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Overview

In March 2020, most California acute care hospitals
began postponing elective admissions and nonurgent
care due to a statewide “shelter-in-place” order' and
a predicted surge of COVID-19 patients. Across the
state, hospital capacity was expanded from approxi-
mately 80,000 inpatient beds to nearly 130,000 as
facilities began repurposing space and procuring
additional equipment, supplies, and staff.” Meanwhile,
a significant number of patients began to forgo care
as economic activity and travel in the state dropped
precipitously. These developments had immediate
impacts on utilization, costs, and revenue in California’s
hospitals, with outpatient services and emergency
department (ED) visits falling by approximately 50%
in the 60 days after the statewide order took effect.’

This report updates prior estimates of the impact
of COVID-19 on utilization, costs, and revenue in
California hospitals through the end of 2020.* Utilization
and financial data covering calendar years 2019 and
2020 for 355 acute care hospitals, as reported to the
California Office of Statewide Health Planning and
Development (OSHPD), are incorporated. These 355
facilities are classified as “comparable” by OSHPD
and represent approximately 80% of hospital capacity
in the state. Excluded from the analysis are Kaiser hos-
pitals, which compose approximately 8% of statewide
bed capacity, as well as state, long-term psychiatric,
long-term care, and other noncomparable facilities.
The analysis is supplemented with daily registration
data representing approximately 40% of the volume
of the state’s acute care facilities using proprietary
data from Collective Medical Technologies (CMT).
CMT data allowed for estimated trends in hospital
inpatient admissions and emergency department vis-
its through June 2021.

The findings show that while total patient volume in
California’s acute care hospitals fell by 5% year over
year, net patient revenue increased by $1.3 billion,
largely driven by increased revenue from the Medi-
Cal program. After all revenues were aggregated
and expenses were deducted, California hospitals
reported a substantial decrease in total net income in
2020 compared to 2019. Still, net income remained
positive in 2020 at $3.47 billion compared to $7.96
billion in 2019.

Importantly, recent data covering the first half of
2021 show that hospital utilization is still below pre-
COVID-19 levels — inpatient admissions are down 7%
and ED visits are down 23% compared to 2019. Given
this continuing gap and recent increases in California
COVID-19 case rates, it is likely that hospital utiliza-
tion for the entire year of 2021 will remain below 2019
levels. As a result, California hospitals are unlikely to
see a return to pre-COVID-19 levels of profitability in
the near future.
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The COVID-19 Shutdown

Early in the COVID-19 pandemic, California Governor
Gavin Newsom issued a statewide “shelter-in-place”
order and requested that hospitals discontinue elec-
tive admissions and nonurgent care. These policies
were deemed necessary to free up hospital capacity
for the projected surge, as by design, hospitals and
health systems operate with limited spare capacity.

In 2019, the 355 acute care hospitals in this analysis
operated with an average occupancy rate of 60%
of “licensed bed” capacity and 63% of “available
bed” capacity. Hospital occupancy rates fluctuate
throughout the year related to seasonal factors. It is
worth noting that before the COVID-19 pandemic,
California’s acute care hospitals had experience man-
aging surges of patients during virulent seasonal flu
seasons — one as recently as the winter of 2017-18.°
Although this flu surge was much smaller than surges
associated with the COVID-19 pandemic, a number
of hospitals did postpone elective admissions to open
up capacity for urgent flu-related admissions.®

While California’s population increased more than 9%
between 2002 and 2019, total licensed hospital bed
capacity declined by 6%, reflecting, in part, growing
substitution of hospital outpatient care for inpatient
care. At the same time, a growing share of patients
admitted to California hospitals for inpatient care
accessed that care through a hospital’s emergency
room. As Exhibit 1 shows, California’s inpatient hospi-
tal system is now largely devoted to serving patients
with urgent and emergency medical needs, leaving
little excess capacity for unplanned surges of patients
requiring longer-term inpatient hospitalization.

On average, across all California hospitals in 2019,
there were 9,352 patients admitted each day, of which
more than 7,000 (fully 75%) were admitted through
hospital EDs and/or for maternity/childbirth.”

