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Our Mission

CAPH, a non-profit trade organization representing
California’s public hospitals and health systems since 1983,
works to strengthen the capacity of its members to advance
community health; ensure access to comprehensive, high-
quality, culturally sensitive health care services for all
Californians; and educate the next generation of health care
professionals.

Our passionate belief that everyone deserves an equal
opportunity to enjoy good health—regardless of insurance
status, immigration status or ability to pay—drives our policy
and advocacy agenda.
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Executive Summary

California’s public hospitals and health systems today confront a severe crisis. Driving this crisis

Is a steadily growing demand by uninsured and vulnerable patients for health care services

matched against a shrinking pool of funds available to pay for that care. If the imbalance between

rising costs and declining revenues is allowed to continue, draconian cuts will have to be made.

Emergency rooms and trauma centers will close. Thousands of health care workers will be laid

off. Entire public hospitals will close. At stake is access to health care for millions of Californians.

A System on the Brink of
Collapse

Althoughtherising cost of
delivering hedlth careimpactsall
providersinthe state, public
hospitalsand health systemsare
particularly hard hit because of
thelarge number of uninsured
patientsthey serve. 1n2001
alone, public hospitasprovided
$1.6hillionincaretothe
uninsured, morethan haf of the
total statewide hospital cost of
caringfor theuninsured. Atthe
sametime, locdl, stateand
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federal funding sourcesthat support public hospitalsand

hedlth systemshaveeither declined significantly or, at

best, remained flat.

Thesituationisonly expected to worsen. Based on
analysisby CAPH, over thenext fiveyearsCdifornia's
public hospitalsand hedl th systemswill faceacumula
tivebudget shortfall of at least $3 billion. Thisdrastic
divergence between revenues and expenses cannot be
sustained without extensivereductionsin servicesand

|ossof accessto carefor millionsof Californians.

2004 2005 2006 2007

What's at Stake

Although they makeup six percent of hospitals
statewide, public hospita sand health systemsprovide
55 percent of the cost of hopsital careto theunin-
sured. They provide 11 million outpatient visits
annually, serveapatient population that is 76 percent
peopleof color and train half of the state’'snew
physicians. Public hospitasaso providelife-saving
emergency and traumacarethat benefitsal members
of their communities, bothon adaily bassandinthe
event of adisaster or terrorist attack. Millions of low-
incomeand uninsured Cdiforniansrely onthese
essential community providersfor their care.



Public hospitasand hedth
systemsthroughout the state
have aready beenforcedto
closeclinics, shut down
inpatient units, lay off staff
and reduce urgent careand
other needed services. The
harmful impact of these cuts
isfet by al Caifornians, but
falsmost heavily onlow-
incomefamiliesand
individuaswhorely on
public hospitalsfor their
care. Unlesspolicymakers
and stakeholdersfind ways
toaddressthisdifficultissue,
even more devadtating cuts
will haveto be made.

Unstable Patchwork
of Funding

Public hospitasand hedth
sysemsareuniquey rdiant
on atenuous patchwork of
funding madeup primarily of
Medicaid revenuesand state
andlocal funds. This
unstable patchwork isthe
result of thelack of a
comprehensivepublic policy
toensureuniversal accessto
hedth carefor everyone,
particularly thoseleast able
to afford care. Moreover,

Why the Crisis in Public
Hospitals Matters to EVERYONE

Although they make up only six per-
cent of hospitals statewide,
California’s public hospitals and
health systems:

m Provide 55 percent of the cost of
hospital care to the uninsured

m Serve a patient population that is 76

percent people of color, including
more than 50 percent Latino

m Represent 62 percent of the state’s
level | trauma centers

= Train almost half of all medical
residents in the state

m Provide 54 percent of all hospital-
based outpatient visits to the
uninsured

s Employ more than 70,000 health
care workers

Without public hospitals, the state’s
emergency and trauma care network
would collapse, thousands of jobs
would be lost and millions of Califor-
nians would be forced to go without
needed health care.

availablefundswithinthis patchwork have not kept pace

Expand health insurance coverage for
low-income, uninsured populations. n
m  Reduce the number of Californians

without health insurance through

systems.

comprehensive and/or incremental u
reforms. safety net.
® Maintain the integrity of the Medicaid =

program, including preventing cuts
to eligibility at the state and federal

level.

withthetruecostsof providing
careand, infact, have been cut
subgtantialy inrecent years.

Further Cuts Loom
Additiona funding reductionsin
the current and next fiscal years
at thefederal, stateand local
level sfurther threaten the ability
of public hospitalsand hedth
systemsto continueto meet the
health needsof their communi-
ties. Thefederal governmentis
currently contemplating severd
budget and policy proposals
that would severely reduce
federa Medicaid fundstothe
public health care safety net. In
Cdlifornia, thestatefacesa
projected $26 billionto $34.6
billion budget deficitandis
proposing deep cutsin health
caresarvicesfor low-income
patients. Countiesthroughout
Cdiforniaaso areexperiencing
tight fiscal congtraintsthat limit
their ability tofundvital hedth
careprograms. Thecombina
tion of these proposed reduc-
tions, ontop of theaready
divergent trend between costs
and revenues, would accelerate
theunraveing of the public
hedlth care safety net.

Preserve the public health care safety net.
Maintain current levels of funding that
support public hospitals and health

Target new funds to the public health care
Invest additional resources in the public

health care safety net to improve and
enhance the delivery of services.



CASE STUDY
Kern Medical Center

Kern Medical Center (KMC), a 222-bed teaching hospital located in Bakersfield, is the only trauma center

between Fresno and Los Angeles, offering life-saving medical care to critically injured patients 24 hours a

day, seven days a week. Itis also home to the only neonatal intensive care unit in the county, providing

highly specialized care to vulnerable newborns and 50 percent of all pediatric inpatient care in the county.

Nearly three-quarters of all KMC patients are Medi-Cal or uninsured, and nearly half of all inpatient care to

the county’s Medi-Cal population is provided by the hospital. As a teaching facility, KMC is the only area

hospital dedicated to physician training, with thirty-five percent of all primary care doctors in the commu-
nity trained at KMC.

In 2002, KMC was Unfortunately, these and other important services are currently at risk,
forced to lay off 130

employees, close a
25-bed inpatient

unit and close a

as the medical center faces the unsustainable twin trends of severely
declining revenues and rapidly rising costs. Two years ago, KMC

experienced a 16 percent loss in revenues; last year, 12 percent. For

major outpatient fiscal year 2003, the medical center faces a further 10 percent loss.

clinic. The medical center has no reserves left and for the last two years has

been borrowing cash from the county to keep the medical center
operating. The county auditor recently declared that, by private busi-

ness standards, KMC is a non-viable financial entity and is essentially bankrupt.

In 2002, KMC was forced to lay off 130 employees and close a 25-bed inpatient unit. One major outpatient
clinic was closed, and the hours of remaining clinics restricted, reducing KMC's outpatient volume by 15
percent and causing further overcrowding and longer wait times in an already overwhelmed emergency
department. The medical center has bought no new equipment in two years. The result of these changes
is that the people of Kern County, particularly the poor and uninsured, no longer have access to many

basic health care services.



Now, to close the estimated $10 million operating loss
for 2003, KMC must consider further service reductions.
It has implemented an aggressive medical screening
process in the emergency room and as a result, is
turning away non-emergency patients, which has
reduced the number of patients seen by 20%. They
have also closed their primary care clinics in mid
afternoon thereby reducing volume by 19%. The medical
center has already taken multiple steps to improve the
efficiency and effectiveness of its operations, but it

continues to face rising costs in providing care.

Over twenty percent of Kern’s population is at or below
the federal poverty level, and the county suffers from one
of the highest unemployment—and uninsured—rates in

the state. Job losses due to the recession have left

CRITICAL FACTS

Kern Medical Center
Only trauma center between
Fresno and Los Angeles
Only neonatal ICU in county
Trains 35% of primary care doctors
in the community
65% of outpatients are Latino
1500 employees; 130 employees
laid off in 2002
Current year operating loss of $10
million on top of $30 million lost in
last two years
County auditor declared KMC
essentially bankrupt
Turning patients away due to lack
of funds to provide care

many workers in the county without health insurance, leading ever-larger numbers of low-

income and uninsured patients to turn to KMC for care. Given state and federal budget cuts

and the county’s own fiscal situation, the county is closely evaluating the scope of services it is

able to offer indigent patients.

