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September 1, 2004

The Honorable Arnold Schwarzenegger

Governor of California 

State Capitol Building 

Sacramento, CA  95814

Dear Governor Schwarzenegger,

I wish to express the appreciation of the California Healthcare Association (CHA) for your continued attention to the many challenges facing our state’s health care system.  We’ve enjoyed the opportunity to discuss with you and your staff the complex issues facing California’s hospitals, and we look forward to continuing our efforts in Sacramento.

Hospitals exist, first and foremost, to care for patients in times of need.  But the ability of hospitals to fulfill their mission is increasingly at risk, and access to care for many Californians is being jeopardized every day. 

California hospitals are in a wasteland of unfunded mandates, a meltdown of emergency services, state regulations that are creating unintended consequences and a multi-faceted financial crisis.  The confluence of adverse forces on hospitals is reaching unprecedented proportions.  

There have been six hospital closures in Los Angeles County since January.  An additional seven hospitals in L.A. County have either scaled back or eliminated mental health care units. All told, more than 70 California hospitals have closed in the past decade.  

We regret to inform you that, before the end of this year, more hospital closures, downsizings and cutbacks will be announced.

California’s hospitals are major contributors to the health of every community across this vast state.  California’s hospitals are on the front lines, providing quality health care 24 hours a day, seven days a week to all patients regardless of their ability to pay.  Hospitals provide life-saving emergency and trauma care, offer many specialized technologies and services and perform medical miracles every day.  

But many of California’s hospitals themselves are on life support.  While the costs of providing care continue to accelerate, payments from both governmental and private payers continue to squeeze hospitals.  Evidence of the financial pressures facing California hospitals is verified by the regular downgrading of hospital bond ratings, hospital closures, and cutbacks in emergency departments and other services.   More than half of California’s hospitals are currently operating in the red.

The current condition of hospitals in California is not the sole result of actions (or inactions) by the legislative or executive branches of government.  Nonetheless, certain decisions, however well intended, have substantially contributed to the financial distress of hospitals and will lead to the closure and cutbacks of others.  These unintended consequences are reducing patients’ access to care and will make things worse in the next few months.

The single biggest pressure point on hospitals is the unrelenting number of uninsured patients.  One out of every five Californians is uninsured.  Uninsured patients, unable to obtain preventive health care services, are jamming hospital emergency departments (EDs), sicker and more costly to treat.  In 2003, California hospitals provided $5.1 billion in uncompensated care – much of which was incurred in treating the uninsured.  Making matters worse, decisions to limit the ability of private hospitals to transfer uninsured patients to public facilities have resulted in greater losses to private hospitals.  

Compounding the problems in hospital EDs – and in all other hospital units – is California’s experiment with nurse-to-patient staffing ratios that became effective on January 1, 2004.  Based on six months of survey data gathered by CHA, 85 percent of California hospitals are unable to comply with the rigid ratios adopted by the Department of Health Services (DHS).  

The nurse-to-patient ratios were established by DHS during the Davis Administration.  Given California’s dire nurse shortage, there are not enough nurses in this state to make these regulations work.  In December 2003, before the ratio regulations became effective, DHS posted on its website actions that hospitals could take to comply with the regulations.  Among the suggestions made by DHS are: encourage physicians to discharge patients sooner, delay new admissions or cancel elective surgeries.  Is this really the best advice that DHS can offer hospitals?

It is difficult to believe that the public could actually support some of these recommendations.  To suggest that patients be discharged sooner or to recommend delaying admission to any patient in need of care shows disregard for the public’s health and well-being.  

A more reasonable approach to meeting nurse-to-patient ratios would take into account the current supply of nurses and the day-to-day realities of caring for patients in a constantly changing environment.  Making matters worse, the 1:6 nurse-to-patient ratio in medical-surgical units is scheduled to drop to an even more unworkable ratio of 1:5 this coming January.

We also need flexibility to adjust the ratios to meet actual patient needs, rather than comply with an artificial number that must be met every minute of every shift in every unit every day.  To require hospitals to reassign patients to a substitute nurse whenever their assigned nurse takes a phone call or uses the restroom defies common sense.  

State financial assistance also is necessary for hospitals to meet the sweeping requirements of the hospital seismic safety mandate.  The public policy objective of this law is laudable. California hospitals support the goal of improving the safety of all hospital buildings. The problem for most hospitals comes in funding these capital improvements.