This general admission pattern results in limited capac-
ity for nonemergency patients — hypothetically only
slightly more than 2,300 COVID-19 patients could
be admitted each day across all California hospitals
(25% of daily inpatient bed capacity under normal
operating conditions), assuming all nonurgent patient
admissions are deferred and that emergency patients
continue to be admitted at 2019 rates.

Exhibit 1. Inpatient Admissions per Day, by Status,
California Hospitals, 2019

Maternity Admissions (births)

2,311

Nonurgent Admissions / Capacity for COVID-19 Patients

1,742

Emergency Admissions

5,299

Total Admissions per Day

9,352

Note: Data include all licensed California hospitals (N = 478).

Source: 2019 Calendar Year Hospital Utilization Pivot, California Health
and Human Services Agency (CHHS), December 15, 2020.
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COVID-19 Surges

California experienced two major surges of COVID-
19-related hospital inpatient admissions over the past
year: one during the summer of 2020 and one in the
winter months of 2020 and 2021.

The summer 2020 surge in COVID-19 patients in
California hospitals peaked in early July with 7,000
COVID-19 patients occupying general medical/
surgical beds and nearly 2,000 COVID-19 patients
in intensive care unit (ICU) beds across the state.
Cases surged again in late December 2020 and the
early months of 2021, far eclipsing the summer peak.
COVID-19 patients occupied 21,750 medical/surgical
beds and nearly 4,770 ICU beds in January 2021.2

While the two surges were substantial and dramatic,
Exhibit 2 suggests that the state’s total inpatient hos-
pital bed capacity withstood the demands of both.

However, demand for ICU beds by COVID-19 patients
during the two surges had a much greater impact on
total ICU bed capacity — at the peak, almost 70%
of ICU beds were occupied by COVID-19 patients,
leaving very limited ICU capacity for other patients
needing an intensive care bed.’

It is important to note that there was substantial vari-
ability in the surge levels across different parts of
California. Many parts of California experienced small
surges while other areas, such as Los Angeles, saw
COVID-19 admissions push some local hospitals to or
above full capacity during the winter surge. The Los
Angeles County Emergency Medical Services Agency
reported that during the peak of the January 2021
surge, COVID-19 patients used 54% of all medical/
surgical beds and 83% of ICU beds.™

Exhibit 2. Number of COVID-19 Inpatients and Percentage of Beds Occupied by COVID-19 Patients, by Bed Type,

April 1, 2020 to May 29, 2021

NUMBER OF COVID-19 PATIENTS IN ...

PERCENTAGE OF ... OCCUPIED BY COVID-19 PATIENTS

=== MEDICAL/SURGICAL BEDS === |CU BEDS —— MEDICAL/SURGICAL BEDS ICU BEDS
25,000 70%
60%
20,000
50%
15,000 40%
30%
10,000
20%
5,000
10%
A\
L | | | | | | | | I .
4/1/20 5/1/20 6/1/20 7/1/20 8/1/20 9/1/20 10/1/20 11/1/20 12/1/20 1/1/21 2/1/21 3/1/21 4/1/21 5/1/21
Note: ICU is intensive care unit.
Source: "COVID-19 Hospitalization Tracking Project: Download Data,” University of Minnesota.
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COVID-19 Impacts
Hospital Utilization

Total Hospital Discharges and
Outpatient Visits Below 2019 Levels

Hospital utilization in California declined sharply in
the second quarter of 2020, and while it rebounded
some, utilization never returned to 2019 levels for the
remainder of the year. Hospital discharges fell by 20%
in Q2 of 2020 and remained 9% below 2019 levels for
Q3 and Q4 of 2020 (Exhibit 3). Hospital outpatient vis-
its, both emergency department and nonemergency
visits, fell by 29% in Q2 of 2020 and remained 6% to
7% below 2019 levels for Q3 and Q4 of 2020.

Exhibit 3. Change in Hospital Discharges and Outpatient
Visits, by Quarter, 2019-20

ma W Q2 Qa3 Q4

Discharges

Outpatient Visits

Note: Includes California comparable hospitals (N = 355), excludes Kaiser.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and
2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.