CASE STUDY - Kern Medical Center
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Introduction

Cdlifornia spublic hospitalsand hedlth systemsfacea
major crisisthat threatensto unravel the state’sentire
hedlth caresafety net. Drivingthiscrissisasteadily
growing demand by uninsured and vulnerable patients
for health care services matched against ashrinking pool
of fundsavailableto pay for that care. Asanyonewho
manages ahousehold budget understands, a
fundamental tenet of economictheory isthat what goes
out must comein—or serioustrouble ensues.

In the absence of acomprehensive public policy at the
national or statelevel to ensureuniversal accessto
hedlth carefor everyone, public hospitalsand health
systemsform the cornerstone of the health care safety
net. That cornerstone, however, isbeginning to crumble
under thetremendousweight of an uninsured population
that isgrowing rapidly at the sametimethe cost of
delivering careisskyrocketing.

At stakeisaccessto hedth carefor millionsof low-
incomeand uninsured Cdifornianswho aready struggle
to overcome many obstaclesto receiving needed hedlth
care servicesand who oftenrely on public hospitalsand
hedlth systemsfor their care. Inmany communities
throughout the state, public hospitalsand health systems
aretheonly placewhereaperson whoisuninsured or
hasMedi-Cal can get an appointment to seeadoctor

and get the health care servicesthey need. Further,
public hospital emergency roomsand traumacentersare
avital component of our state'semergency response
system and threatsto their stability arethreatsto our
ability torespond and treat victimsintheevent of a
disaster or terrorist attack.

A System on the Brink of
Collapse

Rising cost of care

Thecost of providing careto Cdifornia s6.3millionand
growing uninsured population putssingular srainonthe
state’s 26 public hospitalst. 1n 2001, these 26 hospitals
incurred $1.6 billionin caretotheuninsured. This
represents 55.1 percent of thetotal statewide hospital
cost of caring for theuninsured (FIGURE 1). Evena
relatively modest increasein the number of uninsured
and acorresponding decreasein paying patientscan
have adramatic impact on the bottomline. For
example, aone percent changein public hospitals' payer
mix—that is, going from apatient basethat is 29 percent
uninsured to onethat is 30 percent uninsured—costs
public hospitals$147 million, 1.5 timesthe cost of
complying with, say, thenew nurse-gtaffing ratios.

Inadditionto thegrowing costsof providing
unreimbursed careto arising number of uninsured

Figure 1. Concentration of Care to the Uninsured

at Public Hospitals
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patients, public hospitalsand hedth systemshave
experienced higher costs associated with providing care.
Workforce shortages—including the severenursing
shortage—have caused sharp increasesin labor costs.
Pharmaceutical costs continueto soar, and medical
mal practiceinsurance premiumsarerising. Keeping
pacewith advancesin medical technology, aswell as
undertaking capital expansionsneeded to ensurethat
patient careisddiveredinseismically safebuildings,
have also increased costs. And asisthe casewith
mandatory nursestaffing ratios, no

Leader of the Pack

Attheforefront of thecrissamong California’spublic
hospitalsand health systemsisthe L osAngeles County
Department of Health Services, which operatessix
public hospitalsand serves 800,000 people each year,
most of them uninsured. 1n 2002, the department
projected a$700 million budget deficit over the next five
years (see case study, next page).

financial ass stance hasbeen made
availablefrom the stateto help hospitals
meet strict seismic-safety requirements.
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Consequently, public hospitalssaw their

total operating expensesincrease by 351
35.4 percent between 1995 and 2001. $3.0

If LosAngelesCounty isexcluded from
the equation (because of thedownsizing
requirementsof itsfederal waiver), the
adjusted increasein total operating
expensesfor al other public hospitasis
awhopping 53.6 percent. (FIGURE 2)
Although they havetaken extensive measuresto
reduce costsand increase efficiency, public hospitals
and health systemsexperience higher costsdueto
their missonandrolein serving low-incomeand
uninsured popul ations, operating medical education
programsand providing highly specialized, high cost
services—such astraumacare—that servetheentire
community.

Asthe number of uninsured grows and the costs of
care haverisen, the challengesfacing public hospitals
and health systemshave grown exponentiadly because
more of the patientsthey serve cannot afford to pay
andtheoverdl coststotheingtitutionin providing care
continueto go up.

Figure 2.

Total Operating Expenses at Public Hospitals*

1995 to 2001

1995

Source: OSHPD Annual Financial Disclosure Report

1996 1997 1998 1999 2000 2001

*excludes Los Angeles County's six
public hospitals (see footnote 2)

In February 2003, the LAC DHSreceived apackage of
new federal aidto help narrow itsbudget gap.

However, thisaid doesnot addressthelarger, underlying
structural problem characterized by thelack of a
comprehensivepublic policy for careto the uninsured
and an environment inwhich rising costsprogressively
outpacerevenues. Thepersistent failureof funding
sourcesto keep pacewith the cost of providing carefor
low-incomeand uninsured patientshasled to an
imbalancethat issmply not sustainable. At somepoint,
thewidening gap between the cost of providing careand
thefundsavailableto pay for that carewill crestea
major meltdown of the system. Unfortunately, that point
isdisturbingly closeat hand.



CASE STUDY

Los Angeles County Department of Health Services

At the forefront of the crisis among California’s public hospitals and health systems is the Los Angeles
County Department of Health Services (LAC DHS), the second largest public health care system in the
nation. More than one-third of the state’s uninsured live in Los Angeles County. That is 2.2 million

uninsured children and adults. The rate of uninsured persons in the county is 31 percent higher than in

the rest of the state.

The cost of serving such high numbers of uninsured is driving the crisis in the county’s public health care
system. LAC DHS serves 800,000 people each year, most of them
uninsured and many undocumented immigrants. With more than
The new federal aid
to Los Angeles,
though critical, does

not address the
|arger, underlyi ng fiscal pressure, however, of having 35 percent of inpatients uninsured

100,000 inpatient stays, over 300,000 emergency room visits and 2
million outpatient visits system-wide annually, LAC DHS provides

critical access to care for low-income and uninsured patients. The

structural problem of and 55 percent of outpatients uninsured, with no source of payment for
risng costs their care, threatens the future viability of the system.
progressively

outpacing revenues. In 2002, the health department predicted it would face a deficit of more

than $700 million within three years. To bridge the funding gap, the
board of supervisors voted to close 16 health centers, shut down 100
beds at 750-bed LAC+USC Medical Center, convert High Desert Hospital in Lancaster to an outpatient
center and close Rancho Los Amigos National Rehabilitation Center in Downey, actions expected to save
hundreds of millions of dollars but limit access to health care services for thousands of low-income people
living in the county. In addition, the department slated for closure two additional hospitals—Olive-View/
UCLA Medical Center in Sylmar and Harbor/UCLA Medical Center in Torrance—unless additional revenues

could be obtained.



Two recent developments are expected to forestall
additional cuts in the county’s health care system for
the next couple of years. In November 2002, voters
passed a new property-tax increase, Measure B, which
will raise $168 million annually for emergency rooms
and trauma centers in the county. In addition, Los
Angeles County’s public hospital system will receive an
additional $250 million from the federal government over

the next two years.

Although the infusion of federal money is expected to
avert additional cuts that had been slated for later this
year, the $250 million falls far short of the $1.4 billion the
county was seeking and is not enough to reverse the
clinic cuts or keep the doors open at High Desert or

Rancho, both of which will still be closed this year.

CRITICAL FACTS

Los Angeles County
Department of Health Services

More than 1/3 of state’s uninsured
live in Los Angeles County

Serves 800,000 patients annually

63 percent o f patients Hispanic

Made major cuts in services to
address projected $700 million budget
gap

Closed 16 health Centers in 2002
Eliminating 100 beds at LAC+USC
medical center

Closing Rancho

Converting High Desert from inpatient
to outpatient facility

The new federal aid, though critical, does not address the larger, underlying structural problem

of rising costs progressively outpacing revenues. Already the LAC DHS is projecting a $265

million dollar budget deficit in three years. Unfortunately, further cuts in services, including the

potential closure of additional hospitals,
will be necessary if additional funds and
real progress in addressing the needs of

the uninsured are not forthcoming.

