authority

* Independent Board of
Directors

* Permitted own bonding
authority

* Ability to be run like a
business
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Hospital's Mission

Statute 76-3302-(7) the needs of the citizens of the state
of Kansas and of the university of Kansas medical
center and its health sciences schools will be best
served if the university of Kansas hospital is
transferred to and operated by an independent public
authority charged with the mission of operating a
teaching hospital_for the benefit of the university of
Kansas medical center, providing high quality patient
care and providing a site for medical and biomedical

_research. |
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October 1, 1998

Keys to the building

10 days worth of
operating revenue

No endowment

No state or local
funding

Vote of confidence
from employees
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‘Organizational Structure Since 1998

Affiliatjon Agrqe;ment

iversity of University %
of Kansas _
Hospital Authority |

The University ‘
— of Kansas :
Hospital

Cardiology offices

Primary Care Practices
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~ Community Board Members

George Farha, MD < Dave Kerr

Edward Chapman < Stu Lang

Pat Gaunce Sharon Lindenbaum
Robert Honse Thomas Murphy
Eric Jager John Payne

Betty Keim Charles Sunderland
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Patlent Care Comes First’

'ﬁ Pl

oo I S « Board demanded

' ' management provide
highest quality patient
care

« Changed culture, facility
and technology

» Developed patient-
oriented culture

 Modernized space
Invested in new space
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~ Quality

* Ranked #11 of 95 academic medical centers in overall quality
of care and patient safety

« Top 17 percentile of UHC on mortality

« Nationally recognized leader in 100K Lives campaign

« National leader in quality partnerships between physicians,
nurses and hospital.
« Top 99 percentile in KC area on Patient Satisfaction

* First Annual Performance Achievement Award from the
American Heart Association for stroke care in a six-state
region.

« 2004 Commission on Cancer Outstanding Achievement

Award, an award achieved by only eight percent of the cancer
programs.

- P ———————————————.. — — - _— . —



Sage 10 |

7) Gary Deeter - slides for March 52007.ppt

<G

THE UNIVERSITY
OF KANSAS HOSPITAL
KUMED

Patient Satisfaction

100

= — T — R, ]
-~ e W

Muey] DU

Now
4QFY06
3QFY06

2QFY06 |

1QFY06

4QFY05 |
3QFY05 |
2QFY05 |
1QFY05 |

4QFY04

3QFY04 |
2QFY04 |

1QFY04
4QFY03
3QFY03
2QFY03
1QFY03
4QFY02

3QFY02 |
2QFY02 |
1QFY02 |
4QFY01 |
3QFY01 |
2QFY01 |

1QFY01
4QFY00

3QFY00 |

2QFY00

1QFY00 |

/=10



|(3/5" ") Gary Deeter - slides for March 52007.ppt _ Page

THE UNIVERSITY

OF KANSAS HOSPITAL
KUMED

Nursing

Higher % of nurses with
BSN degrees

— 61% vs. 33% national
Specialized nursing

High satisfaction and low
turnover

First hospital in Kansas
to achieve Magnet
Accreditation
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 Hospital Turnover
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FY99# FY01 FYO03 FYO05 FY07*
*Fiscal Year 1999 was a 9 month period. The turnover for FY 1999 has been annualized for comparison.
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" Where Our Patients
Come From

« Wyandotte County: 29%
Johnson County: 20%
Jackson County, MO: 14%
KS (excl. Wy. & Jo.): 22%
MO (excl. Jack.): 14%
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Inpatient Payer Mix
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Uncompensated Care
(in millions of dollars in charges)
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$600,000
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$400,000

$300,000

Revenue

(in thousands) $540,785

$577,000*

$460,253|
$406,848
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Capital Investment
(in $ millions)
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Center for Advanced Heart
Care
« $77 Million Center
— 64 inpatient
- 24 ICU
— 22 outpatient

