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1:30 pm  Call to Order/ Chairman’s Comments  Jay Waldron  
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2:45 pm Adopt Committees  (Action) Jay Waldron 
 
 
2:55 pm Other Business, Adjournment Jay Waldron   
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FY15 March YTD Financial Results 
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o OHSU operating income through the third quarter of FY15 is $73 million, $20 million 
above budget and $3 million more than last year. 

o Now booked is $22 million from OHSU’s share of the first year of the Hospital 
Transformation Performance Program, a new value-based payment within Oregon’s 
Medicaid coordinated care transformation, which is funded by a hospital provider tax. 

o Other hospital earnings are $12 million above budget, reflecting 2% higher activity. 

o Most other university areas are operating at budget. 

o However, three areas we have been working with for over a year are below target: 

− Department of Pediatrics 

− Institute on Development and Disability 

− Prior-year A/R reserves in the hemophilia program. 



FY15 March Results (continued) 
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o OHSU leadership met on these areas as recently as yesterday to increase and 
accelerate our corrective actions, which include: 
− Enhancing faculty clinical productivity 
− Optimizing ambulatory clinic operations 
− Appropriate documentation and billing of revenues (hemophilia billing has 

already been transferred to the much-larger hospital revenue cycle group) 
− Departmental expense reduction 
− Ensuring management oversight and effective organizational structure. 

o Based on results through March, FY15 earnings are now estimated at between $90 – 
95 million, above the $70 million budget but slightly below FY13 and FY14. 

o There is opportunity to improve going forward to secure dollars for strategic 
investment, by better controlling year-over-year cost growth, especially in services & 
supplies. 

o FY16 budget planning adopts this approach by holding most costs flat. 



FY15 Q3 Earnings $20M Over Budget 
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March YTD (9 months) FY14 FY15 FY15 Actual - Actual /
(millions) Actual Budget Actual Budget Last Year

Net patient revenue $1,218.2 $1,280.1 $1,338.7 $58.6 10%
Grants & contracts 271.9 275.2 279.4 4.3 3%
Gifts applied to operations 44.9 56.6 55.0 (1.5) 22%
Tuition & fees 47.3 49.9 49.7 (0.3) 5%
State appropriations 26.6 25.1 25.1 0.0 -6%
Other revenue 71.0 86.6 70.8 (15.8) 0%

______ ______ ______ ______ ____
Operating revenues 1,679.9 1,773.4 1,818.7 45.3 8%

Salaries & benefits 993.1 1,062.3 1,056.4 (5.9) 6%
Services & supplies 463.2 486.8 513.0 26.2 11%
Medicaid provider tax 50.7 53.6 60.2 6.6 19%
Depreciation 86.0 97.3 96.1 (1.2) 12%
Interest 17.2 20.3 20.2 (0.1) 18%

______ ______ ______ ______ ____
Operating expenses 1,610.1 1,720.3 1,745.9 25.6 8%

______ ______ ______ ______ ____
Operating income $69.8 $53.2 $72.8 $19.7 4%



Outpatient Care Drives Volume Growth 
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FY14 FY15 FY15 Actual / Actual /
March YTD (9 months) Actual Budget Actual Budget Last Year

Inpatient admissions 21,432 22,009 21,764 -1% 2%
Average length of stay 5.78 5.77 5.85 1% 1%
Average daily census 443 455 450 -1% 2%

Day/observation patients 25,223 25,823 26,623 3% 6%
Emergency visits 34,082 33,932 35,584 5% 4%
Ambulatory visits 576,003 613,468 610,046 -1% 6%
Surgical cases 22,701 23,168 23,455 1% 3%

Casemix index 1.97 1.97 1.99 1% 1%
Outpatient share of activity 44.8% 45.4% 46.8% 3% 4%
CMI/OP adjusted admissions 76,516 79,442 81,416 2% 6%



ACA Expands OHP/Medicaid Coverage 
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2,400 Jobs Added Since Financial Crisis 
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FY15 Q3 Results:  Net Worth & Investments 
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o With $73 million in operating income, consolidated net worth is up only $70 million, 
largely due to a small decline in the Foundation’s endowment market value. 

o OHSU’s U.S. fixed income and stock investments have positive returns in line with 
overall markets.  However, longer-term funds that have allocations to international 
and commodity assets for wider diversification, experienced negative returns, 
offsetting the U.S. gains. 

o OHSU generated $22 million of positive cash flow in OHSU-held cash & investments 
through March—an improvement of $8 million from February—as operating earnings 
and slower-than-budgeted capital spending offset payment of principal in July and 
completion of CLSB (shown as the $31 million decrease in capital A/P on the right-
hand side of the next page). 

o Cash & investments usually fall in the first half, then recover in the second 6 months 
of the fiscal year—a trend magnified this year by payment of $22 million from the 
Hospital Transformation Performance Pool, expected in late April. 

