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INFORMATION 
 
This item is being presented for information only. 
 
BACKGROUND 
 
As in past years, the first presentation of the preliminary Fiscal Year (FY) 2021 
Operating Budget is preceded by deeper dives into the budget of major self-
sustaining auxiliary units. The COVID-19 pandemic and governmental responses 
to it have created a novel planning situation, with many elements of this year’s 
operating budget uncertain from state appropriations in FY21 to final budgetary 
impacts on UW Medicine. 
 
In this item, Lisa Brandenburg, President, UW Medicine Hospitals & Clinics, and 
Jacque Cabe, Chief Financial Officer, UW Medicine, will present estimates of the 
financial impact of the COVID-19 response to UW Medicine FY 21 budget 
planning on the basis of the attached materials. 
 
 
Attachments 

1. UW Medicine Section of the Fiscal Year 2021 Preliminary Operating 
Budget (pages 40-48 of Attachment 1 to Item No. B–5) 

2. COVID-19 Estimated Financial Impact to UW Medicine FY 21 Budget 
Planning 
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FY21 Operating Budget Outlook 

UW MEDICINE  
Please note that this item is based on the Long Range Financial Plan developed early in FY20. Estimates and 

narrative were developed prior to the COVID-19 pandemic, which has and will continue to significantly 

negatively impact UW Medicine operations and financial performance. We plan to provide an update in 

September to the Board regarding impacts to our future projections as a result of this response. 

UW Medicine includes the two campuses of UW Medical Center at Montlake and Northwest (UWMC), 

Harborview Medical Center (HMC), Valley Medical Center (VMC), UW Physicians (UWP), Airlift NW (ALNW), 

UW Neighborhood Clinics (UWNC), UW Medicine Shared Services, and the School of Medicine (SoM). UW 

Medicine is led by the CEO of UW Medicine, who also serves as Executive Vice President for Medical Affairs 

for the UW and Dean of the School of Medicine. Environmental factors, industry trends, and operating 

challenges are considered carefully in developing the budget for UW Medicine.  

Through focused work on enhancing revenues, reducing costs and standardizing the way work is 

approached across the system, significant financial improvement has been achieved and further 

improvements are anticipated through continued work on the UW Medicine Financial Improvement & 

Transformation Project (Project FIT), as well as through the deployment of the initiatives developed during 

the Strategic Refresh process. FY20 is the third year of Project FIT, the multi-year effort to improve UW 

Medicine’s financial performance while supporting its mission to improve the health of the public. The 

Strategic Refresh work commenced in FY19 and continued into FY20 with the help of consultants and 

hundreds of leaders across UW Medicine, including UW Medicine physicians and clinicians. The objective of 

this work was to develop a comprehensive road map for the next five years and beyond. Focused work was 

done related to which key service lines should be prioritized, how capacity could be maximized across the 

system and what additional investments were required to build the foundation for future success. 

While UW Medicine exceeded its Project FIT goals overall in FY19, some UW Medicine organizations did not 

meet individual budget targets, demonstrating the importance of continuing to identify opportunities and 

barriers to achieve targeted levels of improvement. FY19’s overall success was due to the efforts and 

commitment of approximately 30,000 talented staff, faculty, students, trainees, and volunteers. Consistent 

with the goals established for the year, UW Medicine focused on delivering world-class clinical care, 

research, education, and training, while continuing to implement its evolving strategic plan and achieving 

the UW Medicine Patients Are First pillar goals. 

COVID-19 PANDEMIC 

The first case of COVID-19 in the United States was identified in Washington in January, several weeks earlier 

than the rest of the country, putting UW Medicine on the front lines of the pandemic. In addition to our 

research and clinical functions, UW Medicine has taken a leadership role in collaboration with public health 

officials to address the pandemic, by building needed clinical and epidemiological testing capacity in the 

region; modeling surge volumes and supply constraints nationally; providing publicly-accessible clinical 

protocols, procedures, and guidelines; and providing outreach to populations with unique needs, such as 

first responders, healthcare workers, nursing home patients and staff, and homeless populations.  
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Key UW Medicine initiatives include: 

 The Institute for Health Metrics and Evaluations (IHME) efforts to produce COVID-19 curve estimates 

for every state in the country, and is widely used by hospitals, state and local governments as well as 

the federal government to estimate needed medical resources and supplies. Current IHME 

projections are guiding plans for recovery from the COVID-19 pandemic. 

 The UW Medicine Reference Lab provides the main testing capacity for Washington, performing well 

over half of all tests done in the state to date. The lab, which can perform more than 6,000 tests per 

day, is the only laboratory in the WWAMI region that can provide real-time results to aid clinical 

decision making. As a result of UW Medicine’s efforts, Washington is among the top states in per 

capita COVID-19 testing.  

 UW Medicine Hospitals were the first in our area to develop drive-through testing sites for our 

healthcare workers and have now expanded to six sites serving our patients, first responders, the 

homeless, and other vulnerable populations. 

 The Brotman Baty Institute based Seattle Coronavirus Assessment Network (SCAN) is collecting 

population-based surveillance that is providing important data to guide public health planning for 

recovery from the COVID-19 pandemic. SCAN will also provide population based monitoring for 

early identification of coronavirus in the late summer/early fall.  