- Opened in October
2006
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Outpatient Cancer Center
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» 55,000 sq. ft. from current 26,000
* Opens mid-2007
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Hospital Cancer Investments

2000
Purchase from Salick $17.00 million
(11,000 sq ft. Center)

2000-2006
Cancer Investment $ 9.70 million
(26,000 sq. ft. Center)

2005-2007
NCI Support Contribution $ 1.50 million

2000-2007
Cancer PSA losses $10.06 million

2006-2007
Westwood Campus Outpatient
(65,000 sq. ft. Center) $37.00 million

2000-2007 Total $75.26 million

(<222
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Other Key Programs

« ACS Level | Trauma
Burnett Burn Center

Eight ICUs
Organ
Transplantation
Radiology:

— 64 slice Scanner
— PET/CT
— New MRI
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THE UNIVERSITY
OF KANSAS HOSPITAL

F
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Hospitéul Support

Net $ Faculty Compensation Physician Administrative
Support

3, Millions

FY'99 FY '07 Budget FY'99 FY'07 Budget

Research and Education Support Graduate Medical Education

$, Millions

FY'99 FY '07 Budget

FY '99
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Medical Center

% Children’s Mercy
HOSPITALS & CLINICS

" How high is the sky? FHERS [ TIUPTE
T Saint, Luke's
(™ & Health System
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THE UNIVERSITY

OF KANSAS HOSPITAL

THE UNIVERSITY
OF KANSAS HOSPITAL

KUMED

w THE UNIVER b
Medical Center

Childrens Mercy
HOSPITALS & CLINICS

""" How high Is the sky?

G D ) Saing Luke's
:3! &, Health System

Supportuve of
collaborative approach to
the life sciences

A cohesive KUMC/KUH/
Faculty-Physician campus
is the key to success

Cannot separate out
“academic” affiliations
without impacting clinical
mission.

Can’t negatively impact
competitive position.
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Consultant

 (Consultant: Get
hospital and KUMC

IQJ on same page before
Medical Center

affiliations go

THE UNIVERSITY forward.

OF KANSAS HOSPITAL Joi
g  Joint
Hospital/University

negotiations underway
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Consultant

e (Consultant: Risks are
real but can be
minimized

w InE UNIVERS
Y "

Medical Center

— Branding and identity

THE UNIVERSITY | in marketplace
OF KANSAS HOSPITAL — Physician recruiting
KUMED

— Quality
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Non-binding Letter of Intent

* Signed January 31, 2007
» Separate negotiations

w between KUMC and Saint
Medical Center LUke ’ S al’ld KUMC/ KU

Hospital.

THE UNIVERSITY « Signed to indicate we
OF KANSAS HOSPITAL  were willing to discuss
partnerships and to get
1ssues out in the open
* SiX major 1ssues remain

with civic deadline of
March 31, 2007.
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Si1x Vital Issues

* Define status as the “Primary Academic Clinical,
Teaching and Research Hospital” for KUMC.

» Establish a level playing field that clearly allows
the hospital to continue to grow programs for our
patients.

— ensuring physician manpower to meet the growing
demands of our patients

— organizational structure
— recruitment and retention of physicians

— critical patient needs when they do not correspond with
the needs of the School of Medicine.
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Six Vital Issues

e Determine how many residents are needed
in Kansas, along with whatever residency
commitments are made by KUMC to Saint
Luke’s, and how we will jointly assure that
residency and fellowship needs are met.

 Establish fair plan of support for KUMC
that does not create financial problems for

the hospital.
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Six Vital Issues

 Establish plan to compensate hospital
should financial harm result from the
proposed affiliation structure.

« Define KU Hospital’s role in the cancer
program as it seeks National Cancer

Institute designation.
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Presentation to
House Government Efficiency and Technology Committee
Irene Cumming
University of Kansas Hospital
March 5, 2007

Slide 1 (logo)

Good Afternoon. Thank you for inviting me here. As I understand it,

I have been asked to give a brief overview of the success story of The

University of Kansas Hospital since we became a Public Authority,
and then provide an update on the status of affiliation talks in the

Kansas City area.

