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JTHEY"RE BACKCapitola Health Center
PARTII Developers Return For

ANOTHER SPIN AT THE WHEEL

Do Mini-Hospitals Save Money for Patients?

Making Sense
of NDNSENSE

1991 Revenue Per Case and Per Day

numbers don’t match.-

The wﬁ‘gure’s don’t

make sense. . The odds

~ But despite the uncertainties

and apparent discrepancies in

their plan to open a small hospi-
tal in Capitola, proponents of
the proposed Capitola Health

Center remain loyal to the

broject. Granted, most of these

olks are local doctors who have
portedly collectively invested

‘more than $500,000 in the deal

to date, which is to say that at

least for some this remains a
Very important matter.

73 It is these guys and gals who
will go before Capitola’s City
: Council once again on Novem-

: ‘»ber 12, 1992 to petition council

: members to grant them a permit
_ to build a small health care cen-

'ter on the bank of Soquel Creek

& Just south of Highway 1.

- health care campus.
are stacked agamst them. -

~Doug Byrd:

Changes in the Project .
Design

In its heyday the proposal
called for the construcuon of a

+Therewould bea hoteI-styled
lobby entrance, operating suites,
an imaging center, a medical
library, hospital rooms over-
looking the Creek, physician
offices and a restaurant. There
was more.

The Center was also to be
the hub of an innovative “well”
care program designed to cn-
roll employers into managed
care programs to provide low
cost benefits to their employees,
a program which in theory
would resemble a HMO in-
surance plan.

But this is only what it was
supposed to be.

Now the imaging center is
going to be constructed and.
run by others. According to one
of the Center’s developers,
“The imaging
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companies we are talking wu_h
will provide their own .imaging
equipment... If I were a betting
man, I'd put money on [the
wager that] one of the radiology
groups that we're talking will
end up by getting approved by
the City of Capitola' in some
space near our center... There s
all kinds of empty space.”

Now the out-patient surgery
center will be built with the ven-
ture capital of an out-of-state
surgery center chain. According
to Byrd: “There are a couple of
companies interested in buying
into the project... There are six
different companies. Three [are
listed] on the stock exchange.
They want to do out-patient
surgery... They are looking at the
whole facility as are the other
companies. Surgical Care Af-
filiates, [one of the companies
considering the venture] is used
to [operating] out-patient centers.
Their stock just recently took a
big hit. The reason for that was
because they’re just another out-
patient center [company]. They
hadn’'t grouped physicians
around the facility. They hadn’t
done a good job of integrating
into a health system.”

And what about the in-
tegrated health system? Now
the 24-bed hospital may be a six
to eight-bed hospital. Again, ac-
cording to Byrd who could not
estimate a date when the rooms
would first be added-on after

. the inital project “broke ground”
~'in e’ Spring of* 1993: “What we. -

are talking about now is phasing

in the beds, building six or eight
beds that makes sense . for
coverage... The idea of offering
the services [when] we think we
can provide choice to people in
the community. We can pro-
vide it for a lot less money than
what the commumty is current-
ly paying.’

Confused? Let's step back

for a moment and consider the
alternatives in designiiig" a.
modern health care center.

Hospitals by Desxgn t yusil
The health care mdustry is
presently in the grips of an ex- -
traordinary movement to con-
solidate resources, curtail ex:
cessive utilization, and cap the -
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continuing growth of the multi-
billion dollar market.

Or more to the point, there
are fewer ways than ever for
providers to make money by of-

| fering more services to patients, a

fact that is not welcomed by some
corporations that have made sub-
stantial profits over the years.

These are the same com-
panies, like Surgical Care Af-
filiates of Nashville, Tennessee,
that are also losing what once
was a foot-hold in the complex
trade of delivering health care.

What we are referring to is
the business of out-patient
surgeries. In the early 1980s,
two breakthroughs permitted
physicians to dramatically reduce
the affects of surgery on patients.
One of these events was the
development of laparocolos-
tomy surgery which allows the
surgeon to operate using a
micro-video camera to guide
his or her progress in an ab-
dominal operation, like gall-
bladder surgery, with little in-
trusion into abdominal cavity
itself. With less intrusion into
the cavity, there is less chance
for infection and the patient
recovers in record time.