 UW Medicine clinicians are translating research into practice in real time, using the latest COVID-19 

findings to create policies and best practices to address the pandemic. These clinical guidelines are 

made publicly available and have been widely used by other hospitals across the country. As an 

example, UW Medicine recently published research establishing that symptom-based screening may 

not sufficiently identify infections in independent and assisted living facility residents. Based on 

these findings, UW clinicians have created protocols to more effectively screen and segregate 

residents, improving outcomes and preventing hospitalizations. UW Medicine also works closely 

with the Centers for Disease Control and Prevention (CDC) and other public health agencies to assist 

with patient triage, testing and infection prevention in nursing homes, and epidemiological 

surveillance. 

 Despite the national shortages, our UW Medicine team has maintained adequate supplies of PPE 

needed for direct patient care, including surgical masks, face shields, gowns, and gloves. 

UW Medicine is facing substantial financial challenges as a result of our efforts dedicated to the COVID-19 

pandemic. While we are committed to fighting COVID-19, we are experiencing dramatically reduced 

revenues at the same time our expenses have increased. Our early estimates indicate that UW Medicine will 

lose $327 million in revenue between March and August of this year due to our COVID-19 response efforts 

and will incur $54 million in additional expenses over the same period. 

Lost revenue is primarily attributed to the cancellation of non-emergent and elective procedures, a policy 

that was implemented first in the nation in Washington State on March 19. Additionally, we estimate that 

COVID-19 patient reimbursement based on the mix of services provided as well as the payer mix of patients 

will largely reimburse below cost. 

Responding to the COVID-19 pandemic has required significant additional resources to provide care and 

protect the workforce. We have retained our workforce to date in order to maintain capacity for a patient 

surge, despite shutting down many of our typical clinical operations. Staffing costs have increased on top of 

this as our hospitals have expanded overtime and brought on additional personnel. Additionally, our need 
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for personal protective equipment (PPE) has increased as has the unit price for these supplies. In addition, 

our hospitals have made significant adjustments to existing clinical space, for example, constructing new 

negative-pressure rooms and units for COVID-19 patients. 

The financial impact of COVID-19 related lost revenue and increased expense will significantly pressure cash 

flow. Recovery will hinge on UW Medicine’s ability to secure timely recovery funding as well as the ability to 

bring back into our facilities the elective procedures that were cancelled.  

To date, the avenues for cost recovery funding include cost recovery through FEMA and the CARES Act. We 

are working actively to ensure we access all available funding for which we are eligible. To date, we have 

applied for and received approval for accelerated Medicare Advance Payments for each of our facilities. 

These advance funding payments provide up to six months funding of Medicare claims to assist with cash 

flow with repayment against future Medicare claims starting 120 days after the cash is received. The entire 

balance is required to be paid back within a year of receiving the advance funding. UW Medicine intends to 

pursue all available funding through a variety of sources and has established policies and procedures to 

support the recovery work. 

As with other disasters across the country, we expect it will take years of focused work to fully realize the 

funding recoveries available. COVID-19 will have lasting impacts on our financial performance and 

specifically our cash position. We are evaluating both the short-term impacts related to our margin targets 

for FY21 as well as the long-term impacts that will affect our ability to execute on our strategic initiatives. We 

plan to bring more information back to the Board in September. 

FUTURE CHALLENGES FOR UW MEDICINE (EXCLUDING COVID-19) 

CHALLENGE 1: ENSURING SUCCESS OF STRATEGIC INITIATIVES 

Active identification and implementation of FIT initiatives continue at UW Medicine in FY20 that will carry 

over into FY21. The most significant are the integration of UWMC and Northwest Hospital (NWH), and 

Destination: One (described below). These projects are foundational for UW Medicine and it will be crucial to 

stay focused on these key initiatives to ensure success. 

In February 2018, the Board of Regents approved the integration of NWH and UWMC into one hospital. 

Numerous operational teams worked together to ensure a successful integration that occurred on January 

1, 2020 (six months into FY20). This integration provides improved access for patients, better alignment of 

clinical services, and administrative simplification which we expect will also yield improved financial 

performance.  

In July 2018, the Board of Regents approved the plan to proceed with the UW Medicine Clinical 

Transformation Program (now called Destination: One). This multi-year program will allow UW Medicine to 

improve patient experience, as well as physician and practitioner experience, and to achieve business and 

operating efficiencies through development of foundational systems and improved staffing workflows. 

Patient engagement will be enhanced through development of a single online patient portal for activities 

between the patient and UW Medicine. UW Medicine will achieve business and operating efficiencies 

through simplification and standardization across all clinical operations. Total program costs including 

backfill are estimated at $180 million, of which $129 million will be financed through the Internal Lending 
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Program, and the remaining portion will be funded by HMC, UWMC, UWMC-NW, and Seattle Cancer Care 

Alliance. 

CHALLENGE 2: MANDATORY INCREASING COSTS, INCLUDING SALARIES AND BENEFITS 

UW Medicine’s staff is its most valuable resource, as well as its single largest expense. Year-over-year 

increases in salaries and benefits are factored into UW Medicine’s budget projections. It is anticipated that 

this inflationary growth will continue to create pressure on margins. Benefit expenses continue to rise, due 

to increased health insurance premiums and retirement benefits. In an environment where reimbursement 

is flat or declining, the need to find ways to be more efficient is paramount.  

Included in the audited financial results starting in FY18 was the unbudgeted impact of the implementation 

of Governmental Account Standards Board (GASB) 75, which requires the recognition of costs associated 

with other post-employment benefits as they are earned, rather than based on cash funding. The expense 

reduction recorded under this pronouncement was more than $32 million in FY19. 