Slide 2 (1990s)

I have been Chief Executive Officer of the Hospital for eleven years

and arrived as the chief financial officer two years before that. The

hospital was then part of the University system under the Board of

Regents.

What I found was a hospital in serious decline. Patient volumes were
| dropping so low it made teaching medical students very difficult.
Revenues were also in decline. Our medical technology was very

much outdated.

o e
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Our patient satisfaction rankings were very low, often in single digits.
Even our own employees didn’t like the place. Many said they would
not recommend that a family member or friend come to KU Med as a

patient or employee.

We were just a few years removed from the emotional trauma of a
newspaper expose about problems in our heart transplant
program...problems that destroyed the cardiology program and left

the hospital with no heart surgeons at all.

The University hired a consultant, the Lash Group, to analyze the
problem. The consultant determined that if nothing was done, the

hospital would lose at least $20 million a year by the year 2000.

Slide 3 (1996)

Chancellor Hemenway and I worked with the consultant to develop a
solution. That turned out to be the independent hospital authority

model used in Colorado and other states.

After a year of debate, the Legislature approved the measure, and then

Governor Bill Graves signed it into law.




| (357

Page 3

The hospital was turned over to an independently governed Authority
Board of directors, made up primarily of private citizens. A key
factor was the ability to borrow money through the issuance of bonds

so we could provide much needed capital investment in the hospital.

Generally, our charge was to run the hospital like a business.

Slide 4 (Statute)

The Legislature made our purpose very clear. Our job was to help the
Schools of Medicine, Nursing and Allied Health by operating a
teaching hospital, focused on providing high quality care, serving as a

site for research, and continuing to care for the uninsured.

Slide 5 (October 1, 1998)

So, on October 1, 1998, I was handed the keys to the building and a
check for only ten days worth of operating cash. That was all the

money we had.

We had no endowment. We were not allocated any unrestricted

money donated to KU Endowment on behalf of the medical center.

We were scrambling to set up checking accounts, our own policies,
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our own payroll and accounting systems, everything.

One thing we did have was a vote of confidence from our employees.
All employees were given the opportunity to stay with the State
system or join this new organization. Out of more than 2,000 people,
only one voted to stay with the state, and she later changed her mind

and joined the Authority.

Slide 6 (Oreanizational Structure)

Let me take a few minutes to explain our structure to explain the role

of our board.

The University of Kansas Medical Center remains governed as
always...the campus answers to the chancellor in Lawrence. The
chancellor reports to the state Board of Regents. We are linked to the
University of Kansas Medical Center by a master affiliation

agreement, which expires in 2008.

The hospital 1s governed by an independent authority board of
directors. We also own several practice groups including the
cardiology practices and their offices around Kansas and the metro
area. And we own a number of family practice groups throughout the

metro area.
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Slide 7 (Board members)

We have a very distinguished board.

Our chair is Dr. George Farha of Wichita, who built one of the
largest physician practices in the country and is a Professor
Emeritus in the KU School of Medicine-Wichita.

Ed Chapman is a prominent attorney.

Pat Gaunce 1s a long time community activist in Wyandotte
County, who is very active in health care issues.

Bob Honse retired as CEO of Farmland.

Eric Jager is an investment executive with Bartlett Grain.

Betty Keim is the former mayor of Mission Hills and a longtime
community leader.

Dave Kerr is an investment banker and former president of the
Kansas Senate.

Stu Lang is head of First National Bank of Kansas.

Sharon Lindenbaum of Time Warner Cable and Thomas Murphy
of Sprint joined the board last year.

John Payne just retired as the leading executive with the Bayer
Corporation in Kansas City.

Charles Sunderland is a businessman and part of a prominent

Kansas City philanthropic family.