And along with this heralded
event, came discoveries about
how to better administer anes-
thetics which  permitted
physicians to perform even
more kinds of simple surgeries
in a single day without ad mitting
the patient into the hospital.

The trend continued. Soon,
similar technology used in
laparocolostomy  operations
was being used for a variety of
procedures.

And, as one might imagine,
the net effect was lots of doctors
began to use operating rooms
in hospitals for out-patient
surgeries.

But ‘operating suites in
hospitals are often at the dis-
posal of the hospital’s emergency
center staff, and scheduling
short procedures can become
inconvenient for both the
patient and the surgeon.

Asaresult, centers sprung up

to offer facilities just for out-

patient needs. And, many of these
centers were privately owned by
national  for-profit ~ chains
specializing in the field. This
‘was, however, to change.

Itdidn’t take long for hospi-
tal administrators to catch on to
the fact their easiest and most
profitable work was being done
by others in other places. In
response, when possible, leaders
formed partnerships with doc-
tors and built their own centers.

This allowed the doctars an
expanded role in the market.
But this wasn’t the biggest sell-
ing point.

“People are foolish to
invest in these things
today because within
the next four years, if
not sooner, there is not
going to be the money
there to run these things
the way they need to be
run and turn a profit.”
—John Friel

Since most hospitals had
land near their primary campus
that was suitable for expansion,
the hospital-partnered facilities
were generally much closer to
the doctor’s primary place of busi-
ness, i.e. the acute-care hospital.
And, as might be expected, the
hospital-based surgery centers
rapidly captured back the busi-
ness, which left the new players
in the market just a bit testy.

Out-patient surgery center
directors have seen their stock
drop and their industry begin
to consolidate. The question
remains: Will they go for yet
another market?

The market in question
would be that of an expanded
out-patient surgery center, or a
mini-hospital.

It would be a facility that
would not offer emergency or
advanced services like an acute-
care hospital. We call it a mini-
hospital, others'might refer to the
same as a post-surgical recovery

continued on page 22
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center with surgical suites.

The idea is to construct a
miniaturized version of an acute
care complex without the expen-
sive departments, and without
risking providing care to any-
one in need of care regardless
of their ability to pay for ser-
vices. This is to point out that
without an emergency depart-
ment, mini-hospital admini-
strators won’t have to worry
about patients showing up who
can’t afford to pay the bills. All
surgeries and stays will be
scheduled in advance.

This is the kind of complex,
according to developers, that
should save the patients

_ money. How? '

The first point generally
made is that by eliminating ex-
pensive services, the overall
price of care will drop. Whatisn't
usually stated is that they-also
don’t plan to give away care to
those unable to pay. Nor do

i they plan to contract with the
~ state to provide their share of
care to state patients since the
tate program, Medi-cal, is
notorious for paying only a
fraction of the cost of care.
“% But don’t  Capitola’s
- developers say they will take
Medi-cal patients? They do.
But they probably know some-
’thmg most others don’t.

i Their Center, should it be
: “'ﬁb'uilt, will be providing only
scheduled or “elective” surgeries.
Before any surgery is paid for
by the state, according to the
county’s public health officer.
Ira Lubell, a surgeon must gam
- approval. Approval for “elective”
surgeries are only rarely given
by the state. Only emergency
- services are provided for under
the Medi-cal plan, with few, ex-
ceptions. Emergency surgeries,
by nature, depend on an emer-
gency center for admission.
Which, when it comes to mini-
hospitals that won’t accept emer-
gency admissions, makes the
debate of whether or not
developers will open the facility to
Medi-cal patients mostly moot.

Mostly moot, because this

explanation does not account’

for mothers, sponsored through
the Medi-cal program, who
deliver babies. But it might be
fair to assume it is unlikely,
even if Capitola developers
were willing, that a poor mother
from Watsonville would drive
to Capitola to deliver.

But caring for the poor is
only partofthe deal of providing
health care services. There are
many patients and employers
who pay for employee coverage
that would like to spend less on
care.

