The Regents of the University of California

COMMITTEE ON HEALTH SERVICES
January 15, 1998

The Committee on Health Services met on the above date at UCSF - Laurel Heights, San

Francisco.

Present: Regents Atkinson, Bagley, Brophy, Davies, Gonzales, Khachigian,
Leach, Preuss, and Sayles

In attendance: Regents Chandler, Davis, Johnson, Lee, Levin, McClymond, Montoya,

Ochoa, and Soderquist, Regents-designate Miura and Willmon, Faculty
Representatives Dorr and Weiss, Secretary Trivette, General Counsel
Holst, Treasurer Small, Provost King, Senior Vice President Kennedy,
Vice Presidents Darling, Gurtner, and Hopper, Chancellors Berdahl,
Carnesale, Debas, Dynes, Orbach, Vanderhoef, Wilkening, and Y ang,
and Recording Secretary Bryan

The meeting convened at 1:45 p.m. with Committee Chair Davies presiding.

1.

APPROVAL OF UCSD EXPANSI ON OF KNOX- KEENE LI CENSE TO ALLOW
FOR UCSD HEALTH CARE PARTI Cl PATI ON | N MANAGED MEDI - CAL
PROGRAM | N SAN DI EGO COUNTY

The President recomended that he, in consultation with
the General Counsel and the Vice President for dinica

Servi ces Devel opnent, be authorized to proceed with UCSD
Heal t hcare participation as a Health Plan in the Healthy
San Diego Medi-Cal Geographic Managed Care Project
i nvol vi ng:

1. Aut hori zation for the President, in consultation with
the Vice President for Cinical Services Devel opnent
and the General Counsel, to execute docunents
necessary to secure a Medi-Cal “risk” contract
directly wwth the California Departnment of Health
Servi ces under the Medi-Cal Managed Care D vision and
negotiated with the California Medical Assistance
Comm ssi on.

2. Aut hori zation for the President, in consultation with
the Vice President for dinical Services Devel opnent,
to approve UCSD Healthcare’s pursuit of a material
nmodi fication to its Knox-Keene license from the
California Departnment of Corporations to operate a
health plan in which Medi-Cal beneficiaries wll
enroll under UCSD s Healthy San Diego Medi-Cal



CGeogr aphi ¢ Managed Care Project.

3. Aut hori zation for UCSD to increase its designated
fund by $1 mllion to satisfy the California
Department of Corporations’ tangible net equity
requirenent that is a prerequisite to obtaining a
material nodification to its Knox-Keene license to
operate a Medi-Cal contract.

Chancel | or Dynes and Vice Chancel |l or Al ksne decribed the
proposal. It was recalled that the initiative led by the
California Departnent of Health Services (DHS) to nove
nore Medi-Cal beneficiaries to managed care plans has
dramatically changed health care delivery for this
popul ati on throughout California. This nove has also |ed
to significant challenges for academ c nedical centers and
other traditional and safety-net providers for the Medi -
Cal popul ati on.

In San Di ego, a voluntary program has been in place for
the past few years to introduce nanaged care to Medi-Cal
reci pi ents. In July 1998 a nmandatory program is being
i ntroduced. The program called the “Healthy San D ego
Ceographi ¢ Managed Care Project,” defines a | arge segnent
of the Medi-Cal popul ation which nust choose a health plan
in which to enroll. If they do not select a plan when
eligible, they will be automatically assigned to a health
plan. This group is the mandatory popul ation. A second
and small er segnent of the Medi-Cal population, referred
to as the voluntary popul ati on, may choose to enroll in a
health plan or remain in the traditional Medi-Cal fee-for-
service program The third and small est segnent of the
Medi - Cal population is not eligible to enroll in a health
pl an due to individual cost share requirenents.