26
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In addition, representing the University are the chancellor, the
executive vice chancellor, the provost and the dean of nursing. The
chief of the medical staff and the president (me) also serve on the

board.

Slide 8 (Patient Care)

The board gave us tremendous advice in many areas, but the
overriding one was patient care must come first. That frankly was not
the case when we began. So, we changed the culture, the facility and

the technology to put the patient first.

Through management training and massive communication, we
created a patient oriented culture where one had never existed before.
We modernized space to reflect the way modern medicine was
practice. We invested in technology, which not only benefited
patients but served the education and research functions of the

j University.
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Slide 9 (Ouality)

This leadership has led to amazing improvements in care for our

patients. The University HealthCare Consortium, a consortium of

approximately 100 academic medical centers, has recognized us for
overall improvement in quality with at jump from 33" place to 11™
place. This is the biggest improvement in their history, and this is
data from 2004. We anticipate jumping up the list in the next two

years.

One factor in that jump was our mortality index which was in the top
17™ percentile of the best rates among UHC members.

We have repeatedly been asked to speak about our success in the
Institute of Healthcare Improvement’s campaign to save 100,000

lives.

Press Ganey, the largest patient satisfaction survey company, reports

that among hospitals in Kansas City that use its survey, we are in the

99" percentile in patient satisfaction. We were in the bottom ten

percentile when the authority began.

We are the first in a six-state region to receive a quality award from
the American Heart Association for our stroke program.

And we are one of only eight percent of the hospitals surveyed
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annually across the country by the American College of Surgeons to

receive an Outstanding Achievement Award for cancer care.

Slide 10 (Patient satisfaction)

The focus on quality produced one of the most dramatic turnarounds
in patient satisfaction ever. I told you we often dipped into single
digits in patient satisfaction. Now we are regularly in the 90"

percentile range when compared to other hospitals in the country.

This 1s even more amazing when you realize that this is a moving
target. We are being compared to hospitals across the country that are

all implementing programs to improve patient satisfaction. The bar

climbs higher all the time.

Slide 11 (Nursing)

One of the keys to our success is our people, especially our
outstanding nursing staff. Our hospital has a higher percentage of
nurses with bachelor degrees in nursing than any hospital in the
region. Almost 60 percent of our nurses have a BSN, much higher

than the national average.

Our nursing staff also includes a number of advance practice
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specialists to support the many advanced medicine programs we have,

such as heart care, cancer care and neuroscience.

Many of you have heard a great deal about the national nursing
shortage. We are doing very well in meeting the demand for nurses.
Surveys show our nursing staff believes we have a great place to
work, and we have remarkably low turnover in nursing. In fact, we
have the lowest nursing turnover rate among the 11 large hospitals in

the greater Kansas City Area

In late December, The University of Kansas Hospital achieved a
recognition enjoyed by only three percent of the hospitals nationwide.
We were declared a Magnet hospital by the American Nurses
Credentialing Center. Magnet recognizes nursing excellence and the
importance of our nurses to the success of the entire organization.
Magnet designation, however, reaches beyond nursing and reflects
the quality of patient care provided by everyone associated with our

hospital.

Slide 12 (Turnover)

A key part of our culture change was to give our nurses and other
staff a feeling of ownership of providing quality care in the hospital.

This method of making sure our staff’s ideas and concerns are heard

10
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has not only made a difference in patient satisfaction and medical
outcomes but has tremendously improved job satisfaction and reduced

turnover.

We have the second lowest overall turnover rate among the 11 large
hospitals in the Kansas City area. This obviously has financial
implications as well, since it is cheaper to retain employees than to

recruit and train new ones.

Slide 13 (Emplovee satisfaction)

Even with the pressure to continuously improve performance and cut
costs, as well as the life and death stress of taking care of patients,

employee satisfaction has risen.

A new survey system began last year which compares us with our
peer hospitals around the country. It showed our employees feel more
committed to our hospital than do employees of comparable hospitals

around the country.