CHA conservatively estimates that the hard construction cost for meeting the hospital seismic safety mandate will be at least $24 billion without financing charges.  RAND has placed the price tag as high as $41 billion without financing costs.  The simple truth is that such a large amount of capital does not exist.  Many hospitals are not credit worthy and cannot qualify for a loan to make their retrofit or rebuilding projects feasible.

The real irony is that unless access to capital is made available or the implementation deadlines are altered, the law intended to keep hospitals open following a major earthquake may instead force some hospitals to close before the next earthquake occurs.  

It’s important to remember that constructing earthquake-safe buildings and hiring enough nurses are not the only keys to delivering high quality, 21st century hospital care.  A vast array of new technologies are resulting in medical miracles every day.  Patients are living longer and healthier lives because of advancements in technology and modern drugs.  But these advancements are expensive.  For example, new drug-coated stents are improving the life expectancy of cardiac patients while reducing the need for open-heart surgeries by one-third.  But this advanced technology costs 100 times more than traditional cardiac balloon catheterization.  

At a time when lives are being saved every day as a result of miraculous, but costly, new technologies, hospital reimbursements are increasingly inadequate.  Unless payments keep pace with costs, some hospitals will be unable to provide the necessary treatments because the technology is unaffordable.  None of us wants that patient to be our friend or family member.

Cuts in the Medicare program, stemming from the passage of the federal 1997 Balanced Budget Act, have totaled more than $4.5 billion to California hospitals. Additionally, Medicare payment updates have been less than inflation for 13 of the last 15 years, resulting in a 21 percent payment gap.  

Payments to hospitals by the Medi-Cal program are the lowest in the nation per enrollee.  In 2000, California’s Medicaid spending per enrollee was $2,068 compared to New York, which topped the list at $7,609 per enrollee.  

As you know, most California hospitals lose money on every Medi-Cal patient they treat – a situation that cannot continue if hospitals are going to keep their doors open.  Already this year, several California hospitals have announced that they are terminating their Medi-Cal contracts because of the financial losses caused by the underfunding of this program.  These contract cancellations will mean reduced access to care for the state’s most vulnerable patients.  On the other hand, hospitals must make these difficult decisions in order to remain open for their communities.

Exacerbating our concerns about Medi-Cal is the Administration’s announced intention to restructure this program, and the impact Medi-Cal redesign may have on the state’s safety net hospitals. We share the state’s goal to create financial stability for the safety net hospitals, but stability can only be achieved if funding to the safety net is maintained at current levels and funding for future growth is built into the restructured system. 

Many other outside forces are pressing down on hospitals – including a growing desire for “transparency” in regards to hospital costs and quality of care; the manner in which hospitals bill and collect from low-income, uninsured patients; and expectations among some that hospitals be required to stay open regardless of whether they have the staff or resources to provide care.  These external pressures further compromise the availability of hospital services.

A full assessment of all the challenges currently facing California’s hospitals makes clear that the meltdown we have been warning about for several years is at hand.  To paraphrase an article from the August 29, 2004 edition of the Los Angeles Times, Los Angeles County has become “the Chernobyl” of health care.  This statement, unfortunately, describes the current state of health care throughout California.

Attached is a chart showing key health care indicators for California and the United States.  This information should be helpful in putting the issues facing California’s hospitals into context.  

CHA’s vision is an “optimally healthy society.”  Our goal is for “every Californian to have equitable access to affordable, high-quality, medically necessary health care.”  These ideals drive hospitals toward a higher purpose – that of caring for all patients in need. CHA is committed to doing everything possible to increase access to care for all Californians.  But the adverse forces converging upon hospitals are making the achievement of this goal increasingly problematic. 

In order to avoid additional closures and reductions in hospital services, the State must act on several key items: 

· A solution must be found to the underlying Achilles’ heel in health care – the 6.5 million uninsured residents in California.  All Californians must be provided a basic level of health care coverage.  Without it, hospital EDs will continue to be used as the source of primary health care services for the uninsured, with both hospitals and health care purchasers absorbing the costs.

· Medi-Cal payments to hospitals and physicians must be raised to at least the national average.  Currently, California’s Medi-Cal program is dead last among all states in payments to health care providers.  