The UW records its GASB 75 actuarial expense and funded status based on information provided annually 

by the state of Washington. As a result, the University records the actuarial expense during its year-end 

close process, as does UW Medicine. Separately, the University records as expense the amount funded to 

the state through the benefit load rate paid to the state of Washington. UW Medicine records its allocated 

portion of this benefit load rate as an expense each month in its financial statements. UW Medicine also 

includes the expense as part of the benefit load in its annual budget. Increasing core benefit expenses, 

coupled with new expense recognition requirements, continue to put pressure on UW Medicine’s ability to 

improve financial performance. Our benefits as a percentage of salary exceed our peers when measured 

against other Puget Sound and national providers. 

CHALLENGE 3: CONTINUED PRESSURE ON REIMBURSEMENT  

Consistent with the regional and national healthcare environment, UW Medicine continues to experience 

reimbursement rates that are not keeping pace with inflation, a shifting payer mix from commercial to 

governmental payers, as well as a shift from fee-for-service payments to value-based reimbursement. This 

shift creates a strong impetus for transformation. UW Medicine’s work with its Accountable Care Network 

and its Clinical Integrated Network is to ensure that we are able to remain competitive while striving to 

provide care at a reasonable cost. UW Medicine continues to work to ensure it is collecting every dollar due 

for the services it provides. 

CHALLENGE 4: COMPETITIVE LANDSCAPE 

The Pacific Northwest healthcare market has been impacted by continued consolidations, affiliations, and 

integration, as well as by new market entrants and the introduction of disruptive technologies. Self-insured 

employers continue to seek alternative contractual relationships with health systems in order to improve 

the health of employees and their family members, to increase satisfaction with the care that is provided, 

and to reduce overall cost. 
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Innovative health care delivery options are becoming a demand of the region, as technology is integral to 

new entrants in the workforce. Attracting these patients by providing new ways to access care is a strategic 

focus. The evaluation of these technologies will be a part of UW Medicine’s clinical strategic planning efforts. 

CHALLENGE 5: LIMITED ACCESS TO CAPITAL FOR STRATEGIC INVESTMENTS 

Limited access to capital has created challenges in being able to fund deferred maintenance, investments in 

infrastructure, and strategic priorities. UW Medicine capital and strategic investments historically have been 

primarily funded through cash. This, coupled with recent operating losses and very modest investment 

earnings, has resulted in cash levels significantly below our targeted levels and our peers. Although there 

are a number of significant projects currently being funded through a combination of cash and borrowings 

from the Internal Lending Program, there is a need for consistent access to capital to fund key initiatives. 

Greater access to capital will directly and positively impact the speed at which we can meet other key 

challenges. 

CURRENT FINANCIAL PERFORMANCE 

Table 9, below, depicts the FY20 year-to-date (YTD) margins recorded at all of the UW Medicine entities 

through February 2020 and further shows March results isolated to reflect the significant impact of the 

COVID-19 response. A subtotal has been incorporated to highlight the results specific to the Consolidated 

Clinical Enterprise (CCE). The CCE represents the entities that are part of the borrowing entity for UW 

Medicine, which includes all UW Medicine organizations other than HMC, VMC, and the SoM. When debt 

requirements are reestablished for the CCE they will be measured only on the results of the CCE.  

Table 9:  FY20 financial results as of March 2020 by UW Medicine Entity (in $000's) 

FY20 
February February Variance March March March Variance 

YTD Actual YTD Budget To Budget Actual YTD Actual YTD Budget To Budget 

UWMC            18,826            10,987                7,839           (20,045)            (1,219)           13,433             (14,652) 

NWH          (33,761)          (17,812)           (15,949)  -           (33,761)          (17,812)            (15,949) 

UWP*                   -                      -                        -     -                    -                      -                        -    

UWNC              2,092                (862)               2,954                (717)             1,375                (582)               1,957  

ALNW            (4,138)             1,185              (5,323)            (1,357)            (5,495)             1,357               (6,852) 

SUBTOTAL 

CCE 
         (16,981)            (6,502)           (10,479)          (22,119)          (39,100)            (3,604)            (35,496) 

HMC              8,862              4,787                4,075              1,262            10,123              6,384                3,739  

VMC              5,380              3,725                1,655             (7,797)            (2,418)             4,873               (7,291) 

SoM            11,770             (7,009)             18,779              7,461            19,231              3,022              16,209  

TOTAL              9,031             (4,999)             14,030           (21,193)          (12,164)           10,675             (22,839) 

*Results for UWP are shown after amounts available to the School of Medicine. 

OPEB actuarial adjustments have not yet been recorded in FY20 and will be recorded in audited results. 

 

Subsequent to the integration of NWH into UWMC and prior to COVID-19, UWMC had improving financial 

performance. The favorable variance of UWMC post-integration when compared to budget was $9.7 million 

for the months of January and February alone and is reflective of intensive performance improvement 

efforts.  
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The graph below, Figure 12, depicts the month-to-month comparison of actual results to budget. March 

results reflect the impacts of COVID-19 and the impact that the cancellation of elective services has had on 

financial performance. 