Slide 14 (Patient volume)

That push for quality has led to a major turnaround in patient volume.

The dramatic shift in 2002 was due to the revitalization of our heart

11




program.

It may look like we dipped a bit last year. But that is misleading.
Frankly, we ran out of space to accommodate the demand for beds.
And we were seeing sicker patients with longer stays. You can see
we are projecting that by the end of fiscal year 2007, we will be

climbing again, and setting more patient volume records.

In the last two years, we have shattered every patient volume record

in the 100 year history of the hospital.

Slide 15 (Where patients come from)

Where do these patients come from?

Most are from the metropolitan area.

However, many people may be surprised that 20 percent of our

patients come from Johnson County.

And, reflecting our statewide mission, nearly another 22 percent come
from Kansas counties outside the metropolitan area. In fact, patients
come here every year from every county in Kansas.

More than ' of our patients come from Missouri.

12
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Slide 16 (Payer mix)

There are other things you need to know about our patients. Because
of the investments we have made, the hospital is attracting more
insured patients. Notice the third set of bars. This means we have
reduced the percentage of the uninsured patients as part of total
patient volume, while still seeing more uninsured patients than ever

before.

Slide 17 (Uncompensated care)

This means we have been able to absorb steady increasing in the costs
of caring for the uninsured without coming to the Legislature asking
for help. So far this fiscal year, the jump in our charity care has

exceeded the pace of past years.

Slide 18 (Revenue)

The ratio of more insured patients has meant our revenue has risen as
well. However, we have no shareholders other than the people of
Kansas, so we invest any funds remaining into new or expanded

programs, new technology and new space.

14
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Slide 19 (Capital investment)

Let me give you an example. In the last five years as part of the
university System, we had only $33 million of capital investments.
One year we had just one million dollars for capital and spent several

days trying to determine what one thing we would use the money for.
In the first five years of the authority, we spent five times more on
capital investment. In the last three years alone, we spent nearly $300

million.

Slide 20 (Heart center)

One of our proudest investments is the Center for Advanced Heart
Care...the new heart hospital. Hospital executives from across the
country are already coming in to see how we designed it. One reason

why that 1s our chief designers were patients, physicians and nurses.

They were determined that the building first and foremost would
benefit patient care...putting services into quick and easy proximity
of one another and having a healing atmosphere throughout the

building.

Since we opened last October, the building has been full, and we are

15
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already getting inquires from the physicians about adding more floors

to the building.

Slide 21 (Westwood cancer)

That same process is being used to build the region’s largest
outpatient cancer center, doubling the size of the current center.
Because we were out of space and needed help quickly, we were able
to purchase the old Sprint building just a mile and a half from the
main campus. This cancer center will include the area’s first survivor
center, helping patients through issues in the years after successful

treatment. It will open this summer.

Slide 22 {(cancer investments)

This is just the latest investment we have made in cancer. When the
Hospital Authority began, the university had transferred ownership of
the outpatient cancer program to a for-profit company named Salick.
It cost the hospital $17 million to return control of the cancer program

to the campus.

We then invested nearly $10 million dollars in increasing the size and

design of the cancer center.

16
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We have provided a million and a half to support recruitment of Dr.

Roy Jensen to head the University’s NCI effort.
Through a professional services agreement with the faculty physicians
in the cancer center, the hospital absorbs all the cost of the

physicians’ uncompensated care.

And now we are spending $37 million on the new outpatient center,

bringing the total to more than $75 million.

Slide 23 (Other key programs)

Heart and cancer aren’t the only programs that are growing or

responding to challenges.

Our Level I Trauma Center, the only nationally accredited Level I in

the Kansas City area, continues to grow.

The Burnett Burn Center is the only facility in the region certified by
both the American Burn Association and the American College of

Surgeons.

We continue to excel at organ transplantation. We have the only liver

transplant program in the region, and our kidney and pancreas
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transplant programs are highly regarded.