 



Cash & Investments Up $22M in 9 Months 
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(millions) 6/30/14 3/31/15 Change

Operating cash & investments $587 $565 $(23)
Quasi-endowment funds 92 87 (5)
Moda surplus note 50 50

_____ _____ _____ 
OHSU cash & investments 680 702 22

Trustee-held bond funds 29 30 1
CLSB project funds 17 4 (12)

_____ _____ _____ 
Total cash & investments 725 736 11

Net physical plant 1,517 1,501 (15)
Interest in Foundations 829 823 (5)
Long-term debt (758) (739) 19
Working capital & other, net 64 125 61

_____ _____ _____ 
OHSU net worth 2,376 2,446 70

Operating income 73
OHSU investment return 2
Gain (loss) from Foundations (5)
Other non-operating items 1

_____ 
Total change in net worth $70

(millions) Mar YTD

Operating income $73
Depreciation 96
OHSU investment return 2
CLSB project funds applied 12

____ 
Sources of OHSU cash 183

Principal repaid (19)
Capital spending (81)
HTPP & Patient A/R (26)
Capital accounts payable (31)
Other working capital, net (3)

____ 
Uses of OHSU cash (161)

____ 
Sources less uses of cash 22

6/30/14 balance 680
3/31/15 balance $702



OHSU Daily Cash Balances on Upward Trend 
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FY16 Preliminary Budget Targets 
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o Between FY13 and FY15—the years spanning ACA implementation—OHSU’s net 
patient revenue per case (adjusted for casemix and outpatient activity) rose from 
$14,200 to $15,850, or about 11.5% over two years. 

o This aggregate rate growth is approximately 5% higher than inflation, and is also 
seen at other Oregon health systems. 

o The FY16 budget, now in preparation, seeks to capture more of these dollars for 
strategic investments across missions, through implementing the unit-cost reduction 
called for in the clinical enterprise strategic plan (-10% per case by FY19) and holding 
most operations costs flat against inflation across the University. 

o About half of the operating income increment above our budgeted 3% margin would 
be dedicated to research and education investments on a one-year lagged basis. 

o In addition, FY16 planning includes OHSU’s partnership strategy, completion of the 
Knight Cancer Challenge, initial funding of early cancer detection program, start of 
construction on the State-funded cancer research and OHSU-funded CHH-South 
projects. 
 



Key Budget Goals:  FY16 – FY18 

11 

1. Hospital:  Implement path toward -10% per case cost reduction in clinical enterprise 
strategic plan, through holding most hospital operations costs flat to drop more of 
incremental rate impact to bottom line 

2. Central support areas:  ensure overhead costs are part of the solution to goal #1, not 
part of the problem, by holding spending flat against inflation 

3. Schools, institutes and centers:  secure 3.5% operating margins on unrestricted 
revenues (after base research & education support from clinical enterprise) to fund 
contribution to capital 

4. Strategic investments:  accumulate OHSU-wide earnings above 3% / $70 million 
minimum set in FY15 budget, to invest in subsequent year in support of key 
strategies that position OHSU as one of the great health sciences universities in the 
United States (but not to cover deficits)  

 

 



Budget Targets 5% Margin + Strategic Goals 
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(millions) FY11A FY12A FY13A FY14A FY15E FY16P

Patient care revenue $1,327 $1,441 $1,520 $1,645 $1,767 $1,844
Research, education & other 583 595 612 633 634 664_____ _____ _____ _____ _____ _____ 
Total revenues 1,909 2,036 2,132 2,277 2,401 2,508

Compensation, services & supplies 1,709 1,807 1,893 2,045 2,152 2,218
Depreciation & interest 143 146 141 138 154 165_____ _____ _____ _____ _____ _____ 
Total expenses 1,852 1,953 2,034 2,183 2,307 2,383

_____ _____ _____ _____ _____ _____ 
Operating income 57 83 99 95 94 125

Foundation, investment & other gains 117 (12) 121 121 5 546_____ _____ _____ _____ _____ _____ 
Increase in consolidated net worth 174 71 220 216 99 671

Cash & investments 1,295 1,401 1,450 1,519 1,538 1,986
Net physical plant 1,237 1,283 1,414 1,517 1,534 1,622
Long-term debt (736) (796) (769) (750) (733) (1,054)
Pledges & other, net 74 53 66 90 136 593_____ _____ _____ _____ _____ _____ 
Ending consolidated net worth $1,870 $1,941 $2,161 $2,376 $2,476 $3,147

Operating margin 3.0% 4.1% 4.6% 4.2% 3.9% 5.0%
EBITDA margin 10.5% 11.2% 11.2% 10.2% 10.4% 11.6%

Operating income / patient revenue 4.3% 5.7% 6.5% 5.8% 5.3% 6.8%
Percent change in net worth 10.3% 3.8% 11.3% 10.0% 4.2% 27.1%
Net worth change / total revenue 9.1% 3.5% 10.3% 9.5% 4.1% 26.8%