· Legislation is required to stop the meltdown in emergency services.  Hospital EDs are under siege.  Additional funding for hospitals, emergency physicians and on-call physicians must be generated, or closures and cutbacks will place many Californians in jeopardy because they will not have access to trauma and emergency care.  

· A legislative solution also must be found to the hospital seismic safety conundrum.  This solution must include funding assistance to hospitals and a nexus between the allocation of funds and the January 1, 2008 deadline for compliance.

· A serious attempt must be made to address California’s dire nurse shortage.  California ranks 49th in the nation in the number of nurses per capita.  According to the California Economic Development Department (EDD), California will be short 30,000 nurses by 2006.  By 2010, EDD estimates that the nursing shortage will grow to 97,500.   The nursing shortage crisis is even more acute because of the rigid requirements of the nurse-to-patient ratio regulations.  California hospitals are already doing more than their share – contributing more than $50 million this past year to nursing schools around the state.

· Immediate action must be taken by the Administration to make reasonable adjustments to the nurse-to-patient ratio regulations – particularly as they relate to temporary absences of nurses from non-intensive care hospital units, and the impending reduction of ratios from 1:6 to 1:5 in hospital medical-surgical units, slated to become effective on January 1, 2005. 

On behalf of all of California’s hospitals, I pledge our assistance and our commitment to finding workable solutions that will preserve access to care for all Californians. We look forward to working with you on the issues of critical importance to all Californians.

Sincerely,
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C. Duane Dauner

President
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Health Care Summary of Information – California

September 1, 2004
	California Hospitals
	1993
	2003
	Change

	California Population
	31,274,928
	35,484,453
	13.46%

	Acute Care Hospitals1
	525
	413
	-21.33%

	Staffed Beds
	76,614
	65,703
	-14.24%

	Utilization (% Occupancy) Staffed Beds
	60.9%
	75.0%
	23.15%

	Hospital Discharges
	2,813,625
	3,136,803
	11.49%

	Inpatient Days
	16,863,613
	17,865,821
	5.94%

	Outpatient Visits
	33,307,500
	41,961,738
	25.98%

	Average Length of Stay
	5.99
	5.7
	-4.84%

	Hospital Emergency Departments
	370
	353
	-4.59%

	Emergency Department Visits
	8.3 million
	9.5 million
	14.46%

	Expenses Per Day2
	$1,610.91
	$2,485.90
	54.32%

	Patient Revenue Per Day2
	$1,630.96
	$2,366.60
	45.10%

	Percent of Hospitals with Negative Operating Margins
	55%
	51%
	-7.27%

	Uncompensated Care Cost3
	$2,390,892,970
	$5,129,111,265
	114.53%

	Employees
	364,505
	402,250
	10.36%

	California/US
	
	
	

	Medi-Cal Payments Per Beneficiary (CA)
	
	2068
	

	Average Medicaid Payments Per Beneficiary (US)
	3762
	

	RNs Per 10,000 (CA)
	
	59
	

	RNs Per 10,000 (US)
	
	78
	

	Hospital expenditures as percentage of total health care expenditures (CA)
	33.4%
	

	Hospital expenditures as percentage of total health care expenditures (US)
	37.4%
	

	Personal expenditure of health care costs (CA)
	3429
	

	Personal expenditure of health care costs (US)
	3759
	

	Physicians Per 1,000 (CA)
	
	258
	

	Physicians Per 1,000 (US)
	
	272
	

	Proportion of Population Uninsured (CA)
	 
	18.7%
	

	Proportion of Population Uninsured (US)
	
	15.1%
	

	Percent of residents covered by managed care (CA)
	 
	48.5%
	

	Percent of residents covered by managed care (US)
	
	24.6%
	

	Percent of insured residents covered by managed care (CA)
	 
	88.0%
	

	Percent of insured residents covered by managed care (US)
	 
	75.0%
	

	Number of Non-elderly Uninsured (CA)
	
	6.5 million
	

	Number of Non-elderly Uninsured (US)
	 
	45 million
	

	Since Jan. 1, 2004 through Aug. 31, 2004, 6 hospitals have closed and 7 hospitals in Los Angeles County alone have downsized or eliminated mental health care units
	

	
	

	1 Comparable hospitals -- does not include Kaiser, Shriners' or State hospitals
	
	
	

	2 Data reflects total costs and revenue for patient care
	
	
	

	3 Cost of bad debt, charity care and government payer contractual allowances
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