Can the Capitola Health
Center offer the same services
for less money?

Will Center Save Money?
Developers claim costs at

area hospitals are among the
highest in the region. Not true.
Or least not correct as stated.
It is true that the prices at
area hospitals are in the range
(see accompanying chart) with
other institutions. It is just that
this market remains a very com-
petitive place to do business,
despite claims to the contrary.

It doesn’t, after all, matter
what you charge the paying
patient, it is more a matter of
what you collect for the work
you provide the paying patient.
- The vast majority of
Dominican’s operations are
either for governmental or
private contractors, some 95
percent of the total billing.

When we remove the
Medicare and Medi-cal patients

ber of full-time equivalent staff,
this number has been adjusted
for long-term and skill nursing
services, that both local hospi-
tals run lean. This is to say they
don’t hire as many people when
compared to patient days in the
other hospitals. They also don’t
make much money.

Watsonville Hospital has
reported losses up to this year,
and Dominican has kept profits
low.

“We have been part of this
community for 50 years. Itis our
intention to continue our work
for this community,” said Sister
Julie Hyer, Dominican’s presi-
dent and chief executive officer.
“We are a non-profit institution.
There is little incentive for us to
make profits beyond what we

a day... Dominican’s plant is
worth $40 million. We serve
190 patients a day.”

This is to suggest that even
if some incremental costs are
lower, the total volume will not
support the expenses of a
licensed hospital nor create any
efficiencies in delivering care.

Do they have to be less ex-
pensive to gain entry into this
market?

“Part of what they see is an
opportunity here because of the
fact that there is [only] one
hospital serving most of the
North County and having to
bear a lot of the expense to pro-
vide everything from cardiac
care to emergency care, and [the
developers] believe that they can
do what they are capable of
doing in a cost competitive man-

Do We Pay Too Much For Health Care?

Local Hospitals Lowest in the Region

Monterey County

Santa Cruz County

Santa Clara County

Salinas Community |Dominican  |Watsonville |El Good

Valley Mem, [Hospitalof  [Hospital  [Hospital Camino Samaritan of

Hospital ““* |Monterey -~ | = “rri pamtn Santa Clara

(6R0/91)  |(12/3191)  |(6/30/81) |(6/30/91) (630/91) (6/30/91)
Available Beds 256 - 195) - - 294f. - 144 388 - 478
Patients Seen Per Day 137) 142 =7 195| " = 73l 189 236
‘Medi-Cal % of Patients Days 8.49%|  9.04%|  13.85% . 24.04% 2.33% 0.41%
Gross Revenues Per Day $2,312 $2 099] .. $2,1 92| . $1 585 $2,350 $1,912
Non-Government ook Rl K . &
g CollechonslPahent Day : '$1 850 ' '»$1 204 <o $1 858 $1,528
Al Patients: | S ey - S Skl e
_ Collections/Day $1,506 2 $1 306 i $1,013 . $1,482] $1,259
FTE's/Bed* 6.07|  ~ 5.62| 529 i 5.07 5.77 i :.;, 5.39
Net Profit Margin 13.65% U 5.59%] 1.58% (-1.93%) 14.00% 5.67%

" the project,

Note: The figures above do not include out-patient or emergency’ room vusrts
Source: Office of State-Wide Health Planning Development t f1f SRuTY
*Full-Time Equivalent units are used to measure the number of full-txme employees hxred per TR
patient. It is a way to assess a hospital's operatlng efficiency. ;

frqm the mix, the private patient -
through negotiated contracts
with insurance companies or,

large employers is paying a !

fraction of the price for care.
Looking at the costs of care for
these private paying patients.
we find Dominican Santa Cruz
and Watsonville Community
Hospitals provide acute care
services for less than the hospitals
in Monterey, and at very com-
parable rates to the big, and very
competitive urban centers like
San Jose.

It should also be noted that
in Santa Clara and Monterey
Counties there are government-
owned county hospitals which
take care of caring for the poor.
So this particular comparison is
even more remarkable since the
urban hospitals aren’t having
to burden losses from indigent
care by shifting some of the costs
onto the paying patient to the
same degree as local institutions.