Change in Hospital Case Mix

While overall hospital patient volume was down in
2020 compared to 2019, the mix of patients utilizing
California’s hospitals changed as a result of COVID-
19. Interviews with hospital officials conducted for
this study suggest that COVID-19 affected patient
mix in two ways. First, there was a reduction in
elective admissions as a result of public health guid-
ance to discontinue elective services for part of the
year. Compounding this, the resumption of elective
admissions was delayed in many hospitals due to a
shortage of personal protective equipment (PPE) and
COVID-19-related reconfigurations. In addition, many
patients decided to delay care even when hospitals
restored elective capacity, and there were fewer emer-
gency admissions due to reduced auto accidents and
other trauma because of the shutdown and reduced
outdoor activity.""

Partially offsetting the decline in admissions was new
utilization related to COVID-19 patients who were
treated in hospital EDs and utilized inpatient medical/
surgical and intensive care beds. The net result is that
average case-mix severity and inpatient lengths of
stay increased in 2020 compared to 2019. Exhibit 4
shows that the 9% decline in inpatient discharges was
almost completely offset by an 8% increase in average
length of inpatient stay, resulting in a slight decrease
(2%) in total inpatient days in 2020 relative to 2019
(see page 7). Overall, total hospital volume, measured
by adjusted hospital days, which takes into account
both inpatient and outpatient volume, was down 5%
for the year 2020. On the outpatient side, ED visit vol-
ume was far more affected by COVID-19 than other
outpatient visits. This may suggest patients were more
concerned with COVID-19 transmission in some set-
tings than in others, and that ambulatory care declines
were partially offset by the rapid increased adoption of
telehealth services to replace in-person visits.

California Health Care Foundation
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Exhibit 4. Change in Hospital Inpatient and Outpatient
Use Relative to Pre-COVID-19 Levels, 2019-20

Discharges

-9%

Average Length of Stay

Inpatient Days

=i

Outpatient Visits

Emergency Department Visits

Total Volume (adjusted days)

Hospital Utilization Declined for All
Major Payer Groups

While all the major payers experienced a decline
in utilization as a result of COVID-19, there is varia-
tion in terms of the magnitude of impacts. Medi-Cal
experienced the largest drop in outpatient visits but
the lowest drop in total inpatient days. Medicare
discharges fell by 11%, the largest of any payer, and
third-party commercially insured inpatient discharges
dropped slightly less, by 9% (Exhibit 5). All payers
experienced the changing case-mix effect caused by
increased average length of stays, ranging from 6% to
10%. Combined, overall hospital volume, measured
by total adjusted hospital days, decreased in a fairly
narrow range across major payers, lower by 3% to 5%
in 2020.

Exhibit 5. Changes in Hospital Inpatient and Outpatient Use Relative to Pre-COVID-19 Levels, by Major Payer, 2019-20

M Discharges M Average Length of Stay

M Inpatient Days

| | Outpatient Visits [ Total Volume (adjusted days)

L Medi-Cal |

Medicare

TOTAL |

Third Party ||

FIGURES 4 AND 5:

Notes: Data include California comparable hospitals (N = 355) and excludes Kaiser. Adjusted days is a measure to convert and add the value of outpatient
services as an inpatient day equivalent (inpatient days x [gross patient revenue + gross inpatient acute care revenue]). Third party refers to commercial,
primarily employer sponsored health care coverage. All payer types include both fee-for-service and managed care plans.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and 2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.
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COVID-19 Impacts Both
Hospital Gross Revenue
and Net Revenue

Increased Case-Mix Severity and
Longer Lengths of Stay Contributed
to Higher Gross and Net Revenues

As shown in Exhibit 6, gross revenue per discharge
in 2020 was 12% higher than in 2019. Gross revenue
per inpatient day was also higher, reflecting longer
average lengths of stay in 2020. Gross revenue per
outpatient visit increased by 7% in 2020 relative to
2019. Net revenue per unit of output (e.g., discharge,
day, visit) followed a pattern similar to gross revenue
except that per unit net revenue growth was approxi-
mately two percentage points higher for all three per
unit measures.

