
California Hospitals: 
Innovative, Cost Efficient and 

Working to Implement Health Care Reform 
Through a Maze of Laws and Regulations



NATIONAL HEALTH EXPENDITURES 
BY CATEGORY
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Nursing Home Care, 6.48%
Nursing Home Care, 5.88%

Other,(3) 11.4% Other,(3) 15.5%

1980 2009

Source: Centers for Medicare & Medicaid Services, Office of the Actuary.  Data released January 6, 2011.
(1) Excludes medical research and medical facilities construction.
(2) CMS completed a benchmark revision in 2009, introducing changes in methods, definitions and source data that are applied to the entire time series 

(back to 1960).  For more information on this revision, see http://www.cms.gov/nationalhealthexpenddata/downloads/benchmark2009.pdf.
(3) “Other” includes net cost of insurance and administration, government public health activities, and other personal health care.
(4) “Other professional” includes dental and other non-physician professional services.

$235.6B $2,330.1B

Source:  American Hospital Association



HOSPITALS TREAT SICKER PATIENTS 
THAT REQUIRE SPECIALIZED CARE

Inpatient Case-mix(1) Index (CMI) for the Medicare Population, 2000-2007

Source: Deb, P. (2010). Trends in Case-mix in the Medicare Population. Paper presented to 
the American Hospital Association, Federation of American Hospitals, and Association of 
American Medical Colleges.
(1) Case-mix is defined as the mix of patients across diagnosis-related groups 
(DRGs) in a hospital. Source:  American Hospital Association



SHORTAGES OF WORKERS DRIVE UP 
LABOR COSTS FOR HOSPITALS

Percent Change in Employment Cost Index,(1) All Private Industries and 
Hospitals, March 2001 to March 2010

Source: Bureau of Labor Statistics. (2010). Employment Cost Index Historical Listing Current-dollar 
March 2001 – December 2010. Access at http://www.bls.gov/web/eci/echistrynaics.pdf.
(1) The ECI is a measure of the change in the costs of labor.

P
er

ce
nt

 C
ha

ng
e 

in
 C

os
t I

nd
ex

 

Source:  American Hospital Association



NATIONAL WAGE INDEX



CALIFORNIA UTILIZATION RATES ARE LOW

SOURCE: Kaiser State Health Facts
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1 Data are for total population of community hospitals (85% of all hospitals). Federal hospitals, LTC hospitals, psychiatric hospitals, institutions for 
the mentally retarded, and alcoholism and other chemical dependency hospitals are not included.



California per capita costs historically below many other states, 
12% below the U.S. average, and growing at slower rate

SOURCE: National Health Expenditure Accounts
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MEDICARE REALITY



IMPLEMENTING REFORM WILL CREATE FINANCIAL 
CHALLENGES FOR HOSPITALS
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SOURCE: OSHPD Quarterly Data Files, 2000-09

Annual ratio of hospital profit to costs by payor category1

-30
-25
-20
-15
-10

-5
0
5

10
15
20
25
30
35
40
45

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Private payor
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Medicare

Reductions in Medicare and 
Medi-Cal reimbursement have 
required hospitals to increase 
charges to private payors to 
maintain overall profitability

1 Profit-to-cost ratio calculated by payor category in each year using the formula: (Net Patient Revenue – 
Hospital Costs) / (Hospital Costs)

COST SHIFT IN CA



March 3, 2011

•Sr Exec Vice 
President Union 
Bank

•Deputy Director 
Human Resources 
at Stanford

•Chair Pacific Bus 
Group on Health

All Representatives to the California Exchange Board 

have been appointed

Paul Fearer

CALIFORNIA HEALTH BENEFIT EXCHANGE

June 22, 2011

•President 
California 
Endowment

•Board USC 
Center Public 
Policy

•LA Leadership 
Group

Dr. Robert Ross



Three Designs for an Exchange:

Passive/Distribution

• No control 
beyond ACA 
requirements

• “Billboard”

• No certs, QHP, 
minimum benefits 
or off-exchange 
rules

Manage/Coordinate

• Beyond ACA 
requirements but 
no aggressive plan 
negotiation

• Minimum bens 
and product rules

• Off-exchange 
rules similar to On

Active Market 
Mgmt

• Manages the 
insurance market

• Negotiates with 
plans strict CERT  
for plans

• Requirements in 
addition to ACA

HEALTH BENEFIT EXCHANGE



The potential 
dangerous cycle that could be 

triggered

Medicaid/Medicare
Private payors

Medical costs

High premiums cause 
further employer 

“dropping” and rise in 
subsidized individual 

coverage and 
uninsured, further 

burdening federal and 
state government 

budgets

Cost shifts from 
public to private 

payors, 
significantly 
increasing 
commercial 
premiums

2

3

Federal and state 
governments 
further reduce 
Medicare and 

Medi-Cal 
reimbursement 

rates

1

Leads to significant risk pool deterioration in insurance market 
and destabilization of overall payment and delivery system



Rule Takes Effect

       Glossary

 ASC Ambulatory Surgery Center

 CAH Critical Access Hospital

 CoP Conditions of Participation

 CY Calendar Year

 EMTALA Emergency Medical Treatment and Active Labor Act

 ESRD End Stage Renal Disease

 FQHC Federally Qualified Health Center

 FY Fiscal Year

 HAC Healthcare-Acquired Condition

 HIPAA Health Insurance Portability and Accountability Act

 HITECH Health Information Technology for Economic and Clinical Health Act

 HITPC Health Information Technology Policy Committee

 IPF Inpatient Psychiatric Facility

 IPPS Inpatient Prospective Payment System

 IRF Inpatient Rehabilitation Facility

 LTACH Long-Term Acute Care Hospital

 OPPS Outpatient Prospective Payment System

 PFS Physician Fee Schedule

 PPS Prospective Payment System

 QRP Quality Reporting Program

 RAC Recovery Audit Contractor

 RFI Request for Information

 RY Rate Year

 SEC Securities and Exchange Commission

 SNF Skilled Nursing Facility

 VBP Value-Based Purchasing 

Congress Passes Statute
Requiring

Issuance of Rule
Authorizing

Issuance of Rule

Agency Develops
Draft Proposed Rule

OMB Review of
Draft Proposal Rule

Legal Challenge

Court Determines
Legality of Rule

Congressional Review

Congress Votes on
Disapproval Resolution

Response to Comments/
Development of Draft Final Rule

Review/Approval of Draft Final
Rule within Agency/Department

OMB Review of
Draft Final Rule

Publication of Final Rule

Public Comments

Publication of Notice of  

Proposed Rulemaking

Review/Approval of
Draft Proposal Rule within

Agency/Department

Initiating Event

Federal Rulemaking Process

Alyssa Keefe 
Vice President Federal Regulatory Affairs 
akeefe@calhospital.org 
202-488-4688





UNCERTAINTY EXISTS
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