Figure 12: Combined Monthly Total Income as of March 2020 (in 000's) 

 

ENTITY SPECIFIC PERFORMANCE 

UWMC integrated Northwest Hospital and Medical Center on January 1, 2020. NWH is now the Northwest 

Campus of UWMC and is no longer a separate entity. The cash position of the medical center is currently 

well below benchmark levels. In the long range financial plan, it is projected to slowly improve from a low of 

38 days of cash on hand in FY20, if budget targets are achieved, to 67 days in FY25 as margins improve and 

the impacts of the strategic initiatives are realized. Timely access to capital and efficient deployment of the 

strategic initiatives will be crucial success drivers in the ability to achieve these financial targets. 

 

UWP works closely with the medical centers during the development of the long range plan to ensure the 

volume and reimbursement assumptions are consistent. When cost inflation factors were trended forward, 

it was found that significant performance improvements were needed in order for UWP to balance its 

financial plan in years FY21 and beyond. Physician productivity was assumed to improve each year in order 

to balance the plan. With the assumed productivity improvements, reserves at UWP are projected to remain 

stable throughout the plan. 

UWNC expects continued growth in outpatient primary care volumes. UWNC has projected volume 

increases at all of the existing clinics as well as continued growth of urgent care and telehealth. One of the 

key initiatives generated from the Strategic Refresh is the expansion of the primary care footprint. An 

assumption has been made in the UWNC plan to fund the equivalent of one additional clinic per year. 

UWNC has included assumptions related to improved efficiencies and economies of scale that will enable 

future funding support to be held at current levels on a volume-adjusted basis.  

ALNW has experienced declining volumes due to increased competition, which has resulted in pressure on 

financial performance over the last few years. Projections include no growth in flight volumes in fixed wing, 
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turbo-propeller and rotary wing flights, continued efforts at strategic outreach to referring facilities and 

emergency services providers throughout the WWAMI region, and continued focus on investments in flight 

safety and management of expenses. The lack of growth that is projected results in increasing financial 

losses over the projection period. ALNW is currently undergoing a strategic plan update to determine the 

best course of action to improve financial performance. The results of that strategic planning have not been 

included in the long range financial plan but are intended to inform FY22 budget planning as well as the 

next annual update of the long range financial plan. 

HMC runs close to 100 percent occupancy on a regular basis, predicating the need for continued work to 

maximize throughput and efficiencies that can help reduce length of stay. Over the next five years, some 

limited inpatient volume growth is projected due to this work and will allow for additional volumes expected 

to be generated from population growth as well as continued growth in HMC centers of emphasis. 

Capital initiatives in the next five years include continued progress to seismically upgrade the campus in 

order to ensure uninterrupted trauma care, emergency operations and infectious disease control. In 

addition, the medical center will also prioritize funding for converting double patient rooms to single patient 

rooms. This will be accomplished by a multi-year plan to move existing administrative functions off campus 

to allow for clinical space needs. 

UW Medicine is committed to managing Harborview in a fiscally responsible manner to provide and teach 

exemplary patient care and to provide health care to a mission population of the underserved as defined by 

King County as well as serving patients from all walks of life through the Centers of Excellence based there. 

VMC is well positioned to continue to provide excellent care to the south King County region in 2021 and 

beyond. Hospital District #1, in the south King County region has experienced significant population growth 

and VMC has seen corresponding growth in its volumes, specifically in the outpatient areas. Management 

continues to focus on strategic growth in primary care, urgent care and specifically targeted specialty 

growth. 

Major capital initiatives in the next five years include continued campus enhancements, increasing primary 

care capacity in the service area in order to accommodate the population growth, continued investments in 

IT infrastructure, as well as continued prioritized replacement of the existing infrastructure. 

Days of cash on hand are projected to decrease to 100 days in FY22 due to continued capital investment 

and completed spend of bond proceeds. Thereafter, corresponding with positive margins, the cash position 

is projected to slowly improve, reaching 120 days by FY25. 

SoM opened South Lake Union (SLU) 3.2 in the spring of 2018. Increases in the SoM research portfolio are 

expected as research capacity increases. The School of Medicine has made assumptions consistent with the 

other entities where appropriate. Included in the forecast is the higher than previously anticipated 

escalation of ground lease expenses for SLU. Also included beginning in FY23 is the SoM funding of the 

Finance Transformation project, which is planned to be allocated to all schools, colleges and self-sustaining 

units based on FTEs. This represents a significant financial impact for the SoM and is a driver of future 

anticipated losses. Projections for philanthropy over the forecast period have been included. The SoM has 

also assumed improved performance around efficiency over the projection period, but additional 

unanticipated expenses exceed the impacts of these assumptions, driving forecasted losses. 
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LOOKING AHEAD: PERFORMANCE, BUDGET, CLINICAL STRATEGIC PLANNING AND LONG 

RANGE PLANNING 

Projected revenues and total margins for FY19, FY20, and FY21 are in Table 10, below. The FY21 budget for 

UW Medicine will not be finalized until September 2020 due to the COVID-19 pandemic. UW Medicine’s work 

prior to the COVID-19 disaster was focused on identifying FIT initiatives designed to eliminate significant 

budget gaps. Prior to the COVID-19 response, UW Medicine was working on bringing forward balanced 

budgets at margin levels close to the initial FIT plan targets, which reflect increases over FY19 margin 

targets. The total UW Medicine budget for FY20 was targeted at $5.8 billion, including the School of 

Medicine. That target is now being reevaluated as a result of the ongoing impacts of COVID-19. These 

impacts include the potential for a continuation and increased level of the virus in the fall. We will also be 

including any identified recovery funding from the CARES Act and/or FEMA. It is expected that this recovery 

work will occur over a number of years. 