Exhibit 6. Change in Inpatient and Outpatient Gross and
Net Revenue per Unit of Output, 2019-20

I Discharges M Inpatient Days M Outpatient Visits

Gross Revenue per Unit

Net Revenue per Unit

Note: Includes California comparable hospitals (N = 355), excludes Kaiser.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and
2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.

Several factors likely contributed to per unit increases
in both gross (charges) and net revenue per unit in
2020 compared to 2019. Increased case-mix severity
in 2020 compared to 2019 resulted in longer average
lengths of stay and an increase in gross charges per
patient. In addition, hospitals typically increase their
chargemaster rates at the start of each year, generally
from 2% to 8% (about half the hospitals in this analysis
had their new fiscal year begin in January 2020), and
hospitals typically will negotiate increases in prices
(net revenue per unit) from one year to the next or
have increases built into multiyear contracts.

Despite Decline in Hospital Use,
Net Patient Service Revenue Grew
Slightly from 2019 Levels

While overall utilization, as measured by adjusted
days, declined for all major payers, total net patient
service revenue from all payers grew by $1.3 billion, or
1%, compared to 2019 (Exhibits 7 and 8 on page 9).
However, there is substantial variation in the change in
net patient service revenue across the major payers.
Net patient service revenue from third-party payers
declined by more than $1.3 billion, or 3%, compared to
2019. Medicare net patient service revenue increased
slightly, by $700 million, or 2%. Medi-Cal net patient
service revenue showed the greatest change during
the COVID-19 pandemic year, increasing by over $2.8
billion in 2020, or more than 10% above 2019 levels.

Increases in Medi-Cal revenue was driven in part by
various supplemental hospital payments for prior year
services unrelated to COVID-19 for Medi-Cal fee-for-
service and managed care members.'? For example,
supplemental payments made to private hospitals in
2020 were for dates of service back to state fiscal years
(SFY) 2017 to 2019 (through December 31, 2018)."
Currently, California has received waiver approval
for the private hospitals’ Quality Assurance Fee pro-
gram for Medi-Cal for dates of service for SFY 2019
to 2022." Public hospitals in California operate under
a different Medi-Cal supplemental payment struc-
ture. Major supplemental funding comes through the
Public Hospital Redesign and Incentives in Medi-Cal

California Health Care Foundation
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Exhibit 7. Net Patient Revenue (billions), by Major Payer, 2019 and 2020

= 2019 W 2020

$47.4 | $46.1
$38.3 | $39.1

Medi-Cal Medicare Third Party TOTAL

Medi-Cal net patient service revenue showed the greatest

change during the COVID-19 pandemic year, increasing by over
$2.8 billion in 2020, or more than 10% above 2019 levels.

Exhibit 8. Change in Net Patient Revenue and Total Volume (Adjusted Days), by Major Payer, 2019-20

CHANGE IN NET PATIENT REVENUE
(BILLIONS)

Medi-Cal Medicare Third Party TOTAL CHANGE IN...
10% 2% -3% 1% Revenue
-3% -4% -5% -5% Total Volume
FIGURES 7 AND 8:

Notes: Data include California comparable hospitals (N = 355) and excludes Kaiser. Adjusted days is a measure to convert and add the value of outpatient
services as an inpatient day equivalent (inpatient days x [gross patient revenue + gross inpatient acute care revenue]). Third party refers to commercial,
primarily employer sponsored health care coverage. All payer types include both fee-for-service and managed care plans.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and 2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.
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(PRIME) quality improvement program under the cur-
rent federal Medi-Cal 2020 Section 1115 waiver,™
and changes to the Medicaid managed care rule that
established the Quality Improvement Program and
the Enhanced Payment Program.™

Many of these supplemental payments are financed
by assessing private hospital fees and public hospital
intergovernmental transfers (IGTs) that are used as the
state government dollars to draw down additional fed-
eral Medicaid funds. Both private and public hospitals
also benefited from the 6.2% increase in federal match
for Medicaid programs authorized by the Coronavirus
Aid, Relief, and Economic Security (CARES) Act
because it reduced the fees and IGT amounts paid by
the facilities in 2020.