How can the local hospitals
remain so competitive? There
are likely many reasons, but

~ among the leading objective in-

dicators efficiency stands out.
Looking back at the chart we
see when we measure the num-

“need to keep our facility up-

todate ard to provide care for
those in need.” _

~ But this still leaves partially
unanswered the question about
whether a mini-hospital would
save money.

To try and establish pro-
jected cost savings we looked to
centers which were part of a state-
wide pilot program to study the
effects of short-stay hospitals on
the market place.

In the case of all the
operating facilities, each has
substantially higher costs to
private paying patients than
our local hospitals (see chart
this issue). But does this make
sense? Why can’t small hospi-
tals deliver care for less?

“There is no doubt that
their operating costs are less
than what you’d see in a full
service hospital,” Dominican
Chief Financial Officer John
Petersdorf responded. “But this
fact is more than compensated
for by several other circumstan-
ces... The mini-hospitals that
developers are proposing to
build in Santa Cruz are $20 mil-
lion facilities that are projected

ner... There are or.her clinic op-
dons. In fact, Dominican has an

investment in a clinic surgical = . . . .
s Feats bigger picture? Is it possible to

center... In that regard some
procedures done in the surgery
center are done in a more cost
effective way,” said Bob Lee,
Employee Benefits Coordinator - .

for Seagate Technologles “I
would suggest that if they don’t
they won’t exist.”

This is, of course, the other
point often made by developers.
Private business 1s, after all,
private business.

The response to this asser-

tion is embedded in hypothetical
economic theory. In a report
last year for the County of Santa
Cruz, an independent health
care system’s planner pointed
out the fairly obvious fact: Ifa
" new health care center is to be
opened and successful then
everyone will pay in higher in-
surance premiums and expenses.
Or at least this would be the case
if all the current facilities open
for business were to remain
open for business.

~ Can the county support

more than two hospitals?
“I hope that the community

dinosaur old model hospitals. I
think that as technology advances
that there won’t be 265 beds,”
Byrd said.

The actual number of cur-
rent available beds in the coun-
ty is more than 400, but regard-
less, should either of the hospi-
tals fail as a result of losing
profitable procedures to a new
competing facility, then the
model might change, along
with the way health care has
been delivered for more than a
hundred years in the county.

John Friel, president of
Watsonville Community Hospi-
tal, said he believes the darkest
times are now in the past for
the South County facility and
reported a modest profit from
this year’s operations of $650,000
in comparison of losses from
the past two years at a combined
total of $2.1 million. “I think itis
mistake to bet Watsonville
- Hospital isn’t viable... We have
turned around,” Friel said. .

Would Friel invest in an
out-patient surgery center that

. wasn’t connected to his current

l_l_ospxtal operations?.

+, “People are foolish to invest -

Vl;n these things today because

‘within the next four years, if not ~5

sooner, there is not going to be -

the money there to run these

things the way they need to be
run and turn a profit...
one of the reasons why we
“deécided not to get involved in-
> Friel said. “The
other reason is we have a social
contract, if you will, with the
‘community to provxde the com-
munity with its health care
needs... The worry that I have
is that outsiders will come into

This is’

“the market without that social

consciousness and are going to

- create a proliferation of health’
- care services... This is not going

to help.”
~ But help what? What is the

make sense of the nonsense?

“I believe it is essential that
people in South County be able
to depend upon their own hospi-
talin their own community... As
we can, Dominican leaders will
support that goal... There are
many decent doctors in the
community who are worried
about the future of their practices
and, like many, would like to
imagine there are quick and
simple answers to big and per-
plexing problems,” Sister Hyer
said. “However, I do not believe
we will find solutions by building
more facilities, buying more
equipment and having to sup-
port more health care resources.
Instead I believe that providers
and consumers must work
together to find a common un-
derstanding of the community’s
needs, and then plan to pro-
vide the best and most affor-
dable health care we can pro-
vide for everyone... Offering a
few benefits for a few won’t
ever respond to the needs of ‘

to serve, on average,~15 patients™- "WON't Supporttwo large,-hugeés themany.” Qv i.iuli
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