Table 10:  FY19 and FY20 YTD Actual Revenues and Margins and FY21 Long Range Financial Plan 

UW Medicine1 
FY19 Actual 

Revenues 

FY20 Budget 

Revenues2 

FY21 LRFP 

Revenues 

FY19 

Actual 

Total 

Margins3 

FY20 

Budget 

Total 

Margins3 

FY21 LRFP 

Total 

Margin3 

FY21 

Budget 

Margins6 

FY21 

Budget 

Compared 

to LRFP 

UWMC4 1,413,000,000  1,867,000,000  1,980,000,000   44,582,000   6,202,000  19,826,000  TBD TBD 

NWH4  375,000,000      (39,994,000)     TBD TBD 

UWP  310,000,000  357,000,000   391,000,000   -   -   -  TBD TBD 

Airlift NW  56,000,000  63,000,000   60,000,000   1,111,000   2,214,000  138,000  TBD TBD 

UWNC  55,000,000  61,000,000   63,000,000  (1,896,000) (1,780,000) (2,282,000) TBD TBD 

Subtotal CCE5 2,277,000,000  2,348,000,000  2,494,000,000  814,000   6,636,000  17,682,000   TBD   TBD  

HMC 1,070,000,000  1,089,000,000  1,110,000,000   27,339,000  10,715,000  10,905,000   TBD   TBD  

VMC  685,000,000  725,000,000   793,000,000   12,037,000   7,253,000  11,989,000   TBD   TBD  

UW Medicine 4,032,000,000  4,162,000,000  4,397,000,000   40,190,000  24,604,000  40,575,000   TBD   TBD  
         

1 UW School of Medicine projections are included within the Auxiliary/Self-Sustaining and Core Operating Budget areas of the University budget, so are 

excluded here. 
2 The revenue amounts differ slightly from the amounts approved in the FY20 budget due to final budget refinements.   
3 Total margin does not include OPEB year-end actuarial adjustments in any year presented.    
4 UWMC and NWH amounts are combined effective January 1, 2020.      
5 Consolidated Clinical Enterprise subtotals do not include Shared Services, ITS, and eliminating entries in FY20 or FY21.   
6 FY21 Budgets will be finalized in September.       

BUDGET PRIORITIES 

Improved financial performance continues to be UW Medicine’s top strategic priority. Pressure on 

reimbursement from all UW Medicine payers has resulted in overall insignificant inflationary increases.  

This creates budget challenges due to the significant inflationary expense increases that are projected every 

year. Salary and benefit inflation ranging from 2 to 4 percent, pharmaceutical inflation of 5 to 8 percent, and 

supply inflation of approximately 2 percent are all included within the projections. Clinical departmental 

funding for physicians continues to grow at an unsustainable rate each year. Additional cost savings or 

revenue-producing initiatives are required in order to offset these increases and thereby meet targets. In 

FY19, a number of initiatives proved successful at controlling costs, as is evidenced by a number of the 

facilities meeting budgeted expense targets. Additionally, each organization is focused on achieving a 

“budgeted total cost per case mix index adjusted admission” through the planning process. This provides 

leadership with a singular efficiency metric to measure against on a monthly and YTD basis. Executive 
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leadership has developed a three-year goal to further reduce costs per case mix index adjusted admission. 

Achievement of this goal will require transformation in the way UW Medicine does its work. 

Effective January 1, 2020, NWH integrated into UWMC and is now operated as the northwest campus of 

UWMC. The major impetus for the integration of NWH into UWMC is to provide improvements in many 

areas and it is anticipated that the integration will generate clinical, administrative, and improved financial 

performance. NWH has experienced sustained operating losses over the years and those losses have 

resulted in pressure on liquidity. To ensure NWH has had the ability to meet its working capital 

requirements, payment has been delayed to the University for supplies and services provided. The 

expenses for these services have all been fully recorded and disclosed within the applicable UW Medicine 

audited financial statements. The amount due to the University on February 29, 2020 is approximately $127 

million. Upon integration, UWMC assumed the monthly minimum payments annualizing to $5 million each 

year on the payable. 

CLINICAL STRATEGIC PLANNING AND LONG RANGE FINANCIAL PLANNING: FY21-FY35 

The trend in healthcare has been shrinking operating margins, large capital expenditures to keep current 

with advances in technology and a high reliance on government payments. The industry is in a period of 

consolidation and destabilization. The operating, clinical, and financial aspects of our business will become 

increasingly challenging over the next few years with the transition from fee for service to a value-based 

reimbursement system. The development of a strong philanthropic revenue stream to support UW 

Medicine hospital and clinic priorities will be a key focus for our leaders going forward. UW Medicine will 

continue to focus on the strategic directives of the organization, prioritizing the following: 

 Project FIT, with a focus on continuing our work on maximizing revenues and lowering costs on a 

volume adjusted basis; 

 Strategic Refresh initiative deployment across the enterprise; 

 Focus on key service line growth initiatives; 

 Investments in campus infrastructure at each site; 

 Length of stay and other efficiency improvements; and 

 Philanthropic support 

The five-year impact of the significant investments and strategic refresh initiatives does not fully 

demonstrate the long-term payoff. In order to depict the longer-term impacts of this work, a 15-year plan 

has been developed for the Consolidated Clinical Enterprise. The 15-year plan builds off of the five-year 

forecast, with higher-level assumptions related to growth and inflationary impacts. It includes a steady level 

of capital investments that inflates at 3 percent per year after FY25. Additionally, a consistent level of annual 

debt allocation from the Internal Lending Program of $40 million per year is included from year FY26 - FY35 

and is inflated by 3 percent per year throughout the entire forecast. 