CASE STUDY - LA County Department of Health Services
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Although the sheer magnitude of thesituationinLos
Angeles—wherethe public health care systemisthe
second largest in the nation—seemsto dwarf the
circumstancesin other regionsof the state, public
hospitalsand health systemsin every county inthe state
areexperiencing thevery samefinancia pressures.

The widening cost-revenue gap
Based on aforecasting analysisby CAPH, over the
next fiveyearsCalifornia’spublic hospitalsand hedlth
systemswill faceacumulative shortfall of at least $3
billionif they continueto serve patientsat the current
level (FIGURE 3). Intheyear 2007 alone, the

difference between revenues and expensesat

California spublic hospital sisexpected to top morethan
$1 billion—an amount roughly equivalent tothetotal
combined annual operating budgetsof threemgjor urban
public hospita sthat servenearly onemillion Californians
ayear. If thisdivergent trend isallowed to continue,
draconian cutsfar beyond servicereductionsinthe
current year will haveto bemade, including emergency
room and traumacenter closures, layoffs of thousands of
health careworkersand the closure of entire hospitals.

$8.8
$8.6 -
$8.4

Billions

Figure 3. Widening Expense-Revenue Gap
at Public Hospitals
2002 to 2007
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Although the sheer magnitude of the situation in Los

Angeles seems to dwarf the circumstances in other
regions of the state, public hospitals and health systems
in every county in the state are experiencing the very same
financial pressures.
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CAPH'sanaysisisbased on anumber of cost and Ontherevenueside, key factorsinfluencing the

revenue assumptionsthat reflect the broad range of downward trend of funding for public hospitalsand
financid pressuresfacing public hospitals(see hedlth systemsinclude, but are not limited to:
Appendix A). * Lossof $96 million per year duetothe”cliff” in
federal Medicaid Disproportionate Share

Onthecost Sde, the anaysi stakesinto account more Hospitd (DSH) funds
than adozen factorsdriving up the cost of care, » Lossof $32million per year dueto recent
including, but not limitedto: increaseinthe“adminidrativefee’ thestate

» Higher concentration of servicesto theuninsured takesfor DSH

e Growing expensesrelated to slariesand » Anticipated lossesin sateand federal funding

employeebenefitsof 14 to 28 percent dueto budget cutsinthe Medi-Cal program

» Additiond costsof implementing nursestaffing
ratiosat approximately $97 millionannually
beginningin FY 2003-04 and inflated 3.5
percent annualy theresfter

* Pharmacy cost inflation of 13.5 percentto 15.5
percent ayear

Figure 4. Expense-Revenue Gap at Public Hospitals
With and Without Cost-Containment Efforts
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Source: CAPH Financial Forecast

Itisworth noting that thisanalys sassumesthat public hospitalsand health systemswill continueto
take many of the same aggressive measuresto control coststhat they haveinstituted over the past
several years. Without these ongoing effortsto reducethe historical rate of growth of eight percent a
year, theshortfall by 2007 would be significantly worse (FIGURE 4).
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CASE STUDY

Alameda County Medical Center

As the open door provider for the people of Alameda County, Alameda County Medical Center (ACMC)
serves a patient population that is more than 80 percent low-income or uninsured. 63 percent of
ACMC'’s revenues come from Medi-Cal and more than 22 percent of patients are uninsured and cannot
afford to pay for their care—adding up to $31 million in uncompensated charity care annually. ACMC
provides services 24 hours a day, in 28 different languages, serving medical, psychiatric, rehabilitation

and skilled nursing patients.

- : One of the major teaching hospitals and trauma providers in the San
Two clinics are being

closed...15,000

patients will lose
access to pri mary than 40 different primary and medical specialty services. lts certified

Francisco Bay Area, ACMC operates 468 licensed beds on three

campuses and a network of four free-standing clinics offering more

care. More than 100 Level Il trauma center sees 2,000 patients a year, more than any
workers will lose other trauma facility in the East Bay. Along with ACMC's trauma
their jobs. center, its emergency department, which sees 68,000 visits annually,

is among the busiest and most respected operations in the country.

ACMC also provides 24-hour inpatient psychiatric services for all county residents with mental health
problems and offers a comprehensive acute rehabilitation program that handles more than 9,000 inpatient
acute rehabilitation days and 4,000 outpatient visits per year. A nationally recognized teaching facility,
more than 116 health professionals are trained at ACMC each year, ensuring a much-needed supply of

skilled caregivers in the region.

Despite the important role ACMC plays in providing access to health care for the 1.4 million people of
Alameda County, and notwithstanding a series of aggressive measures management has taken to maxi-
mize available funding and trim operations, declining revenues threaten seriously to undermine the medi-

cal center’s continued ability to meet the needs of the community.



The medical center faces a current year cash deficit
between $12-$14 million and operating expenses
continue to escalate. Given the state’s budget crisis, a
budget deficit in the county of more than $110 million
and the loss of $7 million in federal Medicaid DSH funds
this year, ACMC announced in April 2003 that it would
immediately cut $12 -$14 million from its budget. Two

clinics are being closed, which will mean nearly 15,000

patients may lose access to primary and specialty care.

Some of these patients may be able to be seen else-
where, but other county clinics, including community-
based organizations—already overburdened by high
patient demand—would be able to absorb only a fraction

of the displaced patients. More than 100 workers

CRITICAL FACTS

Alameda County
Medical Center

80% of patients low-income or

uninsured

Largest and busiest trauma center

in the East Bay

Offers 28 languages served by

medical interpreters

Making $14 million in immediate

budget cuts, including:

- Closing two clinics, displacing
15,000 patients

- Laying off 100 employees

could lose their jobs. Some ancillary and support services will be closed. Major reductions in

administrative and non-patient care areas will be made. And there is likely more to come. The

hospital’s skilled nursing facility may be closed if additional funds from the county are not

available. And cuts in the state or federal budget could also mean further reductions in care to

patients at ACMC. The result is that access to care for the people of Alameda County, particu-

larly the poor and uninsured, is being jeopardized.

CASE STUDY - Alameda County Medical Center

13



What's at Stake

Giventhisdgituation, itisvitally important that el ected
officids, policymakersand votersclearly understand the
circumstancesunder which public hospitalsand hedlth
systemscurrently operate, aswell asthe devastating
implicationsif actionisnot taken to addressthecriss
public hospitalsface. Nolessthan thefuture of
California spublic health care safety net, the capacity of
our medica emergency response system, the soundness
of our entire health care system and the ability of our
state to provide accessto essential health servicesfor
entirecommunitiesareat stake.

To address current year budget deficitsand further cuts
next fiscal year fromlocal, state and federal sources,
public hospitalsand hedlth systemsthroughout the state
haveaready begun taking the painful stepsof closing
clinics, shutting downinpatient units, laying off staff and
reducing urgent care and other needed services.
Unfortunately, itisclear that the seriousunder-funding
of the public health care safety netisalready forcing
rationing of careto our state’smost vulnerableand
under-served populations. Chronic under-funding al'so
destabilizestheability of public hospitalsand health
systemstoinvest in systemsand programsthat improve
and enhance careto vulnerable populations. Anditis
important to note that current servicesdo not even
begin to addressthe considerable unmet needsfor
hedlth care.

