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STAFF REPORT
SUBJECT:
Discussion of the Harborview Board of Trustees’ intention to consider allocating additional funds to the University of Washington School of Medicine for salary support beginning in 2005, as adopted by the Harborview Board of Trustees’ in a resolution dated June 4, 2004. 
BACKGROUND: 
Harborview Medical Center (HMC) is a 351-bed patient care, teaching and research facility. The hospital is a Level 1 trauma center, the only one of its kind in a four-state region covering Washington, Alaska, Idaho and Montana. The HMC facility is owned by King County government and managed by the University of Washington.  Its primary mission is to provide high-quality health care to the residents of this region, in particular to the indigent and under-served residents of King County. 
A volunteer Board of Trustees is responsible for setting major institutional policies and overseeing programs and fiscal matters. There are 13 positions on the board representing each Council district. Candidates for each position are recommended by each councilmember.  The Executive makes formal appointments to the board subject to the confirmation by the Council. Board members may serve no more than three consecutive four-year terms. 
SUMMARY:

HMC’s 2004 annual operating budget totals approximately $450 million. Operational costs are covered primarily through reimbursement from health insurance and about $8 million annually from the State of Washington. Under a management and operations contract between the HMC Board of Trustees and the University of Washington, University faculty and staff provide medical, dental, hospital and other professional services in the medical center. Salary and benefit costs for 4,000 employees who provide those services are approximately $270 million in 2004 and are reimbursed to the University by HMC. That amount includes $19 million solely for salaries and benefits for 130 faculty physicians.
King County provides no operating support for HMC’s operations. However, the County retains control over the hospital’s capital programs and budgets through the annual county budget process. Most of the funding comes from voter-approved bonds authorized by the Council.
The University recently notified the Board of Trustees that “the availability of faculty physicians to practice at HMC, the continuity of patient care and the level of uncompensated care will be adversely impacted by the economic conditions created in the near term by the payment of a substantial civil settlement to federal government.”
 

On April 30, 2004, the University of Washington Physicians (UWP), a non-profit medical group practice, and the Children’s University Medical Group (CUMP), settled a lawsuit brought by the U.S. Department of Justice related to the over-billing of Medicare, Medicaid and CHAMPUS (Civilian Health and Medical Program of the Uniformed Services) programs. Under the settlement, the UWP and the CUMP agreed to pay a $35 million civil penalty. Conflicting press reports have indicated how the penalty will be paid. One report stated that it will be paid from the UW School of Medicine’s reserves. Another article reported that several different organizations, including the UW School of Medicine, will pay the settlement.
Further, the University asked the Board of Trustees to authorize $10 million for “salary support” for faculty physicians to be paid incrementally over a five-year period.  The Harborview Board of Trustees responded to the UW’s request on June 4, 2004 when it approved a resolution expressing its intention to allocate between $1.5 to $3.0 million annually from its operating budget to the University for salary support.  However, the payments are not automatic. The additional support is contingent on demonstrated need by the University and on the board’s approval during its budget process. Payments could begin in fiscal year 2005 which begins on July 1, 2004 and continue for up to five years. 
ANALYSIS
The request by the University for additional salary support from HMC coincides with the timing of the $35 million civil penalty. While HMC was not a party to the lawsuit, it is being asked by the University to provide additional funding for faculty salaries. It is unclear why the settlement agreement raises a need for additional salary support from HMC or why uncompensated patient care would be adversely impacted. 
The June 4 resolution adopted by the HMC Board of Trustees does not commit additional funds to the University. Under the management agreement, the board is obligated to maintain a balanced-budget fiscal policy in which expenditures must be within the limits of operating income. The resolution addresses this by stating that any payments to the University would be subject to approval by the board. Furthermore, the resolution is a statement of policy and is not binding upon the board, similar to the legal status of a Council motion.
The resolution states that this salary support would be “over and above the current support that Harborview provides…”  The management agreement gives the board authority and responsibility to compensate the University for medical services rendered at Harborview, however, it prohibits Harborview from benefiting financially as a result of the agreement. The Council may want to ask Harborview representatives to clarify any inconsistencies that may exist should the additional salary support be approved at a later date.
Harborview has several obligations that were mandated by the Council several years ago; one is to allocate a minimum of $11.1 million annually for major equipment and $4 million for building repair and replacement; and another was to use some of these funds to purchase an integrated medical electronic system. The Council may want to ask Harborview to explain whether or not adding the additional salary support payment would jeopardize these previous commitments.
INVITED:

Sally Bagshaw, Chief Civil Deputy, Office of the Prosecuting Attorney

Kristin Houser, President, Harborview Medical Center, Board of Trustees

David Jaffe, Executive Director, Harborview Medical Center
Lori Mitchell, Chief Financial Officer, Harborview Medical Center
Johnese Spisso, Chief Operating Officer, Harborview Medical Center

ATTACHMENTS:

Resolution, Harborview Medical Center Board of Trustees, June 4, 2004
� Excerpted from Harborview Board of Trustees Resolution dated June 4, 2004.
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