UW Medicine’s ability to be successful requires that it has strong, effective and visionary leadership, makes 

well-informed strategic choices, recruits and retains excellent staff and faculty, implements best practices in 

all aspects of its business, and strengthens its financial health to be able to invest in the future. UW 

Medicine must continue to change in a sustainable manner. Improving the efficiency of care delivery across 

the continuum and reducing costs while maintaining quality, safety, service, and access for our patients will 

be crucial to financial success and our ability to achieve our goals. 
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Prior To COVID-19 Financial Results were Improving

February February Variance March March March Variance

YTD Actual YTD Budget To Budget Actual YTD Actual YTD Budget To Budget

UWMC 18,826            10,987            7,839              (20,045)          (1,219)            13,433            (14,652)          

NWH (33,761)          (17,812)          (15,949)          - (33,761)          (17,812)          (15,949)          

UWP* -                 -                 -                 - -                 -                 -                 

UWNC 2,092              (862)               2,954              (717)               1,375              (582)               1,957              

ALNW (4,138)            1,185              (5,323)            (1,357)            (5,495)            1,357              (6,852)            

SUBTOTAL CCE (16,981)          (6,502)            (10,479)          (22,119)          (39,100)          (3,604)            (35,496)          

HMC 8,862              4,787              4,075              1,262              10,123            6,384              3,739              

VMC 5,380              3,725              1,655              (7,797)            (2,418)            4,873              (7,291)            

SoM 11,770            (7,009)            18,779            7,461              19,231            3,022              16,209            

TOTAL 9,031              (4,999)            14,030            (21,193)          (12,164)          10,675            (22,839)          

*Results for UWP are shown after amounts available to the School of Medicine.

Note: Actuarial impacts of OPEB have not yet been recorded in FY20 and will be recorded in audited results.

FY20 

• UWMC’s post integration January and February results were favorable to budget 
by $9.7m

• Financial improvement was leadership focus prior to COVID-19

• Cancellation of elective procedures effective March 16 
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FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

Audit Audit Budget

HMC -0.7% 2.6% 1.0% 1.0% 1.3% 1.5% 1.8% 2.0%

NWH* -5.6% -10.6% -8.8%

UWMC* -1.3% 5.3% 2.6%

UWMC** -2.3% 2.0% 0.3% 1.0% 2.5% 3.0% 3.5% 4.0%

VMC 6.1% 1.7% 1.0% 1.5% 2.0% 2.5% 3.0% 3.0%

ALNW -9.0% 2.8% 3.5% 0.2% -0.9% -3.9% -3.9% -6.4%

*Separate UWMC and NWH margins displayed for FY18 and FY19.

**Represents combined margins for UWMC and NWH in all  years.

Forecast

Total Margin % Target

Increasing margins were targeted over the projection period

Pre-COVID-19 
UWMC/NWH FY21 
margins were 
targeted to be a 
significant 
improvement over 
FY20 budget levels

Long Range Financial Plan Targets (Pre-COVID-19)

The margin targets were intentionally escalated, reflecting the impact of the strategic initiatives and 
the importance of cash flows

With the integration of NWH into UWMC complete, the targets include the expected efficiencies 
related to capacity management and coordination throughout  the system

Margin improvements were also targeted at VMC and HMC

ALNW ‘s margin targets reflect operating results impacted by competition.  Strategic planning is in 
process and margin targets will be adjusted (we expect favorably) in FY21 LRFP process
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Strategic Refresh and Long Range Plan (Pre-COVID-19)

After collaborative work across UW Medicine on the development of our strategic 
priorities, the long range plan was brought forward to governance, including the 
UW Medicine Advisory Board

The plan included multi-year initiatives that were prioritized as follows:

Layered into the plans were the investments and additional borrowings 
through the ILP (aka “Planning Wedge”) 
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COVID-19 requires re-evaluation of the FY21 Budget

The financial impact of COVID-19 to FY20 is significant and will likely impact FY21

Leadership is evaluating the strategic initiatives through the following lens
• Elective procedures cancellation due to COVID-19 may impact FY21 volumes
• COVID-19 has impacted how care is delivered and requires a thoughtful 

assessment of impact to our strategic initiatives  (e.g. virtual visits)
• Financial impact of COVID-19 create the need to evaluate affordability

Other budget assumptions will be revisited across the board

Leadership capacity to focus on budget work has been limited during the COVID-19 
crisis.
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COVID-19 Significantly Impacts Financial Performance

The following impacts to financial performance are expected from COVID-19:

• Significant reduction in net revenue 
• Cancellation of elective procedures and shift in service mix
• Payer mix shift (more Medicare) will result in an overall unfavorable impact to net patient 

service revenues.  Lower anticipated net revenue is expected for COVID-19 patients 

• Labor costs  are currently not expected to significantly decrease, rather incrementally increase
• Overtime labor, agency nurses and premium pay
• Incremental contract labor is anticipated.
• Expected surge of patients limits ability to furlough

• Supplies costs are increasing substantially
• Utilization of Personal Protection Equipment(PPE) has increased substantially
• Demand around the world for PPE results in limited supply and higher per unit cost
• Surge planning is requiring additional equipment and construction (negative pressure 

rooms)
• Expansion of COVID-19 testing and screening costs are significant

• Other expenses – Costs of testing site set up, changes in clinic infrastructure, including the 
performance of the tests (employees and patients), security, equipment, child care for 
employees and telehealth visits
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Source: Kaufman Hall National Flash Report