Comprehensive range of services
California’spublic hospitalsand health systemsoffer a
comprehensivearray of highqudity, culturally
appropriate health services, including inpatient and
emergency care, prevention-oriented primary carefor
thewholefamily, outpatient speciaty care, public health
services, homehealth care, substance abuse services
and mental health care. Some also operatelong-term
carefacilitiesor provide specid rehabilitation services.
Inshort, public hospitalsand hedlth systemsoffer
servicesto meet thefull health care needs of patients
and communitiesthey serve.
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Health Care “Spectrum
* Primary care

* Public health services

+ Hospital care

» Mental health services

» Substance abuse treatment
* Long term care

* Home health care

* Diagnostic services

* Specialty care

« Emergency medical services
+ Well-baby and well-child care
* Routine physical exams

* Immunizations

* Urgent care

¢ Adult primary care

+ Pediatric care
* Women'’s health

» Ambulatory surgery

+ Health education

» Wellness programs

+ Disease management programs
* Dental care

* Eye exams for glasses

» Mental health day treatment



Growing demand for services
among low-income, uninsured

populations ] ]
Aspart of their mission, public hospitalsand hedlth More of what public hospitals are
systemsareespecially dedicated to serving the health doing is providing care to the

careneedsof California slow-income, uninsured and . d. No busi b
vulnerablepopulations. Asagroup, public hospitalsand SIS, e HElEss Teliy e
health systems serve apatient population that is 70 expected to remain financially
percent low-income, including uninsured, Medi-Cal and : : .
viable when an ever-increasing

undocumented immigrant patients.

number of its customers cannot
Asthesheer number of uninsuredin Californiahas pay
Increased, so too hasthe concentration of uninsured .
patientsin public hospitals. Between 1995 and 2001,
thetotal number of uninsured dischargesfor county-
owned and operated hospitalsincreased 13.3 percent.?
During thissame period, non-public hospitalssaw a
12.8 percent decreasein uninsured discharges
(FIGUREDS). Inshort, moreof what public hospitals
aredoingisproviding
caretothe uninsured,
andthat care Figure 5. Percent Change in Uninsured Discharges
representsagreater 1995 to 2001
proportion of thetotal 15.00% 13.2%
carethey provide. No
businesscan be
expectedtoremain
financidly viablewhen
anever-increasng
number of its
customerscannot pay.

10.00% A

5.00% A

0.00% A

O Public Hospitals*
O All Other Hospitals

Percent change

-5.00% A
*excludes Los Angeles
County's sixpublic hospitals
(see footnote 4)

-10.00%

-15.00%

Source: OSHPD Annual Financial Disclosure Report
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CASE STUDY

Tuolumne General Hospital

Tuolumne General Hospital (TGH) is an 80-bed general acute facility operated by Tuolumne County for

over 153 years. Due to operating deficits over the past several years, the hospital has had to borrow $6.0

million from the County, and has required an additional $11.0 million in contributions from the County’s

General Fund. After a legacy of 153 years of service to the poor and underinsured people in Tuolumne

County, TGH is at risk of closing.

After a legacy of 153
years of service to
the poor and
underinsured people

in Tuolumne County,
Tuolumne General
Hospital is at risk of
closing.

Tuolumne County consists of approximately 55,000 residents. Last
fiscal year, TGH admitted 1764 patients for a total 21,000 patient
days of care to the residents of the county and the visitors who come
to th county for leisure activities. In addition, 12,300 patients needed
emergency services, and an additional 60,000 patient visits were
provided through the hospitals ambulatory care services and outpa-
tient rehabilitation, cardiac, physical and occupational therapy
services. In addition, TGH provided 10,700 patient encounters to
Adult Day Health Care patients at two locations. That's a total of
103,000 patient visits.

Tuolumne County has had to subsidize services at the hospital since 1997. Since that time, declining

reimbursement and rising costs have made the hospital more cash dependent on the County to keep its

doors open. General fund resources have been diverted from other County Department programs and

services to subsidize the operating losses of the hospital.

The Board of Supervisors is under significant pressure to close the hospital due to increasing costs to

keep the facility open. The hospital was budgeted to lose $5.5 million in FY 2002 and was able to reduce

losses to $4.5 million. The hospital has further reduced operating losses to a projected $3.2 million in the

current fiscal year, and projects a further reduction in losses in the next fiscal year. The problem is that

the County is out of time and money to further fund these operating losses. TGH has been directed to

develop an alternate plan to reduce the hospital services to an “outpatient-services program.” Should TGH



be forced to close acute hospital services, access to care
for uninsured and Medi-Cal patients will be severely
reduced and there is serious question whether the county
will be able to continue operating any of the tertiary health
programs in mental health and long term care, hospice and
home health, and adult day health care. Further, the
unemployment and economic impact of closing the

hospital on a small rural county could be devastating.

Unfortunately, lack of funding is forcing the county to
downsize health services at a time when it should be
planning for future growth. Currently 30% of Tuolumne
County residents are admitted to hospitals in adjacent
counties for their in-patient needs. Many patients have to
travel to Stanislaus and Merced Counties to see physician
specialists and dentists willing to accept Medi-Cal pa-
tients. Already, there are 40 patients on a waiting list to
access TGH'’s long-term care beds, which have a 100%
occupancy rate. And the needs of the community are
growing rapidly. Over the next 20 years, the county is
projected to have an increase in the “over 65" age bracket
of 94%.

The next few months will determine the future of Tuolumne
General Hospital and the future of healthcare for its

patients and the people of Tuolumne County.

CRITICAL FACTS

Tuolumne General Hospital

30 percent of county residents
must already go outside the county
when they need hospital care

Base station for hospital emer-
gency services in the county

Only facility offering psychiatric,
adult day health and hospice ser-
vices to the community

Third largest employer in the
county with 422 employees

Sole hospital in the county that
contracts with the state to provide
inpatient services for Medi-Cal
patients

Independent auditors recently cited
hospital operations as essentially
bankrupt

Atrisk of closing

CASE STUDY - Tuolumne General Hospital
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Caring for communities of color
Cdlifornia spublic health care safety net caresfor a
patient popul ation that reflectsthe state’' s“ majority
minority.” Seventy-six percent of the patientsthey serve
arepeopleof color. Morethan half areLatino. In
many regionsof the state, the public hospital and health
systemisthe*medical home” for many racia and ethnic
groupsandisamajor provider of servicesto the

undocumented. Kern Medica Center in Bakersfidld, for

example, servesapatient basethat isnearly two-thirds
Latino. Roughly 45 percent of all patients served by the
Martin Luther King/Drew Medical CenterinLos
AngelesareAfrican American. Asianand Pecific
|danders make up about twenty percent of San
Francisco Genera Hospital’ spatient load.

Inrecognition of therich diversity of the patientsthey
serve, public hospitalsand health systemstake specia
caretoddiver servicesinaculturaly andlinguistically
appropriate manner. Inadditionto ensuringthe
availability of necessary trandation and medica
interpretation services, many offer uniqueclinicsor
programstargeted to the particular clinical needsof
different ethnic or racial groups. For example, San
Joaguin County Public Health Serviceshasdesigned
specia servicesfor long-term control of diabetesinthe
L atino and African American populations, wherethe
prevalencerate of diabetesisestimated to beamost
twicetherateamong whites. SantaClaraValley
Hospita and Hedlth systemispart of acoalition of
health care providersthat promotescervical cancer
screening among Vietnamese American women, who
haveacervical cancer ratethat isfivetimesthat of
womeninthegeneral U.S. population.

Emergency Room and Trauma Care
Public hospitalsand health systemsform the core of the
state’' semergency and traumacare network. They
provide morethan 1.4 million emergency roomand
traumavisitseach year and operate almost two-thirds of

thestate'sLevel | traumacenters. Hit especially hard by

the growing number of uninsured, public hospital
emergency roomsand traumacentersareamicrocosm
of thecrissinthepublic health careddivery system.
Overcrowding dueto increased volumeand lack of
nursesto staff needed inpatient beds, anincreasing
number of patientswith mental disorders, substance
abuseand homelessnessin combination with chronic
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In coordination with police, fire
and others, public hospitals are
on the front lines in responding

to a disaster, whether an
earthquake, a biological or
chemical attack or public health
outbreak.

diseases such asdiabetesand HIV/AIDS and patients
being more serioudly ill when they present tothe
emergency roomall contributeto thegrowing strainon
public hospitalsand health systems.

Public hospitalsand health systemsa so play acrucia
roleintheir local and regiona public hedth and safety
system and areon thefrontlines of our state'sdefense
against thethreat of aterrorist attack. In coordination
with palice, fire, emergency rescue personnd, physicians
and others, public hospitalsand health systemsareon
thefront linesin responding to adisaster, whether
natural, such asan earthquake or public health outbreak,
or man-made, such asabiological or chemical attack or
incidentsof violence. At atimewhen emergency
preparednessiscritical toall Californiansand al
Americans, wemust preservetheability of public
hospitalsand health systemsto respond and carefor
victimsintheevent of adisaster or terrorist attack.