Extending Credit for Variable Rate Debt 
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o In 2012, we refinanced most of OHSU’s debt to take advantage of stronger credit 
ratings and lower interest rates. 

o OHSU’s interest expense fell from $36.6 million in FY11 to $22.8 million in FY14. 

o OHSU placed 25% or $186 million in variable rate debt that carry lower interest rates 
(now about 0.7% instead of 4.5%) but somewhat greater risks, including: 

− Exposure to rising short-term rates 

− “Put” risk that remarketing of bonds could fail, requiring OHSU to pay them off. 

o We manage “put” risk by backing variable rate debt with credit support from major 
banks, through a mix of letters of credit and direct placement loans. 

o We generally try to secure the longest-dated terms at reasonable fees, diversifying 
the banks and staggering the expiration dates to reduce the chance that the entire 
$186 million will come up at one time. 

o In 2012, we secured 3 and 5 year commitments from Union Bank and US Bank.  

 



Extending Credit (continued) 
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o In the ordinary course of business, OHSU regularly tests the market for extending 
variable rate credit support. 

o We did this recently, concurrent with a larger RFP for investment banking services, 
and received very attractive and long-dated commitments from strong banks: 

− $45 million, 5 year letter of credit from US Bank 

− $57 million, 7 year direct purchase from Wells Fargo 

− $84 million, 12 year direct purchase from JP Morgan 

o Assuming that in the future, short term rates rise to their 10-year average, the all-cost 
interest cost for the $186 million under this extended structure would be 1.97%, 
slightly above the current 1.88% but for a much longer commitment:  7.5 years further 
into the future. 

o I request approval of the Board resolution authorizing this.  

 















EXHIBIT A 
 

 
In 2012, OHSU refinanced two-thirds of the University’s debt to take advantage of stronger credit ratings 
and lower interest rates.  As part of that, the Board reviewed the debt structure, determining to place 25% 
or $186 million in variable rate bonds that carry lower interest rates (currently about 0.7% per year, 
compared to ~4.5% for fixed rate bonds), but with greater risks.  These include exposure to rising short-
term rates and “put” risk, that remarketing of the bonds could fail and OHSU would have to take them out.  
This latter risk became apparent during the financial crisis; OHSU has limited its variable rate debt 
exposure to 25% in large part due to put risk. 
 
Typically, variable rate debt has been remarketed to bondholders daily or weekly, with the interest rate 
resetting each time with market conditions, and the bonds backed by a letter of credit (LOC) from a major, 
strongly-rated bank.  If the remarketing fails, OHSU would draw upon the LOC to carry the debt until it 
could be refinanced or repaid with cash.  LOCs are typically relatively short commitments, from one to five 
years, and relatively expensive.  For example, OHSU has $85.6 million of 2012 variable rate demand 
bonds backed by a five-year LOC that expires in 2017.  Recently, the bondholders have been receiving 
0.02% annual interest (around $17,000 per year), the remarketing agents a fee of about 0.08% ($68,000 
per year) and the LOC bank a fee of 0.6% ($514,000 per year). 
 
Given these ratios, and the opportunity for more favorable loan features, many banks have decided to 
offer Direct Placement (DP) loans instead of LOCs, charging an all-in fee of approximately 0.70%, longer 
terms, and no remarketing of the bonds—instead the interest rate floats up and down with an index, 
usually a percentage of 1 month LIBOR.  The commitments are both longer and stronger, with the most 
important condition being OHSU maintaining credit ratings above the BBB- threshold (minimum 
investment grade). 
 
As part of the 2012 restructuring, OHSU backed 55% of its variable rate debt in the more-traditional LOC 
structure, with 45% in the Direct Placement.  The University also diversified credit banks and expirations, 
with slightly more than half requiring renewal in 2015 and the rest by 2017.  While OHSU is always testing 
the market for credit support, we accelerated this process due to a negative rating outlook on Union Bank, 
coupled with rebidding for OHSU’s investment banking team.   
 
As a result of this process, OHSU received attractive and much-longer credit commitments that extend 
the weighted average remaining commitment from 15 months currently to 8 years 9 months. 
 
While final negotiations are still underway, OHSU proposes a new line-up for credit support with: 
 

- $45 million, 5 year LOC from US Bank; 
- $57 million, 7 year DP from Wells Fargo; and 
- $84 million, 12 year DP from JP Morgan—among the longer commitments now available. 

 
Assuming 10-year averages for short-term interest rates, the all-in costs would increase only slightly, from 
1.88% under the existing, shorter-commitment structure to 1.97% in the new, much longer structure, or a 
net cost of about $170,000 per year to secure commitments that average 7.5 years further into the future. 
 
Depending on final negotiations of terms, conditions and other factors, one or more different lenders or 
other credit/debt facility structures may be used, provided that the economics of the extension and 
restructuring of the credit support for OHSU’s variable rate debt are materially consistent with the above 
description. 
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