We are not alone, COVID-19 Impacted all Hospitals in March
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Sample text here 
for a transition 
slide

The Financial Health of Hospitals Amid the COVID-19 
Pandemic

The COVID-19 pandemic is threatening the financial viability of hospitals. A recent OIG report shows that hospitals are fast-depleting their 
cash reserves due to increasing costs while preparing for and treat the surge of COVID-19 patients and decreasing revenues due to their 
need to cancel elective procedures and services. With hospitals relying on these reserves to continue operations during these financially 
strained times, we looked at 2018 Medicare cost report data to compute the days cash on hand of all IPPS hospitals. This week’s Data 
Snapshot (above and attached) shows the number of days hospitals could continue to operate with the cash reported on hand or in banks 
in 2018. Overall, 56% of hospitals have cash on hand for no more than ten days, with this being the case for 44% of AAMC-member 
hospitals more specifically. This analysis underscores the importance of the timely distribution of coronavirus relief funds to hospitals.
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COVID-19 Net Revenue Reduction

What we know
• On March 19, the Washington State Governor required cancellation of elective 

procedures through May 18. In order to preserve personal protective equipment 
(PPE) and maximize facility capacity, effective March 16, after careful consideration 
UW Medicine cancelled elective procedures

• The elimination of elective procedures is the single largest negative financial impact

• The estimated reimbursement profile of a COVID-19 patient is lower than displaced 
patients

• Payer mix will likely continue to shift to a higher proportion of Government 
sponsored patients (including Medicare); whose reimbursement does not cover 
cost

What we don’t know
• Have we gotten through the surge or will we see a second wave
• How significantly will COVID-19 cases impact historical recovery rates
• When will elective procedures restart and how quickly will the ramp up be
• What will our new normal look like after Covid-19
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UWMC Gross Revenue by Day through April 29

On a daily basis UWMC 
gross revenue from EPIC 
had declined from a level 
of approximately $14.5M 
per day to under $9M per 
day and is now beginning 
to trend slightly higher.
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HMC Gross Revenue by Day through April 29

On a daily basis HMC gross 
revenue from EPIC has 
declined from a level of 
approximately $7.5M per 
day to closer to $6M per 
day after a decline to below 
$5M for a number of 
weeks.  Revenues are now 
trending upward.
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UWMC Daily Surgical Case Count, Actual and Budget

The impact of cancelling electives continues to be significant
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HMC Daily Surgical Case Count, Actual and Budget

The impact of cancelling electives occurred in April and volumes are improving
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UWMC Revenue impacts – Payer Mix

Note: April payer mix does not include PB or retail pharmacy revenue
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HMC Revenue impacts – Payer Mix

Note: April payer mix does not include PB or retail pharmacy revenue
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A Significant COVID-19 Financial Impact is Projected 

COVID-19 Financial Projection Key Assumptions:

• Cancellation of electives assumed to be 100% effective 3.16 continuing through 

5.18, with ramp up over time

• Payer mix shifts towards governmental payers

• No assumption made of COVID-19 back-fill for volume loss

• Labor costs largely remain the same with some incremental increase

• Supplies (PPE) and other costs increase

• Delayed launch of Strategic Refresh initiatives and pause on FIT initiatives 

assumed through 12.31.20

Weekly evaluation of key assumptions considering actual experience.  
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UW Medicine – Estimated Financial impact

UW Medicine
Estimated Monthly COVID financial impact

as of 4.4.2020
HMC UWMC UWNC UWP NW Dept (b) Total

Estimated Monthly Net Revenue 

Reduction

  March (13.2)           (27.1)           (1.2)             (5.9)             (1.3)             (48.7)       

  April (25.5)           (52.3)           (2.9)             (11.9)           (2.7)             (95.3)       

  May (23.1)           (47.7)           (2.6)             (10.7)           (2.4)             (86.4)       

  June (12.2)           (29.1)           (1.5)             (6.2)             (1.4)             (50.4)       

  July (7.7)             (18.3)           (0.9)             (3.9)             (0.9)             (31.6)       

  August (3.5)             (8.5)             (0.5)             (1.8)             (0.4)             (14.7)       

  Total (85.2)           (183.0)         (9.6)             (40.4)           (9.0)             (327.2)     

Additional COVID Expense - payroll, 

benefits, supplies, other (a) (19.9)           (34.0)           -               -               -               (53.9)       

Estimated Impact from Delayed launch 

of Strategic Refresh Initiatives and 

required suspension of FIT Initiative 

work - March thru December 2020 (17.3)           (109.1)         (126.4)     

Total Estimated COVID Financial Impact (122.4)         (326.1)         (9.6)             (40.4)           (9.0)             (507.5)     

Note:  purple highlighting indicates estimate is to come, green reflects change from last estimate

(a)  Amout reflects a high level estimate of incremental expense.  Estimate will be refined as invoices are received

(b)  Overall estimate in process of validation.  Monthly estimate follows UWP distribution until separately determined
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COVID-19 will have a significant negative impact on Cash

The impacts to cash are expected to be significant, but not immediate

• Decreased revenues and increased expenses will drive cash losses

• Collection of accounts receivable  lags approximately 45 – 50 days, which 
means impact to cash collections will occur in May and continue past June