No one in the area offers the depth of radiological technology we
offer. Our latest investment is a 64-slide scanner that provides

spectacular 3-D images of the heart. Unlike other scanners, ours is

service to our patients. We also have the latest in PET/CT

|

jointly managed by radiology and cardiology, providing the best

\ . " v

| technology, including our own on site cyclotron. We have new MRIs

and digital access of imaging at computer screens across the hospital

through our PACS system.

Slide 24 (Hospital support)

Technology and professional service agreements are just some of the

ways we support the faculty and the university.

As you can see, we have steadily increased the support for faculty and

the university over the years to more than $30 million this year.

Slide 25 (% increase)

In fact the growth rate for our support has more than doubled the

growth of our revenue.
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Slide 26 (Hospital support charts)

During the transition to a more viable organization, the hospital
increased its support to KUMC and its faculty. By providing a stable
academically oriented environment, KUHA is helping the
University’s training mission and its goal of advancing new

knowledge through its clinical research initiatives.

One thing to note is the increase in Graduate Medical Education
funding through Medicare. The key reason for that significant growth

was the hospital’s investment to revitalize the heart program.

Slide 27 (Affiliations logos)

Of course, the key issue right now if the proposed extension of
affiliation of the University to Saint Luke’s Hospital. I want to give

you the hospital’s view on what is happening.

The University and some Kansas City civic leaders have a vision they
believe would bring hundreds of millions of dollars into the schools,
through greater support from more hospitals, through untapped area

philanthropy and through public funds.

19
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Slide 28 (Hospital position)

| The board and the hospital leadership are supportive of the
‘ collaborative approach to the life sciences in this area. We
understand how working together can enhance the position of the

School of Medicine.

But, we also understand that the functions of our
campus....education, research, clinical care....must be a cohesive

whole if any plan is to bring positive impacts here.

No one can split off the interests of the Schools, the Hospital and the

faculty physicians without harming the entire enterprise.

Early on we identified risks to the hospital and the faculty clinics

from this proposed affiliation.
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Slide 29 (Consultant report)

The hospital and the board agreed to hire the same consultant retained
by the civic leaders to help us work out ways we could prevent or
lessen the harm from the affiliations. The consultant recommended
that the immediate focus be on getting the university and hospital
issues resolved. We have been meeting in exhaustive sessions to

explore the intricate issues involved here.

Slide 30 (Consultant risks)

The consultant also said the risks are real but they can be minimized,

but not eliminated, through good faith negotiation.

Such risks as branding and the hospital’s niche in the marketplace...

Possible recruiting advantages for Saint Luke’s. ..

And maintaining the quality of clinical and education programs under

the new affiliations....

All of these have been the subject of these challenging negotiations.
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\ Slide 31 (Letter of intent)

To show our good faith to the university and community, we signed a
non binding letter of intent to go forward with these talks. A separate
letter of intent was negotiated between the University and Saint

Luke’s.

We also wanted to get the issues involved out to the public so they

can be openly discussed.

As former Senate President Dave Kerr, a member of the Hospital
Authority Board, said in December to the Legislative Budget

Commuttee:

"There 1s no reason that both the KU Medical Center and the
KU Hospital cannot achieve levels of greatness of which we did
not even dare to dream in 1997 when the enabling legislation
! was being debated. ... The potential to achieve the next level of
excellence and recognition for our institutions is real, as long as
we proceed with sound, well thought out steps designed to
ensure that all the Kansas participants are winners. Just like in

1998, there are ways to do it right. Kansans will benefit and be

proud.
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There are also ways to get it wrong, and if that is allowed to
happen we could exchange the optimism of today for concerns
like those that prevailed before 1998. The key is working
together to develop proposals that ensure benefits to all Kansas

participants and, most especially, the people of Kansas.”

As I mentioned, the University and KU Hospital are using a third-
party consultant to help us find the way to “do it right.” This
consultant has recommended a package of two very thoughtful and
thorough plans to help us reach a resolution. It is not necessarily what
KU Hospital would have designed, but we believe we can live with it,

and we thought the University had reached the same conclusion.