The Healthy San Diego programw || increase the nunber of
Medi - Cal beneficiaries covered under managed care plans
from approximately 112,000 to 207,000 enrollees within
three nonths of inplenentation. Follow ng inplenentation
of the mandatory program |ess than one-third of the total
Medi - Cal beneficiaries will remain “unmanaged.” The
project will significantly reduce the traditional fee-for-
service arrangenent as a financing nmechani smfor the Mdi-
Cal program

In fiscal year 1996- 97, Medi - Cal fee-for-service
rei mbursenents, including D sproportionate Share paynents,
represented approximtely 26 percent of total clinica
revenues for UCSD Heal thcare. Under a nanaged Medi - Cal
program nuch of this revenue streamis in jeopardy. In
previ ous conversions fromfee-for-service to managed care,
traditional safety net providers, including University of
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California nedical centers, have experienced a significant
| oss of Medi-Cal patients to other community providers.

In addition to the financial aspects of this change, UCSD
is likely to face a dramatic drop in patient volunme which
may affect teaching capacity. Al t hough its Medi-Ca

mar ket share is consistent with other key conpetitors in
San D ego County, UCSD s market share has declined between
1991 and 1995, while that of key conpetitors has

i ncr eased. Further erosion of the Mdi-Cal population
will present significant problens in patient volune,
particularly for key services such as obstetrics.

DHS forwarded a request for proposal to UCSD Heal t hcare
and the other seven managed health care organizations
desi gnated by San Di ego County.

UCSD Response

To address these changes, UCSD investigated a nunber of
strategi c options and has devel oped a pl an whi ch incl udes
three key conponents. The first is to develop a
partnership with one or nore of the nedical groups in San
D ego serving the managed Medi - Cal popul ation. The second
is to pursue contracts with all of the health plan
participants in the Healthy San D ego Program The third
conponent is to becone a Medi-Cal contracting health plan,
which will provide a critical mass of health plan nenbers.
Though there are benefits to each of these pieces, by
pursuing all options UCSD has the best chance of
maintaining its current Medi-Cal patient popul ation.

| mpl enent ation Ti ne Franes

Participation as a health plan under Healthy San D ego
Medi - Cal Geographi ¢ Managed Care Project contract requires
that UCSD expand its current Knox-Keene |icense and accept
full risk for Medi-Cal enrollees. UCSD Healthcare woul d
contract directly with the California Departnment of Health
Services to offer a nmedical health plan featuring a
primary care physician gatekeeper nodel and a county-w de
provi der network that includes the UCSD Medi cal G oup and
the UCSD Medical Center, as well as other comunity
physi ci ans, clinics, physician groups, and hospitals.

UCSD submtted an application to DHS for consideration as
a potential participant, subject to Regental approval, on
Novenber 3, 1997. Decisions regarding eligibility to
participate are due from DHS on January 19, 1998.

Contract negotiations wth the California Medica
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Assi stance Conm ssion (CMAC) are schedul ed for conpletion
on February 3, 1998.

Addi ti onal Factors for Analysis

There are a nunber of outstanding issues which nust be
resol ved before the University can accurately project the
financial inpact of participating in the program as a
heal th plan. Though extensive work has been conpleted to
determ ne enrol |l ment and cost estinmates, the key m ssing
conponent is the projected nonthly prem um per nenber.
This information will not be available until negotiations
are conpleted with CMAC in early February.

In addition, staff fromthe Ofice of the President and
UCSD are working with State and local legislators to
introduce elenents in the plan which may inprove the
canpus’ financial viability under the program One change
being investigated is the inclusion of risk adjustnent
factors so that providers enrolling higher-risk patients

are adequately conpensated. Gven the wuncertainty
regardi ng the outcone of these negotiations, flexibility
will be required to allow for a decision to be nade to

proceed when conplete information is avail abl e.

Fi nanci al Projections

UCSF will operate the Medi-Cal contract using a risk-
sharing nodel that capitates primary care physicians,
phar macy, | aboratory, and vision expenses, pays Medi-Ca
fee-for-service rates to physicians for chil dhood
i mmuni zations, specialty services, and other nedical
expenses, and pays Medi-Cal per diemrates to hospitals
for inpatient and outpatient services.

Services, if any, fromthe specialty physician and ot her
medi cal and hospital funds will be split equally between
primary care physicians and UCSD. Shoul d these fund
sources yield an aggregated deficit, the deficit will be
covered froma contingency fund established fromcontract
revenue. Should the contingency fund be inadequate to pay
for the deficit, UCSD will offset any remaining deficits.