• Non labor expenses are lagged 30 days or more depending on how quickly 
vendors invoice 

• CMS Advanced payments are helpful for cash flow, but must begin to be repaid 
beginning in August under current guidance

• The negative cash flow impact is not exclusive to the Medical Centers;  all of 
our entities are impacted, which cascades through the system and will have 
additional impact to UWMC and HMC

• UWMC’s cash position is of particular concern as its pre-COVID cash position 
was not strong which when combined with the very significant negative COVID-
19 impact creates a liquidity concern absent significantly increased additional 
Federal, State, or other funding support.
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Aggressive Pursuit of Loss Mitigation Tactics

• Reduce expenditures wherever possible to reduce cash outflows:
• Delay non-critical capital purchases and construction
• Reduce overtime and replace with available labor pool FTEs
• Eliminate supply purchases for items not needed during the COVID-19 surge
• Staffing adjustments reflective of volume levels

• Outreach to State and Federal Representatives and Officials 
• UW Medicine leadership is actively working to ensure understanding of UW Medicine 

work to support our patients and community as well as our funding needs

• Philanthropic cash and supply donations

• State of Washington  - allocated $10M to the University of Washington to  support “testing”.  
Additional funding is expected to follow
• Expenses must be substantiated (and our expenses lag in timing)

• FEMA Recovery– in place as of January 20 based on Declaration by the President (March 13)
• Supplies, equipment, incremental unbudgeted labor, limited administrative labor
• Will take months if not years to get through the process however we are filing for 

expedited assistance
• UW Medicine, along with UW campus submitted request for Expedited Funding
• UW Medicine retained the assistance of a disaster recovery firm, Hagerty Consulting
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CARES Act Signed into law by the President on March 27, 2020
• Provides Accelerated Medicare Claims Payments

• UW Medicine submitted request on March 30 and received notice of approval
on April 3 – cash has been received

• Provides cash flow support with repayment via future Medicare claims 120 days
after cash is received and due in full within one year of cash receipt

• $100B Fund to support health care providers’ non-reimbursable Covid-19 expenses
• UWM received first tranche of funding April 10 and second tranche on April 24

• Includes provisions intended to assist with revenue losses
• Expands telehealth provisions
• Increases DRG payments for Covid-19 related diagnoses
• Temporarily lifts Medicare Sequestration
• Delays Medicaid DSH cuts

• Additional support for small businesses, individuals (via unemployment, additional
leave benefits, stimulus checks) Higher Ed and more

• While a very important funding source, CARES funding will be insufficient considering
national funding needs

CARES Act Funding
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UW Medicine Liquidity and Recovery Funds Identified to Date 
Amounts in Millions Cash Impact Income Impact Status

Accelerated Payments from Medicare

Sequestration Waiver

DSH Cuts Delayed

FMAP Increases

CARES Funding

$25.8 $25.8 Received

$16.8 $16.8 Received

FEMA Funding

State of Washington Funding

State $10M Testing Funding $10.0 $10.0

Awaiting approval for 

additional $25M

Expedited Funding 

Request Submitted 

(state match of $21M 

for UW confirmed)

Federal funding intended to reimburse for specific 

covered expenses

Gifts to support the 

Covid-19 Response
$26.4$26.4Philanthropic Funding

TBD TBD

$258.00 $0.00 Received Represents six months of Medicare claims payments to 

be repaid within the year

$6.00 $6.00
Payments expected to 

begin in May
2% Medicare sequestration offsets are 

suspended 5/1/20-12/31/20

$10.50 $10.50
Payments expected to 

occur May - Dec
Medicaid DSH cuts, originally set for 5/22/20, are 

delayed until 12/1/20

$10.4 $10.4
Payments expected to 

begin in April 

CMS will increase the Federal Matching Percentage to 

States by 6.2% retroactive for payments made after 

1/1/20.

Hot Spot Funding for Hospitals > 100 Covid admissions 

prior to April 10

Second federal tranche ($20b) represents lump sum 

$44.5 $44.5 Received
First federal tranche ($30b of $100b)  represents lump 

sum payment of funding and intended to cover a 

portion of lost revenue
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Estimated Lost Revenue and Recoveries – as of May 8

• The impact of cancelled electives is the biggest driver of net revenue loss for hospitals
• Stimulus and other funding , while helpful,  are not expected to cover the losses
• While losses impact all UW Medicine entities, the impact to UWMC cash position is of

particular concern
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Recoveries to date
$30.9

Net Revenue Lost
$182.1

Recoveries to date
$58.6

Net Revenue Lost
$82.6
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Next Steps – Ongoing and FY21 Planning 

• Recovery
 Continued primary focus on the health and safety of our employees and

patients
 Maximize funding recoveries
 Continue working closely with Central Administration on liquidity planning
 Return of patients and ramp up of previously cancelled procedures
 Evaluate “new normal” as we understand impacts post Covid-19
 Work on expense reduction strategies

• Planning for FY21
 Evaluate FY21 budget targets in light of COVID-19
 Evaluate Strategic Refresh Initiatives and Investments with the learnings of

COVID-19
 Consideration of additional measures designed to improve financial health

• Budget Finalization
 Leadership work throughout summer to finalize targets
 Layer in impacts of COVID-19 and reprioritization of Strategic Refresh

Initiatives
 UW Medicine governing board approvals in August
 Board of Regent approvals planned for SeptemberB-2.2/205-20 | 5/13/20
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QUESTIONS
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