Increased Medicare net revenue was likely driven in
part by the 20% increase in reimbursement (above
2019 levels) for diagnoses related to COVID-19
patients and a temporary halt to the 2% Medicare
payment reduction required by sequestration under
the Budget Control Act of 2011." In addition, both
Medi-Cal and Medicare modified their reimbursement
policies to pay providers for telehealth visits at the
same rate as in-person rates.

Another program that likely affected hospital report-
ing of Medicare revenue is the Medicare Advanced
Accelerated Payments (MAAP) program. This program
allowed hospitals to receive accelerated payments
from Medicare to be netted against future Medicare
volume and billings. In essence, these payments are
loans against future volume that will have to be paid
back.”® Initially, there was differing guidance on how
these funds should be reported.”” Based on interviews
for this report, some hospitals accounted for these
payments as loans and, as such, did not report these
funds as patient service revenue in 2020, while other
hospitals may have. Final guidance required MAAP

be reported as loans. This is expected to be prop-
erly reported in the OSHPD annual financial reports,
but the quarterly data are not expected to reflect any
corrections. Therefore, there is probably some over-
statement of the Medicare patient revenue in the
OSHPD quarterly reports. To the extent this occurred,
future Medicare payments and future Medicare patient
revenue will be lower, as reporting corrections are
made and the advanced payment funds are repaid.

Capitation Revenue Increased from
Pre-COVID-19 Levels, Stabilized
Some Hospitals

Capitation revenue is paid per capita for an enrolled
population. As such, capitation revenue received by
hospitals is affected by enrollment levels and is less
sensitive to the decline in volume due to the pan-
demic. In 2020, capitation revenue paid to California
hospitals increased by more than $500 million, or over
11% (Exhibit 9 on page 11). Medi-Cal capitation rev-
enue was the largest component of this increase, both
in dollars and as a percentage, likely due to increased
enrollment in the Medi-Cal managed care program in
2020.

California Health Care Foundation
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Exhibit 9. Capitation Revenue (Amount and Percentage Growth), by Major Payer, 2019-20

CAPITATION REVENUE (BILLIONS) @ GROWTH, 2019-20
W 2019 M 2020

Medi-Cal Medicare Third Party TOTAL

Notes: Data include California comparable hospitals (N = 355) and excludes Kaiser. Third party refers to commercial, primarily employer sponsored health
care coverage. All payer types include both fee-for-service and managed care plans.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and 2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.

In 2020, capitation revenue paid to California hospitals
increased by more than $500 million, or over 11%. Medi-Cal

capitation revenue was the largest component of this increase,

both in dollars and as a percentage, likely due to increased
enrollment in the Medi-Cal managed care program in 2020.
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COVID-19 Raised
Hospital Operating
Expenses and Reduced
Hospital Net Income

Operating Expenses Increased
Substantially in 2020

Despite reductions in total volume, California hospitals
experienced a substantial 8% increase in total operat-
ing expenses in 2020 compared to 2019 (Exhibit 10).
Some of this cost increase is explained by higher case-
mix severity and average length of stay, including
longer-stay COVID-19 patients.

Exhibit 10. Change in Total Hospital Volume and
Operating Expenses, 2019-20

CHANGE FROM 2019

2019 2020 DAYS/$ %
Total Volume 27.24 26.01 -1.23 -5%
(adjusted days, millions)
Operating Expenses  $111.48 $120.75 $9.27 8%

(billions)

Note: Includes California comparable hospitals (N = 355), excludes Kaiser.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and
2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.

Another major contributor to increased operating
expenses in 2020 is the additional costs incurred in
preparing for and implementing new COVID-19-
related procedures to ensure patient and staff safety
while continuing to serve all patients.

Surge preparation generated conversion and con-
struction costs, as hospitals established new COVID-19
surge capacity on general medical/surgical floors and
in cafeterias and parking lot tents. Isolation (negative
pressure) rooms and expanded ICU capacity requires
renovated HVAC (heating, ventilation, and air condi-
tioning) systems to improve infectious disease control,
and many hospitals reportedly developed “hazmat
rooms” near ambulance bays and the emergency

department to permit safe transfer to pandemic-ready
areas of the facility. Supply shortages, for ventila-
tors and for PPE such as masks, face shields, gowns,
and gloves, led to substantial increased costs for
many items.?’ Increased COVID-19 testing likely led
to increased costs for laboratory supplies, including
reagents, swabs, and vials.