Inpatient Services

Public hospitalsand hedlth systemsprovidethefull range
of inpatient hospital services, including labor and
delivery, pediatrics, interna medicine, surgery, intensive
care, geriatrics, psychiatry, rehabilitative care, and
physical and occupational therapy, aswell asthefull
scopeof ancillary servicessuch aslab, diagnostic

imaging and pharmacy.

Theseinpatient servicesarevita to meeting thehedlth
careneedsof patientsand communitiesthroughout the
state. Comprising Six percent of hospitalsstatewide,
public hospitalsand health systems provide 55 percent
of the cost of hospital careto the state’suninsured.
Availability of inpatient beds, however, isbecoming
constrained as public hospitalsand health systemsface



increased demand for services, alimited number of
nursesto provide hospital care and cost constraintsthat
haveforced the closure of someinpatient units.

vulnerable populations, leading to extremely high
demand that the public hospital cannot meet. Asa
result, low-income patients needing speciaty services

Outpatient Care
Public hospitalsand hedlth
systemsoffer a
comprehensiverange of
outpatient servicesfrom
prenatal and well-baby
careto primary careto
cardiology and orthopedics
in hospital-based and free-
standing clinicslocated
throughout thecommunities
they serve. They provide
11 millionoutpatient visits
annually and morethan half
of all hospital-based
outpatient visitstothe
uninsured areat public
hogpitalsand hedlth
systems.

Public hospitalsand hedlth
systemsareasoamajor
sourceof health carefor
farmworkers, providing a
rangeof servicesspecidly
tailored to meet the needs

of workersandtheir families. Mobileheath vans
operated by public hospitalsand health systems, aswell
asregular clinicsheldinlocationswherefarmworkers
liveand work, providevital accessto carefor the

popul ation.

Public hospitalsand health systemsal so providecrucial

Who are California’s uninsured?

Of the 6.3 million uninsured in California, nearly
80 percent come from working families. Nearly
one million of the uninsured are children.

Twenty-eight percent of Latinos are uninsured.
Thirteen percent of Asians and Pacific Islanders,
nearly ten percent of African Americans and 8.6
percent of whites are uninsured.

Approximately 1.1 million of the state’s uninsured
are eligible for Medi-Cal or Healthy Families. Even
if all those who are eligible were enrolled, more
than five million Californians would remain
uninsured.

Current state budget proposals to cut the Medi-Cal
program are estimated to impact one million
Californians, adding them to the ranks of the
uninsured and underinsured.

frequently turntothe
emergency roomfor care.

Preparing the
next generation
of health profes-
sionals
Cdiforniaspublic
hospitalsand hedlth
systemsoperate extensive
educationandtraining
programsfor physicians,
nurses, laboratory and
radiology technologists
and other health care
professonas. Asa
group, they train almost
half of al physician
resdentsinthestate,
contributing Sgnificantly to
thegrowing needfor a
skilled health care
workforce.

Preparing thenext
generation of headlth care

providersiscritical to thefutureof our state’shealth care
system. Californiadready facesmajor chalengesin
meeting thetremendous demand for experienced health
professionals. Without thework of public hospitalsand

health systemsinthisarea, the statewould confront even
more seriousworkforceshortages, gregtly limiting

accessto outpatient specialty services, serving asan
important resourcefor referralsfrom other providers
and asthe exclusive providersof certain servicesinthe
community. Many physician specidistswill not see
Medi-Cal patientsdueto thelow reimbursement rates.
Inaddition, community clinicsand primary care
physiciansin private practiceroutinely send their patients
totheloca public hospita for specialty carethat is
beyond the scope of the primary care servicesthey
offer. Intoo many communities, the public hospital and
hedlth systemisthe only source of speciaty carefor

accessto carein both the public and private sectors.
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CASE STUDY

San Francisco General Hospital

San Francisco General Hospital (SFGH) is one of the nation’s flagship public hospitals. An international

leader and pioneer in the treatment of HIV/AIDS, a premier teaching institution, the only trauma center in

San Francisco and Northern San Mateo County and a facility renowned for its outreach and treatment of

vulnerable populations, SFGH provides primary and preventive care, inpatient hospital services, labor and

delivery, emergency and trauma care (including being at the center of the city’s disaster preparedness and

terrorism response efforts) and extensive psychiatric services. SFGH, a critical safety net provider, serves

The San Francisco
Department of Public
Health must cope
with a $38 million
minimum reduction
in county funds next
fiscal year...a $6

million cut in federal
funding...and
proposed state
budget cuts that
would increase the
number of
uninsured.

nearly 100,000 patients every year, half of whom are uninsured. The
patients reflect the ethnicity of the city, with 29 percent of patients
Hispanic, 24 percent white, 21 percent African American and 20

percent Asian.

The continuation of the hospital’s 130-year legacy of serving the
people of San Francisco is at risk, however, as rising costs from
treating a growing number of low-income and uninsured patients and
fiscal deficits at the county, state and federal level threaten the
financial stability of SFGH.

Locally, San Francisco city and county faces a budget deficit of $350
million on a total budget of $5 billion. As a result, the San Francisco
Department of Public Health (the agency under which SFGH oper-
ates) must cope with a $38 million minimum reduction in county

funds next fiscal year. Further local general fund reductions of $28

are also on the table if the county cannot close its budget gap. These budget reductions come at the

same time that SFGH is facing a $6 million cut in federal DSH funding, and when proposed state budget

cuts would increase the number of uninsured and, consequently, reliance on SFGH'’s services.

In response to the severe decrease in available funding, SFGH and the SF Department of Public Health



CRITICAL FACTS

San Francisco
General Hospital

have slated multiple services for reduction or elimination.
They include eliminating long-term care mental health
services available on the SFGH campus, reduction of

interpreter services, elimination of outpatient substance Serves nearly 100,000 patients

each year
abuse services, reduction by half of community-based . .

o g / 1 out of 2 SFGH patients uninsured
outpatient clinic hours, closure of all mental health day 29% Hispanic, 24% white, 21%
treatment services, elimination of adult dental services, African American, 20% Asian
reduction of outpatient pharmacy benefits and decrease in Only level | trauma center in San
staff by nearly 300 FTEs,of which about 200 are from Francisco
SEGH. S(_erv_lces_ slated for reduction or

elimination:
Mental Health Rehab (144 beds)
The result of these cuts would be devastating. Access to Interpreter Services
care for low-income and uninsured San Franciscans will Outpatient substance abuse

All mental health day treatment
Community-based primary care

Adult dental services
rerouted from SFGH to other area hospitals 50 percent of Eliminate 200 SFGH jobs

be severely reduced. The existing ambulance diversion

rate of 25 percent would double and ambulances would be

the time. Further, the hospital’s Level | trauma center
status would be jeopardized as funding cuts begin to
impact the ability of the hospital to maintain the critical

staff and equipment necessary to operate a trauma center.

CASE STUDY - San Francisco General Hospital
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Unstable Patchwork of Funding

A combination of public policy decisonsmadeover the
last decade and the dynamics of the health care market-
place have brought usto thispoint of crisisinthe public
hedlth care safety net.

A critica issueimpacting public hospitasand hedlth
systemsand thelow-income and uninsured patientsthey
serveisthelack of acoherent public policy to provide
dedicated funding to ensure care of the uninsured.
Incremental reformsto expand coverage and use of
marketplace mechani smsto contain costsin government
programs have dominated the health policy agendaover
thelast decade.

Aspart of these efforts, questions of how we pay for
coveragefor low-incomeand uninsured popul ations
have been widely discussed and debated. L essatten-
tion, however, hasbeen paidinthe public policy arena
to ensuring that pati ents have meaningful accessto care
through astableand viableddivery system.

Theresultisthat California’s public hospitalsand hedlth
systemsmust rely on atenuous and unpredictable
patchwork of funding—based primarily on Medi-Ca
revenues and state and local subsidies—to carry out
their mission and mandateto servethe health care needs
of al residents, regardlessof insurance statusor ability

to pay. Unfortunately, over much of thelast two de-
cades, these programs have not kept pacewith therising
cost of, and demand for, health care services, particu-
larly for uninsured patients.