Pati ent Base

As Medi -Cal consuners enroll in health plans, traditiona
and safety net providers are at increased risk of |osing
their Medi-Cal patients and revenues. The risk of |oss
depends on the degree to which the health plans have
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expanded their provider networks to include providers who
have traditionally been unavailable to Medi-Cal patients.

As a significant safety net provider dependent on Mdi - Cal
revenues and D sproportionate Share Hospital funding, UCSD
Health Care is at significant risk for l|loss of these
funding and teaching sources. UCSF has already
experienced a significant loss of its Medi-Cal patient
vol ume over the last two years. This loss is the result
of two major factors: (1) a corresponding reduction in the
nunber of Medi-Cal-eligible patients in San D ego County
due to the robust econony and welfare reform and (2) the
rapid enrollnment growmh in Mdi-Cal health plans and
UCSD' s limted contracts with these health pl ans.

Shifting to a Consuner-Driven UCSD Delivery System

As the Medi-Cal market becones nore consuner-driven, UCSD
Heal t hcare nust adapt its health care delivery system
For many years, UCSD has used clinics in its Hllcrest
Ambul atory Care Center (ACC) and Qutpatient Center (OPQC)
to provide health care to the Medi-Cal and ot her indigent
popul ati ons. These clinics rely largely on a rotating
group of residents to provide care with little continuity
between one patient and the same physician during
subsequent visits. Several delivery system changes are
under discussion to introduce a nore nmanaged-care-friendly
environment, including revitalizing the ACCOPC wth
physi ci ans who can provide continuity of care and the
integration of the ACC/ OPC patients into other service
| ocations using a nore integrated teaching nodel.

Committee Chair Davies acknow edged the necessity of
havi ng the negoti ations go forward despite the fact that
a positive outconme cannot be predicted. He noved that the
President’s recomendati on be anended as foll ows:

The President recommends that he, in consultation
with the General Counsel and the Vice President for
Cinical Services Developnment and subject to the
approval of the Chairs of the Commttee on Health
Services and the Commttee on Finance, be authorized
to proceed with UCSD Healthcare Plan in the Health
San Diego Medi-Cal Geographic Managed Care Project
i nvol ving: ...

H s notion being duly seconded, the Commttee approved the
recommendati on as anended and voted to present it to the
Boar d.
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2.

ACTIVITY AND FI NANCI AL STATUS REPORTS ON HOSPI TALS AND
CLI NI CS

Vice President GQurtner reported that currently the
hospitals are financially healthy across the system He
noted that hospitalization has increased statew de.

CLI NI CAL SERVI CES YEAR- END REVI EW AND FUTURE | SSUES

Wth the help of slides, Vice President Gurtner revi ewed
prograns and projects that were the focus of the work of
his office during the year and di scussed sone plans for
future projects. He noted that the primary effort during
the previous year was effecting the UCSF-Stanford nerger
of clinical services. QG her activities included the
devel opment of a professional team billing conpliance
policy and the establishnment of a systemm de commttee to
monitor it and make periodic reports to the Regents; a
| obbying effort to ensure continued funding for clinical
education through the Medi-Cal program and the conpletion
of the first systemnmide review by the dinical Policy
Review Team M. Qrtner noted that he viewed the work of
the Cinical Policy Review Team headed by Dr. Joseph
Tupin, as one of the key responsibilities of his office.

M. CQurtner reported that his office also spent a great
deal of time in support of the ongoing activities and
merger discussions at the Irvine and San D ego nedica

centers. Hi s office is follow ng devel opnments concerni ng
Medi care auditing on all canpuses and is working in
various ways to take advantage of governnent funds to
support health care for children. It is fornmulating a
reporting nmechanismthat will track clinical enterprise
prograns and strategic efforts and will be used to inform
t he Regents about their progress.

Commttee Chair Davies reported that the first public
nmeeting of the board of the newy nerged UCSF-Stanford
clinical enterprise had taken place earlier in the week.

He noted that the nenbers seened to be working together
wel | .

The neeting adjourned at 2:15 p.m

Attest:



HEALTH SERVICES -7- January 15, 1998

Secretary