Anecdotal reports suggest that many hospitals faced
significant shifts in staffing demands, such as increased
need for respiratory therapists and ICU nurses, which
required training and reassignment. Some hospitals
systems moved clinical staff among facilities, incurring
travel, hotel, and meal costs. Other hospitals, with
state and local government assistance, provided local
hotel accommodations for staff who were concerned
about bringing the infection home to family members.
Increased costs for traveling or per diem nurses and
therapists were reported to be as high as 200% to
300% of 2019 levels.?" Administrative and ambulatory
clinic staff were reassigned and new people were hired
for various security and gatekeeping functions, such
as patient check-in, temperature checks, and capac-
ity control. In the outpatient ambulatory care setting,
many hospitals expanded their telehealth capability
and had to ramp up computer and technical support
for administrative and clinical staff who began to work
remotely.

Later in the year, and likely not fully reflected in the
OSHPD data reported through the 4Q of 2020, is
the expense associated with preparation and rollout
of hospital COVID-19 vaccination sites. Initial setup
includes expenses for appropriate refrigeration and
storage to properly handle vaccine supply and distri-
bution, staff training, vaccination of hospital staff and
contract workers, and outreach to patients as the vac-
cines became available. The expenses associated with
establishing and administering vaccine sites will likely
be reported in the hospital financial submissions for
the first two quarters of 2021.

California Health Care Foundation
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Both Operating and Total Margins
Declined in 2020 Compared to 2019

While net patient service revenue growth was slightly
positive in 2020 compared to 2019, it was not enough
to offset reduced volume and higher operating
expenses tied to the COVID-19 pandemic. Total net
patient service revenue grew by $1.3 billion while total
operating expenses grew much more substantially —
by $9.3 billion, or 8%, compared to 2019 (Exhibit 11).
This increase in operating expenses was partially offset
by grants from the federal government to aid hospi-
tals in coping with the challenges of operating during
COVID-19 in 2020. In addition, the state purchased
and distributed PPE, ventilators, and other essential
supplies to California’s hospitals and other health care
providers.”

These federal grants, primarily Provider Relief Funds
through the CARES Act and to a lesser extent Payroll
Protection Payments, funds for COVID-19 testing and
diagnosis, and reimbursement for uninsured COVID-
19 patients, likely explain the substantial increase in
other operating revenue reported by California hos-
pitals in 2020 — an increase of $3.7 billion, or 76%,

Exhibit 11. Change in Total Revenues and Expenses, 2019-20

Net Patient Revenue
+ Other Operating Revenue
Total Operating Revenue
— Operating Expenses
Net from Operations
+ Nonoperating Revenue
— Nonoperating Expense (est. 32%)
Net Contribution Nonoperating Revenue (est.)

Total Net Income

Source: OSHPD Quarterly Data, 2019 and 2020.

compared to 2019. While there were multiple gen-
eral and targeted hospital distributions through the
Provider Relief Funds, the cumulative impact was to
grant most health care providers at least 2% of their
previous annual revenue.”® As of July 2021, federal
records indicate California hospitals had secured a bit
less than $6 billion of CARES funding,” and providers
collectively had been awarded $14.9 billion.” Over
50,000 California providers have attested to $10.8
billion in Provider Relief Funds and/or $1.5 billion in
reimbursement from the Uninsured Relief Fund.?

However, these additional other operating funds
were not enough to offset the substantial increase
in operating expenses, resulting in a total loss from
operations of approximately $206 million. Hospitals
typically rely on other funds — nonoperating revenue,
which is revenue from non-patient care activities, such
as investment income, rentals, donations and grants,
and miscellaneous income from parking fees and
cafeteria and gift store sales — to supplement their
budgets and operations in normal times. This stream
of funds also suffered a decline in 2020, decreasing by
$367 million, or 6%, compared to 2019.

millions millions millions %
$110,666 $112,001 $1,335 1%
$4,843 $8,543 $3,700 76%
$115,509 $120,544 $5,035 4%
$111,477 $120,750 $9,274 8%
$4,032 -$206 -$4,238 -105%
$5,778 $5,412 -$367 -6%
$1,849 $1,732 -$117 -6%
$3,929 $3,680 -$249 -6%
$7,961 $3,474 -$4,488 -56%

The Financial Impact of COVID-19 on California Hospitals: January 2020 through June 2021
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When all revenues are aggregated and expenses are
deducted, California hospitals reported a greater than
56% decrease in total hospital net income in 2020
compared to 2019 — falling from $7.96 billion in 2019
to $3.47 billion in 2020, a decline of $4.49 billion.

