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Social Spending vs Health Spending T/

The U.S. is an anomaly in health
and social spending patterns

M Health expenditures as % of GDP Social service expenditures as % of GDP
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National Health Expenditures
By Category

$235.6B $2,330.1B
Other,® 11.4% Other,® 15.5%
Nursing Home Care, 6.48% . 0
Other Medical Durables and Nursing Home Care, 5.88%
Non-durables, 5.88% Other Medical Durables and
Prescription Drugs, 5.11% Non-durables, 3.35%
Home Health Care, 1.01% Prescription Drugs, 10.73%

Other Professional,® 7.1% Home Health Care, 2.93%

Other Professional,® 7.3%

Physician Services, 20.25%
Physician Services, 21.71%

Hospital Care, 42.67% Hospital Care, 32.58%

1980 2009

Source: Centers for Medicare & Medicaid Services, Office of the Actuary. Data released January 6, 2011.

@ Excludes medical research and medical facilities construction.

@ 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.

@ “Other” includes net cost of insurance and administration, government public health activities, and other personal health care.

@) “Other professional” includes dental and other non-physician professional services. Source: American HOSpit&' Association 3
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Hospital Spending r/il

7%

Staff education, training,
recruitment and other
direct costs

8%

Buildings and
life saving
equipment

958%

Labor Costs

27%

Medical
supplies
and services
provided to
patients

58%

Nurses, doctors,
health professionals
and other workers




California Hospital Wages

2011 Medicare Hospital Wage Index - the Top 11 in

8 1.9 t—hﬁNatfeﬁ Santa Cruz (over two times higher than
- the national mean than NYC)
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Shortages of Workers Drive Up Labor Costs for Hospitals

Percent Change in Employment Cost Index,® All Private Industri

s and
Hospitals, March 2001 to March 2010

California
Hospitals
54%

38%

27%

Percent Change in Cost Index

Private Industry Hospitals

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.
(M The ECI is a measure of the change in the costs of labor.

Source: American Hospital Association



Aging

Population Distribution

2010-2020
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2010 29

CAGR: 0% 3%
2020 29
0 10 20 30 40 50

B Under 55 Population in Millions

55 to 65
@ Over 65

Source: American Community Survey 2007, US Census 2010, Deloitte Analysis

Virtually all
projected growth
In the state will be
driven by seniors
(aged 55+)
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Utilization — Aging Population I/

Beyond coverage shifts, aging will also drive a significant increase in the utilization of inpatient services

Medicare Inpatient Utilization / 1000
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Chronic lllness vs. Current Utilization Rates
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Chronic Disease Incidence



Chronic lliness I/l

Population Health Management
Costs & Risks

4 50 / of Americans have at
\. 0 least 1 chronic disease
& _ :
m of these aren’t getting
recommended care

700 / of deaths are caused
0 by chronic diseases

Chronic disease accounts for $3 of every $4,
or 75% of national healthcare spending
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Hospitals will Continue to Treat Sicker Patients That Require /i
Specialized Care

Inpatient Case-mix Index (CMI) for the years 2001-2010
CMI
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Implementing Reform Will Create Financial Challenges m’"
For Hospitals

Expected Medicare Shortfall Over the Next 10 Years
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
burdens on top of

historical payment

Hospitals face
more than $22
shortfalls. B Hospital Medicare Losses
- Medicare Reductions ACA, CIiff & Other

=
=
1]
=
o3
&

biflion in Medicare
payment reductions
over the next ten
years, creating
massive financial

$9 Billion
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Shifting Costs I/

60 -

55 -

50 -

45 - Private payor

40 - — = Medicare

35 1 — = Medi-Cal (including DSH)

30 -

o5 (" . . . o)
Reductions in Medicare and Medi-

20 1 Cal reimbursement have required
151 hospitals to increase charges to
10 +

private payers for sustainability y

N
-10 + \\_
S I tiuinial TN IO ——
-20 - ""-.._________Q. — — e
25 - Sso
-30 - --"-------________
_35 |
-40

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Estimates



W7
. . L /i
California State Expenditures Are Historically Low

California per capita costs historically below many other states,
8% below the U.S. average, and growing at slower rate

9,278

Per capita health expenditures, 2009 8,341

Dollars

6,782 Matheas I = =

CA growth of
5.7% CAGR vs.
5.9% CAGR for

U.S. overall
from 1994-2009

- J

CA uT NV WA us. IL FL NJ NY MA
average

SOURCE: National Health Expenditure Accounts 1998-2009 Issued 2011 13



California State Expenditures Are Historically Low

Consistently lower utilization levels have been a major
contributor to California’s healthcare cost advantage

Admission

ER visits

Inpatient days

Outpatient visits

92
114

294
412

468
614

Utilization rates in 2010-
Number of encounters/days per 1,000 population

1,388

2,108
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California
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California
ranking?

13th

2nd

7th

5th
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From Providing Care to Managing Health I/

...... Health Benefit

[N
V Exchange \ Government
Employer —

Enrollment Enrollment

Popuiation
Manager

-
-

Hospital Physicians Ancillary Pharmacy Behavioral

Source: Kaufman Hall and Assoc.



Summary — Drivers of Hospital Costs (il

« Inadequate levels of social resources and community supports

« Labor shortages and high-cost of California workers

« Aging population increasing chronic disease

 Increasing complexity of patients treated in hospitals

« Government program under-funding leads to cost shift and lack of
access to primary services — more emergency department use and

Increased hospitalization



Solutions — Lowering Healthcare Spending T/

« Appropriate levels of social support will reduce healthcare costs

» Eliminate staffing ratios to ease labor supply and lower costs

* Increase care management and population health principles

* Ensure access to primary care and reduce unnecessary
emergency room use or hospitalization

* Adequately fund government programs to reduce the shift