Unfortunately, last night we received word from the University that it
wants major revisions to the plans we have been working on together.
You can appreciate how difficult it is to negotiate when the bar is

constantly moving.

I want to outline to you the six issues we are insisting are the way to

do it right, as outlined in the Letter of Intent.

Slide 32 (Six vital issues [-2)

We must clearly define our status as the “Primary Academic Clinical,
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Teaching and Research Hospital” for KU Medical Center. The phrase

sounds nice but we must define clearly what it means.

We must establish a level playing field that allows us to continue to
grow programs for our patients and meet their specialized care needs.
This involves flexibility in ensuring physician staffing to meet the
growing demands of our patients. This involves such areas as the
organizational structure, as well as the recruitment and retention of

physicians.

Let me explain what that means. In many programs, we do not have
the depth of physicians we would like, even though there is a clinical

demand.

Now, 1f a critical physician leaves, we have to wait on the university’s
traditional recruitment, which has sometimes closed down programs
at the hospital for six months to 3 years while recruiting is going on.
Under the new arrangement, our concern is that Saint Luke’s, which
has flexibility to recruit physicians, can recruit a physician to fill the
gap, which could remove the University's incentive to aggressively a

recruit a replacement at KU Hospital.

In that scenario, a good specialty program here suddenly could be

housed at Saint Luke’s, a competitor. We need the same flexibility as
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Saint Luke’s to respond.

This also means we must have the flexibility to meet critical patient
needs when they do not correspond with the needs of KU Medical
Center and the KU School of Medicine. In other words, often the
university recruiting is tailored to research needs. We need to

respond to clinical needs as well.

Slide 33 (Six vital issues 3-4)

We must develop a plan to determine how many residents and fellows
can be trained at our hospital. We believe the hospital easily has the

patient volume to support another 100 more residents.

As part of its proposed affiliation with Saint Luke’s, KU Medical
Center would assign residents there. The university has not assured us
that we will not lose residents, and we are seeking a firm plan that we
will be able to grow. We must work with KU Medical Center to

jointly assure that residency and fellowship needs are met.

We must agree on a fair plan of support for KU Medical Center that
does not financially harm the hospital. Many of you will recall the
preliminary $400 million proposal we made last year. That was

rejected by the university because of the conditions we put upon it.
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Now that we are facing this new affiliation arrangement, we need to
review the financial impact so that we can agree on a level of support
that does not hurt the hospital and one that will end ongoing
arguments. We have a very strong “A” bond rating, and we do not

want to sacrifice that because of these new affiliations.

Slide 34 (six vital issues 5-6)

We must agree on financial plan that compensates us if the new
affiliation structure harms the hospital. We are concerned, as [
mentioned, that we are already seeing an increase in uncompensated
care. Other hospitals associated with New York University, Tulane,
the University of California at San Diego and at the University of
Texas Southwest saw themselves become purely safety net hospitals

because of university affiliations with other hospitals.

We have not been assured by the University that KU Hospital will be
recognized as the National Cancer Institute-affiliated clinical cancer
center, and we have concerns that instead Saint Luke’s would have
the benefit of this affiliation and branding. This issue has been going
on for years. We have invested $75 million dollars in the last seven

years to bring the clinical cancer program to a high level.
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I need to add that we are very supportive of the Midwest Cancer
Alliance, which will link Kansas hospitals, physicians and their

patients to NCI benefits.

Slide 35 (logo)

As you can see, we still have some very significant issues to
negotiate. It is my hope that these issues can be resolved so that we
are able to help the university achieve its vision. We have a fiduciary

responsibility to this state asset, and we take that very seriously.

We also understand how our partners in the Medical School want to

move their program forward. We also want that for them.

We hope to report to you soon that we have found a win/win solution.

I will by happy to answer any questions.

HHHH
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