Six mainfinancing mechanismsexist to support heath
caresarvicesto Caifornia suninsured: Medi-Ca, Medi-
Cal supplemental payments (such asDSH), tobacco-
related sources (tobacco tax and tobacco settlement
agreement funds), M edi care add-on paymentssuch as
GraduateMedica Education funds, realignment funds,
and county genera funds (seeAppendix B for adetailed
description of thesefunding mechanisms). Thislimited
and shrinking pool of federd, stateand locd fundingis
uncertainfrom oneyear tothenext. Severereductions
insafety net funding, includingthe“cliff” infedera
Medicaid DSH funding (FIGURE 6) and state cutsto
theMedicaid DSH program have aready occurred this
fiscal year and additional proposalsto further reduce
fundsarebeing consdered at thefederal, stateand local
levels

Further Cuts Loom

Federal Medicaid Reform Efforts
TheBush Administration has proposed magjor Medicaid
reformsthat would cap federal Medicaid expenditures
and provide statestremendousdiscretion in setting
eligibility and benefit levelsfor millionsof Medi-Ca

Millions
$1,300+

$1,100-

$900-

$700

Figure 6.
Federal Medicaid DSH Allotments to California

M Current Law M Reversing the Cliff

//\

$500

FY'00 FY'01 FY'02 FY'03
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beneficiaries. Rather than enhancing the ability of low-
income popul ationsto access health care services, there
isserious concern that the president’s proposa would
resultinan eimination of theentitlement to coverageand
essential benefitsfor our most vulnerablepopulations. A
federally enforceableentitlement to coverageisthe
foundation of Medicaid' ssuccess. Eroding that entitle-
ment for current recipientswould beamajor step
backwardsfor acountry that must already confront the
dilemmaof over 41 million uninsured residents, more
than 6 million of whomresidein Cdifornia

By limiting federa Medicaid fundsto theamount spentin
anarbitrarily set baseyear, the president’s proposal
underminestheability of Medicaid to meet changing
needs. Medicaid isacounter-cyclical program; asthe
economy slowsand peoplelosejobsor cannot afford
hedthinsurance, Medicaid can stepinto provide
needed health coverage. Capping the program would
instead put pressure on statesto reduce coverage,
benefitsand paymentsto providersat timeswhen need
for theprogramisgreatest, resulting inincreasesinthe
number of uninsured and underinsured.

Further, asdiscussed above, Medicaid—in particular,
theMedicaid DSH program—isacritical source of
funding for the public hedlth care safety net. Rather than
eliminating theMedicaid DSH program or blending
DSH fundsinto overal Medicaid funding to statesas
proposed by the administration, Medicaid reform should
preserve and strengthen safety net providers. Asthe
number of Medicaid enrolleesand uninsured arein-
creasing, further reducing or iminating direct payments
to public hospitalsand hedlth systemswould rapidly
destroy our state’ sfragile systemfor providing careto
low-incomeand uninsured patients.

State Budget Deficit: Increased
Uninsured, Further Cuts to Public
Hospitals

At atimewhen our nation’shealth care costsare
ballooning, unemployment inthe stateisat 6.9
percent—itshighest in nearly seven years—andthe
number of uninsuredisrising, statesarefacing thelargest
budget deficitsinthelast fifty years—totaing $70billion
to $85 billion nati onwide—according to the Center on
Budget and Policy Priorities. Deep cutsin hedlth care
and other programs are expected as states seek to close
their budget gaps.

InCalifornia, the statefacesa$26 billionto $34.6 billion
deficit. Toded withthisshortfall, sgnificant reductions
intheMedi-Cal program—which serves6.1 million
Cdifornians—have been proposed. The proposed
changesto Medi-Cal would affect nearly onemillion
people: over haf amillionwouldloseMedi-Cal
coverage and hundreds of thousandsmorewould lose
accessto critical servicesand equipment, such asdenta
care, prostheticsand hospice. Consequently, reliance
onthepublic health care safety net will increaseasa
growing uninsured and underinsured popul ationturnsto
public hospitalsand health systemsto access needed
care.

In addition, state budget proposalsto cut thevehicle
licensefeebackfill and shift financia respongbility for
large portionsof Medi-Ca and other health programsto
thecounty will placeat risk stateand local fundsthat
support public hospitalsand health systems. Theresult
will beacontinued widening of the gap between the cost
of providing careto low-incomeand uninsured
Cdliforniansand therevenueavailableto support it.

County Budget Deficits Threaten
Funding for Essential Services

Many countiesuselocd tax dollarsto support health
careservicesfor the poorest membersof their
community. Unfortunately, countiesthroughout the state
face severebudget deficitsthat will impact the ability of
local government to deliver essentia services, including
hedth care.

Inthe past, public hospitalsand hedth systemshave
turned to loca government to hel p them through difficult
financia periods. Theseverefiscal situation of counties,
however, makesfurther relianceon loca government for
financia support very unlikely.
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CASE STUDY

UC Davis Medical Center

UC Davis Medical Center, one of five teaching hospitals of the University of California, is a 528-bed hospi-
tal that is the only area provider of many medical services that are integral to the health and well-being of
Northern Californians. It is the leading tertiary care referral center for 33 counties and nearly 5 million
residents covering more than 50,000 square miles. Through its telemedicine program, UC Davis Medical
Center extends its specialized medical care and education to rural communities that otherwise would not
have access to these services. The medical center has inland Northern California’s only adult and
pediatric level | trauma center and comprehensive pediatric emer-

gency department.

UC Davis Medical
Center is the leading

tertiary care referral
center for 33 sated care to the uninsured and indigent in the region, despite

UC Davis Medical Center is also the dominant provider of uncompen-

counties and nearly having the smallest share of the commercial market among the four
5 million residents. hospital systems in Sacramento. While it has only about 13 percent

of the commercial market share in Sacramento, the medical center
provides 42 percent of the indigent care. Last year alone, the
hospital provided more than $140 million in uncompensated care to patients in financial need.

That figure does not take into account services provided by free community clinics, run by students,
residents and faculty in many non-English-speaking neighborhoods. The clinics employ a culturally
sensitive approach in providing prenatal and well baby/child examinations, immunizations and physical
exams for school-age children, diagnosis and treatment of diabetes and hypertension, pregnancy testing
and other women'’s health services, preventive education and flu shots. The Paul Hom Asian Clinic is the
oldest Asian health clinic in the United States, and provides basic health-care services to the Sacramento
Chinese community, but welcomes patients of all ages and backgrounds. Clinica Tepati, founded in 1974,
caters to the medically underserved Latino population of Sacramento, and provides about 900 patient
visits a year. The Imani Clinic was established to address the high and persistent incidence of hyperten-

sion, heart disease, cancer and inadequate prenatal care among African Americans. The Shifa Commu-
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CRITICAL FACTS

nity Clinic was formed to serve members of the Muslim com-
munity, who face language barriers in obtaining health care in UC Davis Medical Center

the traditional health-care system. Sermvea B il o resfdeie i 28

counties in Northern California
The medical center’s ability to continue providing these vital Employs 8,500 people that generate
services is threatened by rising costs and declining revenues. $2.3 billion in local economic activ-
ity each year
Provides 42 percent of indigent
care in the Sacramento region

Maintaining even modest margins will be difficult in light of the

financial pressures facing the medical center. Like every other

hospital in Sacramento, UC Davis must rely on patient-care Projected reduction in reimburse-
revenue to support its operations. But at UC Davis, much of ment of $20-$30 million next year
this revenue comes from government payers, such as the Cut 775 positions over last 5 years;

300 more positions eliminated

Medi-Cal, Medicare and Sacramento County indigent pro- .
Spring 2003

grams. Last year, 60 percent of the hospital’s patient days

were from government-sponsored programs.

Hospital administrators anticipate that combined reductions in federal, state and county programs
could result in a reduction in reimbursement of $20-$30 million next year. To prepare for the decrease
in revenue, the medical center has reduced its workforce by about 300 positions, is reducing its
operating budget and reviewing new programs and existing
services for possible cuts. One reduction that already has
occurred involves Life Flight, the hospital’'s emergency air
transport program, which will be reduced from two helicopters to
one. Inrecent years, UC Davis has undertaken other budget
reducing measures, including the elimination of 775 full-time
positions over the last five years and the closure of primary care

offices in Chico and Vacaville.

