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Presentation Notes
Thank you for inviting me to speak to you today.  My name is Joe Harrington and I am the president and CEO of Lodi Memorial Hospital.  On behalf of the California Hospital Association and the more than 400 member hospital and health systems in California, I am here today to talk about the close and consistent relationship between hospital prices and the cost of providing care.  



Hospital Cost Drivers

• Prices directly related to the costs of 
providing services to patients and 
communities

• Prices reflect:
– Wages
– Capital Investment
– Level and specialization of care
– Increasing uncompensated care

Presenter
Presentation Notes
Recent studies have concluded that there is a strong relationship between hospital prices and the cost of providing care.  The reason for the growth in costs is attributed to the growing, yet essential, cost of labor and new technology, such as electronic health records, and the level and specialization of services.  Costs vary among hospitals depending on patient’s severity of illness, mix of government and commercial payors, and the range of services offered which effect other factors such as higher staffing ratios or the use of more expensive technologies.  

Nationally labor costs grew by about 6 percent a year from 2002 to 2009.  In California the labor costs have grown at a higher rate per year of 7.8 percent per year.  Labor expenses are the largest cost driver, accounting for about 53 percent of all expenses.  About 80 percent of the labor cost increase is attributable to higher labor costs per hour and about 20 percent is attributable to higher staffing intensity.  

Hospital supply costs – pharmaceuticals, devices and other supplies – account for 16 percent of total expenditures and are growing at over 6 percent per year.  The rising labor, supply and other costs, combined with seismic mandates, have led to an annual rate of increase in California hospital prices of 10.6 percent – nearly double the 5.5 percent average nationwide.





Hospital Costs

Hospital costs have accounted for a 
steady proportion of national/state 

healthcare expenditures
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In the broad context of national healthcare expenditures, hospital care accounts for a steady proportion of the national health care expenses over the past decade of slightly more than 30% and is expected to maintain that level over the next decade.  Not surprisingly, labor costs account for more than half of hospitals’ total expenses.  



Hospital Costs

Hospital costs 
are directly 
related to the 
cost of 
providing 
health care to 
patients

Presenter
Presentation Notes
Cost and revenue trends, per adjusted admission over the last decade shows that at the national and state levels shows that hospital revenues closely tracked cost increases.  These trends show that revenues are closely tracking costs, and that costs are key factors driving hospital price increases.  California’s average per capita expenditures are 12 percent below the nation as a whole – which is particularly noteworthy considering that California’s cost of living is 35 percent above US averages, and we are the 6th most expensive state in terms of the overall cost of doing business.  



Hospital Costs

Medicare and 
Medi-Cal 
account for 
over $8 billion  
of the $12.2 
billion in 
uncompensated 
care costs for 
hospitals

       Uncompensated Costs of Providing Care
Medicare Medi-Cal Charity/Other

Costs        

$3.8 billion $3.8 billion
$4.6 billion

Total uncompensated cost of providing care $12.2 billion
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An increasingly significant issue for hospitals is the growth in the patients covered by the Medicare and Medi-Cal programs – these patients now constitute more than 63 percent of all admissions.  Neither program pays the full cost of care.  Medicare paid about $3.8 billion less in payments than the actual cost of providing care, and Medi-Cal paid $4.6 billion less in payments than the actual cost of providing care.  The remaining $3.8 billion in uncompensated care includes charity care and bad debt costs.  While the shortfalls from caring for patients without sufficient compensation to cover costs require hospitals to absorb and address some of those costs, some must be offset by other sources of revenue, including private payors, in order for the hospital to remain viable.  Reimbursement shortfalls have increased in significance with the increasing proportion of patients covered by Medicare and Medi-Cal.



Hospital Costs
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California’s commercial insurance premiums rose 117.5 percent from 2002-2009, an average of 10.2 percent per year.  A major component of this increase can be attributed to the significant cost shift to the private sector to subsidize the losses that California hospitals and other providers suffer on Medi-Cal and Medicare patients, which have grown dramatically over the past decade.  California now ranks 49th in the nation in Medicaid payments to providers and 50th in the nation in per-beneficiary spending – a level that is now 39 percent lower than in the nation as a whole.  Medicare payment rates are also quite low relative to private insurer rates, as Medicare has largely relied on unit price reductions to manage cost growth and has not effectively managed variations in utilization relative to the gains made in the private sector, worsening the cost shift to the private sector.  

Rising commercial premiums, combined with California’s deteriorating economic climate, have in turn contributed to rapid declines in employer-sponsored and individually-purchased insurance coverage and associated increases in the uninsured as well as in the Medi-Cal population.  These developments have worsened the cross-subsidies inherent in the system.



Hospital Costs

• California has led the nation in cost- 
effectiveness
• History of payment and care delivery 
innovation
• Lower per capital health care costs
• Health care reform will move more 
patients to Medicare and Medi-Cal
• Costs are driven by cost inputs
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California has historically led the nation in healthcare innovation and cost effectiveness, and we must build on that strength to set an example for effective healthcare reform implementation.  Our healthcare system has numerous strengths, may resulting from our history of payment and care delivery innovation and shared risk among providers and health plans – including the slower rate of health expenditure growth relative to the rest of the nation.  Our lower per capital health care costs despite our higher cost of living, and an excellent track record of managing utilization of costly healthcare services.  Expansions in Medi-Cal, coupled with significant reductions in Medicare payment rates will cause tremendous pressure to further “cost-shift”.  The cost shift offsets losses suffered on Medicare and Medi-Cal by raising rates charged to private health insurers, thereby making health insurance even less affordable.  



Hospital Costs

Thank you  - Questions?
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