The average total net income margin for the 355
California hospitals included in this study was a posi-
tive 6.56% in 2019 and a positive 2.76% in 2020.

Exhibit 12 compares the distribution of total net
income margins at the hospital level in 2019 and 2020
based on reported total net income margins (mea-
sured as total net income from all sources divided by
net patient service revenue + nonoperating net reve-
nue) reported by hospitals to OSHPD in their calendar
year quarterly reports.

Not surprisingly, the distribution shifted between
2019 and 2020, with a greater number of hospitals
reporting negative total net income margins in 2020
and many hospitals reporting lower total net income
margins in 2020 compared to 2019. In 2019, 2.5% of
hospitals reported negative total margins of 30% or
greater. This percentage increased to 3.4% in 2020.
On a cumulative basis, 20% of hospitals reported
5% or greater negative total margin in 2020, up from
18.9% in 2019.

Exhibit 12. Change in Distribution of Hospitals, by Total
Income Margin, 2019 and 2020

TOTAL INCOME MARGIN
(% OF HOSPITALS)

CUMULATIVE
2019 2020 2019 2020

Negative and Breakeven Margins

-30% 25% 34% 25% 3.4%
-20% 28%  3.6% 5.4% 7.0%
-10% 65% 57% 11.8% 12.7%
-5% 7.0% 73%  189% 20.0%
0% 121% 15.0% 31.0% 35.0%

Positive Margins

5% 18.0% 17.4% 18.0% 17.4%
10% 17.7% 17.6% 35.8% 35.0%
20% 18.6% 17.0% 54.4% 52.0%
30% 87% 10.0% 63.1% 62.0%
>30% 6.0% 3.0% 691% 65.0%
Total 100% 100%

Note: Includes California comparable hospitals (N = 355), excludes Kaiser.

Sources: 2019 Quarter 4 - Sum of Four Quarters, CHHS, April 10, 2020; and
2020 Quarter 4 - Sum of Four Quarters, CHHS, and April 15, 2021.
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To provide insight into 2021, Exhibit 13 summarizes
data covering 2020 and the first half of 2021 from a
large sample of California hospitals based on patients
that registered at a hospital for an inpatient admis-
sion or emergency department visit. These data show
that hospital inpatient and ED use were well below
pre-COVID-19 (2019) levels for 2020 and continue to

lag pre-COVID-19 levels from January through June
2021. Cumulatively, inpatient admissions are down
by 7% and ED visits are down 22% for the January
through June 2021 period compared to 2019. The
early months of 2021 saw the steepest declines of
volumes and, while now trending up, have still not
returned to pre-COVID-19 levels.

Exhibit 13. Inpatient Admissions and Emergency Department Visits, 2020 and January to June 2021, Compared to Same

Period in 2019

M 2020 M 1/21

W 2/21

W 3/21

a1

0%

M 5/21

M 6/21 January to June 2021

I Inpatient Admissions |

Source: CMT hospital registration data.

Emergency Department Visits -]
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Conclusions

Overall, the data paint a mixed, and in some cases,
surprising picture. Early studies of the effects of
COVID-19 on hospitals generally predicted deep and
sustained volume, revenue, and net income reduc-
tions. While hospitals did experience negative effects,
the quantitative impact was not nearly as great as
some analysts predicted.

Hospital volume did decline across all services
— inpatient admissions, outpatient visits, and emer-
gency visits — but overall total volume (inpatient +
outpatient) was down only 5% for 2020. Increases in
gross charges per unit and net revenue per unit of out-
put helped to offset the projected revenue impact of
volume declines. As a result, total net patient service
revenue from all payers grew by $1.3 billion, or 1%,
compared to 2019.