CASE STUDY - UC Davis Medical Center
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Policy Recommendations

Thenearly $3billion cumulative budget shortfal that
Cdifornia spublic hospital and hedth systemsare
projected to face over thenext fiveyearsisan
unparalleled crissin Cdifornia shedth caredelivery
system. At stakeisaccessto carefor themillionsof
Californianswho rely onthe public health care safety net
for their hedth careneeds. 1ntheabsence of major
policy changesto addressthisunsustainable situation,
vast numbersof low-incomefamiliesand uninsured
workerswill beforced to do without even themost
basic health careservices.

Policy Recommendations:

CAPH urgespolicy makersand stakehol dersto ensure
accessto carefor al Californiansthrough atwo-
pronged approach of (1) expanding healthinsurance
coverage and (2) maintaining astableand viable safety
net delivery system. CAPH supportsraising revenues
to achievethese goalsand prevent drastic cutsto
essentia servicesand programs.

A Two-Pronged Approach

1 Expand health insurance coverage for

low-income, uninsured populations.

B Reduce the number of Californians
without health insurance through
comprehensive and/or incremental
reforms.

B Maintain the integrity of the Medicaid
program. Reduced commitment of the
federal government to the entitlement
nature of the program or reductions in
Medicaid eligibility at the federal or
state level will add to the ranks of the
uninsured and further strain the public
health care safety net.

26

Preserve the public health care safety
net.

B Maintain current levels of funding that
support public hospitals and health
systems. The public health care safety
net is already under-funded and demand
for services continues to grow as the
number of uninsured rises.

W Target new funds to the public health
care safety net for care of low-income
and uninsured Californians and to
maintain the availability of highly
specialized, high cost services that
benefit the entire community, such as
emergency and trauma care.

B Invest additional resources in the public
health care safety net to improve and
enhance the delivery of services,
including the use of technology and
computerized systems to improve
chronic disease management, care
coordination and access to care.
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CASE STUDY

Natividad Medical Center

Natividad Medical Center is a 163-bed acute care medical center owned and operated by Monterey
County. With an annual budget of $120 million, the medical center employs 900 people and serves the
bulk of the county’s underinsured and uninsured patients, including migrant farm workers. Nearly half of
Monterey County’s population is Latino and 13.5 percent of residents live under the federal poverty level.
Seventy percent of Natividad’s patients are enrolled in Medi-Cal or Medicare. The medical center is also a

primary provider for uninsured workers in the county’s agricultural and tourism industries.

Natividad ensures access to care for all residents of Monterey

Natividad ensures
access to care for all

residents of
Monterey county and County and 70 percent of all babies borne to mothers with Medi-Cal.

county and is a center of excellence for women, children and

families. Natividad delivers 50 percent of all babies in Monterey

is a center of Itis the only CCS-certified Level Il Neonatal Intensive Care Unitin
excellence for Monterey County, and is on pace to serve more than 470 medically

LRI, children and fragile infants from throughout the county this year. And Natividad
families.

cares for more than 15,000 women each year in its Women'’s Health
Center. Natividad also offers an array of primary and specialty care
services on the hospital campus and at two satellite locations,

providing more than 150,000 outpatient visits each year.

Affiliated with the University of California at San Francisco School of Medicine since 1974, Natividad is the
only academic medical center on the Central Coast. It has trained hundreds of family practice physi-

cians, many of whom have remained in the area and continue to provide care in the community.

Natividad is on a trajectory to face a $12 million deficit by the end of the 2002-03 fiscal year due to
declining revenues and the rising cost of caring for low-income and uninsured Monterey county residents.
NMC is currently losing $30,000 per day on operations. On top of this its double-digit deficit, Natividad

faces an additional cut of nearly $1 million in federal DSH funds.



CRITICAL FACTS

The medical center has had to borrow cash from the county to Natividad Medical Center
continue to operate; however, the county has decided to stop Delivers 50 percent of all babies in
providing cash flows if the medical center goes over certain the county

borrowing limits, which would shut down operations at the Only CCS-certified neonatal ICU in
hospital. Further, the county administrator has ordered all the county

county departments to prepare for possible 25 percent budget 70 pgrcent of patients Medi-Cal or
cuts. Natividad Medical Center currently receives only a very ;/Ilezd:;:ﬁtlrieo n current year budget
small portion of its funding from county government and the deficit

county has indicated it will not backfill state and federal cuts 900 employees; 200 + jobs at risk

affecting the medical center’s bottom line.

To close Natividad’s severe budget gap, a series of cuts are being considered. On the table are
shutting down inpatient beds, closing some inpatient services, closing outpatient clinics and laying off
hospital workers, with as many as 200 hospital jobs at stake. The medical center is simultaneously
seeking to develop new services to enhance care to the community and improve the hospital’s fiscal

situation, but these longer-term efforts may not be able to stave off severe, near-term cuts in services.

Natividad Medical

Center is currently
losing $30,000 per
day on operations.

CASE STUDY - Natividad Medical Center
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Appendix A
CAPH Financial Forecast: Cost and Revenue Assumptions

Factors Increasing Costs

* Higher number and concentration of uninsured

* Sdlaries & employee benefit costs

* Nursing shortagerelated costs

* Nursing staff ratioimplementation costs

* Physicianrelated expenses

» Shortage of specificjob classifications costs

* Pharmacy cost inflation of 13.5 percent to 15.5 percent per year

» Technology related costs

* Servicesand suppliesinflation of 3.9 percent per year

* One-time costsover the next three yearsrel ated to lay-off/pay-off and unempl oyment insurance costs, non-
employee costsrelated to facility closures, and facility trangition costs

* Implementation of AAMC standardsfor internsand residents

* Ongoing and new debt service obligations

* SB 1953 physical plant requirements

« HIPPA related costs beginning in 2002-03 of at least $44 M.

* Acuity intensity and resource consumption increases

* I ncreased utilization pressures anticipated

Revenue Related Factors

» Medicaid DSH Cliff lossof $96 M per year

* DSH adminigrativefeeincrease

* Serviceavailability reductionsresulting in decreased revenues
» Changein payer mix resultingin decreased revenues

* Increasein Medi-Ca SPCP supplemental sthrough 2005

* Decreasesin Medi-Ca SPCP supplementalsafter 2005

* Increasein Medi-Cal outpatient payments

» Developments of Medi-Cal managed care supplemental payment
* Revenueoptimization efforts

« Payment limit vulnerabilities

» Medicare payment reductions

« State FY 2003-04 and forward budgets

* Federal FY 2003-04 and forward budgets
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Appendix B
Unstable Patchwork of Funding

Cdlifornia spublic hospitalsand health sysems must
rely on atenuous and unpredictable patchwork of
funding—based primarily on Medi-Cd revenuesand
state and local subsidies—to carry out their mission
and mandateto servethe health care needs of all
residents, regardless of insurance statusor ability to
pay. Unfortunately, over much of thelast two decades,
these programs have not kept pacewith therising cost
of, and demand for, hedlth care services, particularly
for uninsured patients.

Six manfinancing mechanismsexist to support hedth
careservicesto California’ suninsured: Medi-Cdl,
Medi-Ca supplemental payments(suchasDSH),
tobacco-rel ated sources (tobacco tax and tobacco
settlement agreement funds), Medicare add-on
paymentssuch as Graduate M edical Education funds,
realignment funds, and county genera funds.

Medi-Cal Reimbursement. Californiahasalong
history of keeping Medi-Cal provider rateslow. The
state ranks 51t nationwidein total Medi-Cal expendi-
tures per beneficiary®. Hospitalsthat contract with the
stateto provideinpatient servicesto Medi-Cal benefi-
ciarieshavereceived no or minimal increasesintheir
baseratesfor over ten years.

Similarly, Medi-Cdl outpatient rateshaveremained
generdly stagnant for most of thelast 14 yearsand
now reimburse providers, at most, at about 43 percent
of actual costs. Evenwith therecent settlement of a
lawsuit regarding Medi-Cd outpatient rates, theserates
will remainsignificantly lower thanthecost of providing
care.

The gtate’ slow spending rates have compelled M edi-
Cd providersto beamong themost cost-efficient in
thenation. Still, thestate'sfailureto keep Medi-Cd
ratesin pacewith health careinflation hasweakened
the safety net delivery system and meansthat Medi-Cal
providersmust rely on additiona funding sourcesto
cover shortfalls.

Summary

Medi-Cal Supplemental Payments. To addresslow
Medi-Cal baserates, the State has created three
programsover thelast decade—the SB 855, SB 1255,
and Graduate M edical Education programs—to provide
supplementa Medi-Ca paymentsto targeted groups of

hospitds.

The SB 855 Medi-Cal disproportionate share hospita
payment program (DSH) wascreated in 1991 to
generate new federal funding for hospitalsthat treat the
greatest numbersof Medi-Cal and uninsured low-
incomepatients. Under cutsenacted by thefederal
government inthe Balanced Budget Act of 1997,
including a20 percent reductionin Medicaid DSH
funding to states, Cdiforniahasaready seen reductions
inrecent yearsof morethan $264 millioninfedera
Medicaid DSH funds. Californialost anadditional $184
millioninfederal Medicaid DSH fundseffective October
1, 2002, and thiscut will remainin place each year
unlessfurther congressional actionistaken (FIGURE9).
Also, the 2002-2003 Californiastate budget reduced
DSH fundsto safety net hospitalsby afurther $55
million, for atota stateadministrativefeeof $85million
inDSH funding.

The SB 1255 and Graduate Medical Education
programs, which provide supplementa paymentsto
eigible safety net hospitals, are designed to recognize
the added value of and higher costs associated with the
mission of public hospitalsand hedth systems, including
traumacare, teaching and serving ahigher concentration
of serioudy ill patients. However, these programs—
subject to annual negotiationsand new federa limits, and
dependent on fiscally strapped local governmentsto
fund the state' sshare of the program—Iack
predictability and stability needed to ensure public
hospitals long-termviability. Duetorecent federal
regulationslowering the Medicaid Upper Payment Limit
and thelack of statedollarsinthe program, public
hospitalsalso face substantial reductionsinfedera
Medicaid supplemental paymentsthroughout this
decade.
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Tobacco Tax (Proposition 99). When Proposition 99
wasenacted in 1988, it increased thetax on cigarettes
and devoted thoserevenuesto avariety of health
purposes, includingindigent hedlth services. The County
Hedlth Indigent Program (CHIP), which counties
adminigter, received morethan $336 millioninfiscal year
1989-90. Public hospitalsand health systems
throughout the state recei ved asignificant portion of
thosefunds. Assmoking ratesinthe state have declined
and funds have been shifted to other programs, fewer
dollarsareavailableto fund programssuchasCHIP. In
statefiscal year 2001-02, the CHIP account decreased
tolessthan $66 million.

Medicare Add-On Payments, Including Medicare
Graduate Medical Education. Together, 30 core open
door providerstrain about half of the state’'smedical
residents. Although most open door providerstreat a
small proportion of Medicarebeneficiaries, Medicare
GME financing isasignificant funding sourcefor these
hospitals. Support of graduate medical education
through the M edicare program, however, hascome
under firein recent yearsand public hospitalsand health
systemsfacediminishing financial support for teaching
programs.

Realignment.

Intheorigina state-county budget realignmentin 1991,
hedth realignment fundswereintended to partialy
subsidize countiesfor providing caretothemedically
indigent. Thesefundsdo not cover—nor werethey
intended to cover— counties’ full costsin caring for the
uninsured. Rather, they support careto themedically
indigent, which areasubset of theoveral uninsured
population. Fundsfor themedicdly indigent, however,
areplaced at risk by the Governor’s current budget
proposal to reducethevehiclelicensefee (VLF) backfill
to counties. Maintenance of the VL F backfill and
realignment funding areessentid if public hospitalsand
hedlth systemsareto continueto meet their section
17000 obligation to servethemedicaly indigent and
providepublic health servicesfor all resdents. For fiscal
year 2002-03 alone, a$150 million shortfal in state
realignment fundsto countiesisexpected duetothe
dow economy and declining salestax revenues.
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Current budget proposalsto further “realign” and shift
financia respongbility for mgjor portionsof theMedi-
Cal program and other health programsfromthe stateto
countieswouldincreasethe complexity and uncertainty
of the patchwork funding system. Of seriousconcern
arewhether proposed new revenueswould cover the
actud cogtsof therealigned services, thelikelihood that
medicd inflation generally and growth in the cost of the
Medi-Cal program specifically will exceed thegrowthin
allocated revenues (placing counties at risk for the costs
of programswhich arenot infact under counties
control) and theimplicationsfor non casel oad-driven
programssuch as CHIPthat providevital support for
caretotheuninsured.

County general funds. Countiesuselocal tax dollars
fromtheir general fund to subsidize health carefor the
indigent. Some spending isrequiredinorder torecelve
the state matching funds, but many countiesappropriate
additional discretionary fundsto cover the costs of
serving the uninsured. However, adecade of property
tax shiftshas severely constrained the ahility of local
governmentsto adequately fund health care servicesto
the uninsured. Although there have been measures
enacted to mitigatetheimpacts, these effortshave not
provided full relief nor did they restoreflexibility and
discretiontothecounties.



Footnotes

1 The term “public hospitals” refers to the following 26
providers, which have both a mission and a legal mandate
(either directly or via contract with county government) to
fulfill the county’s obligation under 817000 of the Welfare
and Institutions code to care for low-income uninsured
populations: Alameda County Medical Center, Contra
Costa Regional Medical Center, Harbor/UCLA Medical
Center, High Desert Hospital, Kern Medical Center, King/
Drew Medical Center, Laguna Honda Hospital and
Rehabilitation Center, LAC+USC Medical Center, Modoc
Medical Center, Natividad Medical Center, Olive View
Medical Center, Rancho Los Amigos Medical Center,
Riverside County Regional Medical Center, San
Bernardino County Medical Center (now Arrowhead
Regional Medical Center), San Francisco General
Hospital, San Joaquin General Hospital, San Luis Obispo
General Hospital, San Mateo Medical Center, Santa Clara
Valley Medical Center, Trinity General Hospital, Tuolumne
General Hospital, University of California Davis Medical
Center, University of California Irvine Medical Center,
University of California San Diego Medical Center,
University Medical Center, Ventura County Medical
Center. “All others” refers to all hospitals—excluding
public hospitals, state-owned hospitals, alcohol and drug
rehabilitation hospitals, large skilled-nursing-emphasis
hospitals, and prepaid health plan hospitals—filing a
financial report with the Office of Statewide Health
Planning and Development. Unless otherwise noted, all
California data are based on financial, utilization and
discharge reports submitted to OSHPD with analysis
conducted by the California Association of Public
Hospitals and Health Systems.

2 This figure excludes Los Angeles County which in recent
years has downsized its capacity and contracted with the
private sector for certain services per its federal waiver.

3 Kaiser Family Foundation, State Health Facts Online,
Total Medicaid Spending Per Enrollee, FFY 1998

CAPH Members

Alameda County
Alameda County Medical Center

Contra Costa County
Contra Costa Health Services
Contra Costa Regional Medical Center

Fresno County
Community Medical Centers

Kern County
Kern Medical Center

Los Angeles County
Los Angeles County Department of Health Services

Harbor/UCLA Medical Center

High Desert Hospital

King/Drew Medical Center

Olive View/UCLA Medical Center

Rancho Los Amigos National Rehabilitation Center
LAC+USC Medical Center

Marin County
Health & Human Services of Marin County

Monterey County
Natividad Medical Center

Orange County
University of California Irvine Medical Center

Riverside County
Riverside County Regional Medical Center

Sacramento County
University of California Davis Medical Center

San Bernardino County
Arrowhead Regional Medical Center

San Diego County
University of California San Diego Medical Center

San Francisco County

San Francisco Department of Public Health/
Community Health Network of San Francisco
San Francisco General Hospital

Laguna Honda Hospital and Rehabilitation Center

San Joaguin County
San Joaquin County Health Services

San Joaquin General Hospital

San Luis Obispo County
San Luis Obispo County Health Agency
San Luis Obispo General Hospital

San Mateo County
San Mateo County Health Services Agency
San Mateo Medical Center

Santa Clara County
Santa Clara Valley Health & Hospital System

Santa Clara Valley Medical Center

Tuolumne County
Tuolumne General Hospital

Ventura County

Ventura County Health Care Agency
Ventura County Medical Center
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