Despite similar reductions in overall volume, a range of
3% to 5%, there is substantial variation in the change
in net patient service revenue across the major pay-
ers. Net revenue from third-party payers — the largest
payer — declined by 3% in 2020, while Medicare net
patient service revenue increased slightly, by $700 mil-
lion, or 2%.

The Medi-Cal program, which has grown substantially
over the last 10 years, primarily due to California’s
implementation of the Medicaid expansion provisions
of the Affordable Care Act, provided a significant
contribution to stabilizing the economic status of

California’s hospitals during 2020. Medi-Cal was the
most important payer in stabilizing the financial sta-
tus of many California hospitals during the COVID-19
pandemic in 2020, providing an increase in patient
service revenue of more than $2.8 billion, or 10%
greater than 2019 levels.

The biggest negative effects of COVID-19 on hospital
net incomes came not from volume declines but from
rising operational costs. Typically, with a mix of fixed
and variable costs, one expects that reduced output
results in lower total costs. Given the 4% decline in
overall hospital volume, and assuming 50% fixed
and 50% variable costs, total expenses should have
declined by 2%. However, total operating expenses
grew by 8% in 2020 over 2019. Most of these increased
expenses are likely tied directly to the added costs of
providing the necessary resources and capacity to
safely operate during the infectious COVID-19 pan-
demic. There were reported shortages of almost all
needed inputs — labor, equipment, and COVID-19-
related PPE. These dynamics led to much higher input
costs than in normal times, contributing to the spike
in hospital costs during COVID-19. Underlying patient
case-mix severity also increased during 2020, which
added to the rise in average costs per unit.

An important part of the story of hospital finances in
2020 was the role of the federal government in provid-
ing subsidies to hospitals in anticipation of increased
COVID-19-related costs and reduced volume due to
shutdowns. The data gathered for this report sug-
gest that these subsidies were critical in stabilizing
the financial status of many California hospitals. Given
that increased costs substantially exceeded growth in
net patient service revenue, hospital total net incomes
would have been substantially more negative in 2020
without government assistance. Based on the broad-
est measure of hospital financial performance — total
hospital net income margins — California hospi-
tals reported lower margins in CY2020 compared
to CY2019. While 20% of hospitals reported 5% or
greater negative total margin in 2020, up from 18.9%
in 2019, this erosion in margin was not nearly to the
degree expected in the early days of the pandemic.
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The hospital inpatient admission and emergency
department utilization data for the first six months of
2021 indicate that many of California’s hospitals are
likely to be significantly affected by COVID-19 well
into 2021. Data for January through June 2021 report
total inpatient admissions are still down 7% from pre-
COVID-19 levels and ED visits are down 22%. While
utilization was trending up toward pre-COVID-19 lev-
els by June 2021, hospital utilization, as evidenced
before, is subject to rapid and significant downward
spikes if there are new COVID-19 outbreaks and con-
sumers feel unsafe going to hospitals. Based on the
data available to date, it is likely that California hospi-
tals will end 2021 at inpatient and utilization levels that
are still below pre-COVID-19 levels.

It is important to recognize that these analyses present
an initial picture of the evolving impacts of COVID-
19 on the performance of California hospitals. The
analyses are based on the most recent available data
from the OSHPD quarterly financial reports which are
filed very soon after the end of each quarter and are
subject to revision and updates. As a check for this
paper, quarterly data for 2019 were compared with
the OSHPD 2019 annual data filed after the close of
the year by each hospital. Only small differences were
found (less than 1%) for statewide totals across all
hospitals.”” As such, our findings reporting aggregate
performance of 355 California hospitals are likely to
hold up over time for many hospitals.

However, actual final hospital profitability status for
2020 may change for some hospitals as they update
their reporting to OSHPD. 2020 revisions may be more
frequent and substantial compared to previous years
as hospitals restate how they account for the various
COVID-19-related payments from governmental pro-
grams. And finally, it is important to note that there
are substantial differences in financial performance
at the hospital level and across hospitals that vary by
location, patient population demographics, payer
mix, and ownership that may differ from aggregate
analyses. These represent important areas for future
research.
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